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Defendants JPMorgan Chase Bank, N.A. (“JPMC”) and Washington Mutual 

Mortgage Securities Corp. (“WMMSC”), by and through their undersigned counsel, hereby 

move this Court, for the reasons set forth in the accompanying Memorandum of Points and 

Authorities in Support of their Motion to Dismiss and for Partial Summary Judgment, for an 

order dismissing Count I of Plaintiff’s Amended Complaint for failure to state a claim pursuant 

to Federal Rule of Civil Procedure 12(b)(6) and granting partial summary judgment in favor of 

JPMC and WMMSC on Count II of Plaintiff’s Amended Complaint. 
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Defendants JPMorgan Chase Bank, N.A. (“JPMC”) and Washington 

Mutual Mortgage Securities Corporation (“WMMSC”) respectfully submit this 

memorandum of points and authorities in support of their motion to dismiss the Amended 

Complaint of Deutsche Bank National Trust Company (“Deutsche Bank”) and motion for 

partial summary judgment. 

PRELIMINARY STATEMENT 

Deutsche Bank purports to be trustee for trusts that own or have owned 

over half a million individual mortgage loans, each with its own history of origination 

and performance.  The loans were sold into the trusts without recourse, meaning that the 

loan sales were final and not to be unwound except in specified circumstances.  One 

circumstance the parties expressly contemplated in the sale agreements was that some of 

the loans did not fulfill representations and warranties the sellers made regarding each 

loan.  The agreements governing the loan sales expressly provide that if a loan breaches a 

representation or warranty and the breach had a material and adverse effect on the value 

of the loan and the breach cannot be cured, there is a “sole and exclusive” specific 

performance remedy—the loan itself must be bought out of the trust, or “repurchased,” 

by the entity that deposited or sold it into the trust.  Absent these showings, there is no 

repurchase and the sale stands. 

Rather than follow this contractually agreed-upon process or limit itself to 

the sole remedy provided under the Agreements, Deutsche Bank seeks a monetary award 

equal to repurchase of countless unspecified loans without regard for these contractual 

limitations.  Deutsche Bank’s Amended Complaint purportedly pleads breach of contract 
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by alluding to 1,031 loan-specific representations and warranties and 394 obligations (for 

a total of 1,425 provisions) that are contained in 179 different agreements that govern 99 

“primary trusts” and 28 “secondary trusts”1 that own or have owned over half a million 

loans originated over the past 15 years that may (or may not) have been “materially and 

adversely” affected by breaches that may (or may not) have occurred, and therefore 

concludes that Defendants—the Federal Deposit Insurance Corporation (“FDIC”), JPMC, 

WMMSC or some combination thereof—are liable to the trusts for damages of $6 to $10 

billion. 

While Deutsche Bank uses very large numbers, the most important 

number here is actually zero.  Zero is the number of contractual provisions that Deutsche 

Bank actually identifies as having been breached with regard to a specific loan.  Zero is 

the number of breaches Deutsche Bank even tries to show had a material and adverse 

effect on a specified loan so as to give rise to the contractual right to bring the notice and 

repurchase claims it seeks to pursue.  And zero is the amount of damages Deutsche Bank 

can in any event seek to recover on the back of such purported claims, given that the 

“sole and exclusive” remedy contained in each of the 179 different contracts at issue is 

loan-by-loan repurchase. 

These omissions are not mere pleading defects—though they are certainly 

that.  These omissions are contractual impediments to Deutsche Bank’s claims:  The 

Deutsche Bank agreements all feature provisions strictly limiting the remedy available 

                                                 
1  As explained at footnote 6, the trusts that Deutsche Bank refers to as the “primary 
trusts” are the trusts at issue here.  The number of agreements that govern the trusts is not 
known for certain, but Deutsche Bank filed with the Court 179 agreements that purport to 
govern the trusts. 
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for breaches of representations and warranties about mortgage loans in three critical 

ways.  First, breaches of representations and warranties are not actionable in the 

aggregate, but only as to individual loans.  Second, as to repurchase of individual loans, 

breaches are not actionable absent a demonstrable material and adverse effect on the 

value of the particular loan in question.  And third, even in the event of a breach that has 

a material and adverse effect on the value of a particular loan, the breach is not actionable 

in a damages action.  Deutsche Bank’s exclusive remedy is repurchase of any offending 

loan, a contractual limitation that courts in New York and Delaware routinely enforce. 

Deutsche Bank’s impermissible attempt to end-run these and other 

contractual and legal limitations should lead to dismissal of the Amended Complaint for 

four reasons: (1) Deutsche Bank, by its own admission, has not identified even one 

mortgage loan as to which any Defendant has breached any provision, let alone a breach 

that had a material and adverse effect on the value of that loan; (2) the remedy being 

sought, money damages, is contractually impermissible; (3) the separate claim arising 

from the assertion that Deutsche Bank was denied access to 61 loan files does not give 

rise to any liability or provide any legal basis for a breach of contract claim on the more 

than half a million loans at issue in this litigation; and (4) Deutsche Bank has pleaded no 

facts to suggest its claims comply with the applicable statutes of limitations that bar 

claims by trusts, some of which were established as early as 1992. 

Moreover, not only are these claims improperly pleaded, but any liability 

for failure to repurchase loans remains with the FDIC.  In the Purchase and Assumption 

Agreement between the JPMC and the FDIC (the “P&A Agreement”), by which JPMC 

ensured uninterrupted banking service for the millions of customers of Washington 
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Mutual Bank (“WMB”), JPMC assumed only those liabilities that had a “Book Value” on 

WMB’s “Books and Records” when WMB was closed.  In doing so, JPMC took on 

billions of dollars in potential liabilities, with no government assistance.  Through this 

action, Deutsche Bank and the FDIC seek to dramatically increase the scope of the 

liabilities JPMC assumed, in direct contravention of the explicit terms of the P&A 

Agreement.  But under well-established law, an unliquidated claim for damages, such as 

Deutsche Bank’s, had no Book Value and was not reflected on WMB’s Books and 

Records.  Thus, JPMC never assumed any liability for Deutsche Bank’s claims from the 

FDIC under the P&A Agreement.  And if for some reason JPMC were deemed to have 

assumed such liability by some means other than express assumption under the P&A 

Agreement, then under different provisions of the same agreement the FDIC must 

indemnify JPMC in full.  For these reasons, which are evident from the plain language of 

the P&A Agreement, partial summary judgment should be granted on Deutsche Bank’s 

declaratory judgment claim, finding that the FDIC bears all liability to Deutsche Bank—

either directly or through an obligation to indemnify JPMC. 

BACKGROUND 

This case involves a business in which WMB and its subsidiaries and 

Deutsche Bank all participated:  securitizing and servicing mortgage loans.  Although 

every mortgage-backed securitization substantively differs from every other, most share 

the same general structure.  The following example shows how WMB, its subsidiaries, 

and Deutsche Bank worked together to create the mortgage-backed securities at issue 

here. 
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The first step in the securitization process is the origination of a mortgage 

loan.  In this example, WMB issues a mortgage to a borrower.  WMB now owns the 

mortgage loan and thus is entitled to the borrower’s future payments of principal and 

interest.  WMB then agrees to sell the loan, and others like it, to its affiliate, WMMSC.  

In some transactions, this agreement is known as a Mortgage Loan Purchase Agreement 

(“MLPA”).  Under an MLPA, the company selling the loans is the “Seller,” and the 

company purchasing the loans is the “Purchaser.”  And the Seller (here WMB) makes 

representations and warranties to the buyer (here WMMSC) regarding various aspects of 

the loans being sold. 

Next, WMMSC and Deutsche Bank enter into a Pooling and Servicing 

Agreement (“PSA”).  (See, e.g., WA05A1,2 PSA (Docket Item 43-14).)  Under the PSA, 

WMMSC sells the mortgage loans to a trust for which Deutsche Bank is the Trustee.  (Id. 

§ 2.04.)  In this capacity, WMMSC is known as the Depositor.  As Depositor, WMMSC 

similarly makes a variety of representations and warranties specific to each loan it is 

selling.  For example, “[a]s of the Closing Date, there is no late assessment for delinquent 

taxes outstanding against any Mortgaged Property.”  (Id. § 2.08(v).)3  To protect a variety 

of accounting and tax benefits in connection with the sale, the loans are sold “without 

recourse.”  (Id. § 2.04.)  Because the sale is non-recourse, the Depositor cannot at its 

                                                 
2  Abbreviations such as “WA05A1” refer to individual trusts as listed in Exhibit 1A 
to the Amended Complaint and in Deutsche Bank’s filings of the relevant agreements 
with the Court.  (Docket Items 34-44.) 

3  In some transactions, including the “Long Beach” transactions listed in 
Exhibit 1A to the Amended Complaint, these representations and warranties are made in 
the MLPA by the Seller.  For consistency, JPMC will refer to these representations and 
warranties as the Seller’s, although who has the ultimate obligation varies among the 
agreements. 
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discretion remove the loans from the trust, even if it would be profitable to do so.  

Reciprocally, investors cannot demand that loans be repurchased, except in specified 

circumstances.   

The terms of the PSAs contemplate the possibility that some of the 

mortgage loans sold to the trust may be found to breach the Seller’s representations and 

warranties, and that some of these breaches may materially and adversely affect the value 

of a particular mortgage loan or the interests of the trust in that loan.  (Id. § 2.08.)  In 

general, a party that discovers such a breach must notify the other parties.  (Id.)  Once 

such a material and adverse breach is discovered and any necessary notice is given, the 

PSA provides for a very specific—and very loan-specific—process for remedying the 

breach.  (Id.)  As to any particular mortgage loan that breaches a representation or 

warranty in a manner that has a material and adverse effect on the value of the loan, all of 

the PSAs provide for three—and only three—remedies:  The Seller can (1) cure the 

breach, (2) substitute another mortgage loan into the trust in place of the breaching loan, 

or (3) repurchase the breaching loan from the trust.  (Id.)   

All of the PSAs are explicit that these are the sole and exclusive remedies 

for breaches of representations and warranties.  At some point in time—usually two years 

after closing of the securitization—the option of substituting a different mortgage is no 

longer available, again to abide by certain accounting rules and benefit from certain tax 

treatment.  (Id. § 2.07.)  Thus, in instances in which the Seller is unable to cure the defect 

in the loan (often by providing missing documentation), it is correct to say that, after the 

substitution period has passed, repurchase is the lone remaining remedy for breaches of 

representations and warranties.  (Id. § 2.08.) 
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While this structure is consistent from PSA to PSA, other terms of the 

PSAs differ.  For example, in some PSAs, the obligation to repurchase a loan arises when 

any party notifies the Seller (or Depositor) of a breach that has a material and adverse 

effect on the value of the underlying loan.  (E.g., id.)  In other PSAs, only notice by the 

Trustee will trigger the repurchase obligation.  (E.g., LB0602, PSA § 2.03(a) (Docket 

Item 39-25).) 

In 2007 and 2008, a nationwide collapse in the housing market, especially 

for subprime mortgages (which were included in many of the securitizations at issue 

here), led to losses for the trusts as borrowers became unable to repay their mortgage 

loans.  On September 25, 2008, WMB was closed by federal regulators and placed into 

receivership with the FDIC.  On the same day, the FDIC sold virtually all of WMB’s 

assets and certain of its liabilities to JPMC pursuant to the P&A Agreement.  (Amended 

Complaint Ex. 2 (P&A Agreement) §§ 2.1, 3.1.)  This transaction allowed WMB’s 

branches to continue serving the public, including its millions of depositors, without any 

interruption from WMB’s failure. 

On December 30, 2008, Deutsche Bank filed a proof of claim with the 

FDIC as receiver for WMB, claiming that WMB and its affiliates breached PSAs by, 

among other things, failing to notify Deutsche Bank of breaches of the Seller’s 

representations and warranties and to repurchase breaching mortgage loans.  (Amended 

Complaint Ex. 3.)  The FDIC implicitly denied Deutsche Bank’s proof of claim by 

declining to act on it, and Deutsche Bank filed a Complaint against the FDIC, making 

arguments similar to those in its proof of claim.  (Docket Item 1.)  After the FDIC moved 

to dismiss the Complaint on the grounds that JPMC had assumed liability for these claims 
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under the P&A Agreement and that the Complaint failed to plead sufficiently breaches of 

contract, Deutsche Bank filed its Amended Complaint, naming JPMC and WMMSC as 

additional defendants.  (Docket Item 32.) 

ARGUMENT 

I. DEUTSCHE BANK’S BREACH OF CONTRACT CLAIMS FAIL TO 
STATE A CLAIM UPON WHICH RELIEF CAN BE GRANTED. 

Generally, Deutsche Bank’s breach of contract claim may be dismissed 

because the Amended Complaint does not “contain sufficient factual matter, accepted as 

true, to state a claim for relief that is ‘plausible on its face.’”  Badibanga v. Howard Univ. 

Hosp., 679 F. Supp. 2d 99, 101 (D.D.C. 2010) (quoting Bell Atl. Corp. v. Twombly, 550 

U.S. 544, 570 (2007)).  Indeed, the Amended Complaint is insufficient “to understand 

whether a valid claim is alleged and if so what it is.”  Shirk v. Garrow, 505 F. Supp. 2d 

169, 172 (D.D.C. 2007) (internal quotation marks and citation omitted).4   

More specifically, to state a claim for breach of contract under New York 

law, a plaintiff must timely allege: (1) a contract; (2) performance of the contract by one 

party; (3) breach of the contract by the other party; and (4) resultant harm to the plaintiff.  

Terwilliger v. Terwilliger, 206 F.3d 240, 245-46 (2d Cir. 2000).  Under Delaware law, a 

plaintiff must similarly allege, before the statute of limitations has expired: (1) the 

existence of the contract; (2) the breach of an obligation imposed by that contract; and 

(3) resultant harm to the plaintiff.  VLIW Tech., LLC v. Hewlett-Packard Co., 840 A.2d 

                                                 
4  Although for purposes of such a motion, the factual allegations in the Amended 
Complaint are assumed to be true, the facts alleged here are not sufficient to the extent 
they fail “to raise a right to relief above the speculative level.”  Badibanga, 679 
F. Supp. 2d at 101 (quoting Twombly, 550 U.S. at 555).  Likewise, the pleadings that “are 
no more than conclusions, [including legal conclusions,] are not entitled to the 
assumption of truth.”  Ashcroft v. Iqbal, 129 S. Ct. 1937, 1950 (2009). 
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606, 612 (Del. 2003).5  Here, Deutsche Bank basically asserts two breach of contract 

claims (a notice/repurchase claim and an access claim), both of which are legally 

untenable and, to a large extent, time barred. 

First, Deutsche Bank assumes that Defendants must have breached some 

of the “Representations and Warranties” regarding the mortgage loans, “which breaches 

had a material and adverse effect on the value of the mortgage loans in the Trusts or the 

interests of the Trusts therein.”  (Amended Complaint ¶ 81.)  However, the Amended 

Complaint does not identify any loan that it alleges breached any representation and 

warranty in any PSA.  Rather, Deutsche Bank simply lists 1,425 contractual provisions 

spread across the 179 different Agreements that might (or might not) have been violated 

as to any of the more than half a million loans contained in the trusts.6  Deutsche Bank 

does not identify a single loan as to which any representation or warranty has been 

breached; a single loan as to which such a breach had a material and adverse effect on the 

value of the loan; or a single loan as to which Defendants have failed to comply with an 

extant notice or repurchase or cure obligation.  Deutsche Bank’s speculation that there 

                                                 
5  New York or Delaware law governs all but three of the Agreements.  The Pooling 
and Servicing Agreements for the trusts listed as WA0107, WA01A3 and CO9201 in 
Exhibit 1A to the Amended Complaint are governed by California law. 

6  Some of these Agreements govern what Deutsche Bank calls the “Secondary 
Trusts,” which were allegedly also “damaged because their performance is dependent, in 
whole or in part, on the performance of the Primary Trusts.”  (Amended Complaint ¶ 85; 
see also id. ¶ 3.)  But the Amended Complaint does not begin to explain this relationship 
or cite a single relevant provision governing the Secondary Trusts.  Because there is no 
way to assess on the face of the Amended Complaint the role or rights or assertions of the 
Secondary Trusts and Defendants should not have to guess at their potential liability, all 
of Deutsche Bank’s claims relating to the Secondary Trusts should be dismissed.  King v. 
Pierce Assocs., Inc., 601 F. Supp. 2d 245, 248 (D.D.C. 2009) (observing that vague and 
general allegations do not raise a right to relief above the speculative level, which is 
insufficient to state a claim). 
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must have been a breach of contract—notwithstanding its failure to supports its guess 

with factual allegations—is not entitled to the presumption of truth.  See Ashcroft v. 

Iqbal, 129 S. Ct. 1937, 1950 (2009).  Deutsche Bank is speculating, not pleading—a 

tactic that cannot survive a motion to dismiss.  See Twombly, 550 U.S. at 555.  

Second, with regard to the repurchase claim, Deutsche Bank seeks money 

damages of $6 to $10 billion.  (Amended Complaint ¶ 85.)  The Agreements, however, 

all contain a provision stating that repurchase of individual mortgage loans on a loan-by-

loan basis is the sole and exclusive remedy for breaches of representations and 

warranties.  Because Deutsche Bank seeks a remedy to which it is not entitled, it has 

failed to state a claim upon which relief can be granted.   

Third, Deutsche Bank asserts a separate claim for breach of contract 

arising from the allegation that it was denied access to loan files for 61 loans.  (Amended 

Complaint ¶¶ 81-85.)  Notably, these 61 loans are contained in only three of the 99 trusts 

Deutsche Bank lists, and so this claim is not even raised as to the tens of thousands of 

other loans in those three trusts, or as to any loan in the 96 other trusts.  And while 

Deutsche Bank posits that, because of this limited access claim, it should be excused 

from its failure to plead a valid repurchase claim with regard to any of the more than half 

a million other loans potentially implicated by its Complaint, there is no legal basis for 

this request.  Indeed, the access claim cannot be the basis for separate recovery because 

the denial of access does not give rise to independent harm to the trusts.   

Fourth, all claims based on mortgage loans in 74 of the 99 trusts should be 

dismissed as time barred.  Most of the representations and warranties that Deutsche Bank 

claims to have been breached were made as of a date well outside the applicable statute 

Case 1:09-cv-01656-RMC   Document 55-1    Filed 11/22/10   Page 16 of 39



 

 
- 11 - 

 

of limitations period—three years in Delaware, six years in New York.  Some were made 

as long ago as 1992, and nothing in the pleadings provides a legal basis for disregarding 

these limitations periods. 

A. Deutsche Bank’s Notice and Repurchase Claims Must Be Dismissed. 

1. Notice and Repurchase Claims Require Loan-By-Loan 
Assessment, Materiality and Adversity. 

The Agreements at issue were entered into by sophisticated parties, and so 

they must be enforced as written to effect the allocation of risks and benefits decided 

upon by the parties.  Any assessment of Deutsche Bank’s contract claim should therefore 

start with the limitations of those Agreements.  See Oppenheimer & Co. v. Oppenheim, 

Appel, Dixon & Co., 660 N.E.2d 415, 421 (N.Y. 1995); NACCO Indus., Inc. v. Applica 

Inc., 997 A.2d 1, 35 (Del. Ch. 2009).  With respect to Deutsche Bank’s notice and 

repurchase claims, the Agreements were written to expressly limit when such claims 

could be pursued.  Three fundamental limitations appear in some form in each of the 

Agreements:  

1.  Notice is required only “[u]pon discovery . . . of the 
breach by the Seller of any representation, warranty or 
covenant under the Mortgage Loan Purchase Agreement in 
respect of any Mortgage Loan which materially and 
adversely affects the value of such Mortgage Loan or the 
interest therein of the Certificateholders . . . .” 

2.  Repurchase of a loan is required only if, 90 days after 
the Seller is on notice of a breach that “materially and 
adversely affects the value of such Mortgage Loan or the 
interest therein of the Certificateholders,” the breach has 
not been cured.7 

                                                 
7  For the breaches that Deutsche Bank alleges, substitution is no longer available, 
leaving cure or repurchase as Deutsche Bank’s sole remedies.  The Agreements prohibit 
substitution of mortgage loans beginning two years after the closing of the securitization.  
(See, e.g., LB0602, PSA §§ 2.03(d), 10.01(b); WA05A1, PSA § 2.07.) 
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3.  “[T]he obligation of the Seller to cure or to repurchase 
. . . any Mortgage Loan as to which . . . such a breach has 
occurred and is continuing shall constitute the sole remedy 
respecting such . . . breach available to the 
Certificateholders, the Trustee on behalf of the 
Certificateholders and the NIMS Insurer.” 

(E.g., LB0602, PSA § 2.03(a) (emphasis added).) 
 

By definition, the representations and warranties in the Agreements can be 

true or false only as to particular loans.  (E.g., LB0602, MLPA § 6 (“The Seller hereby 

represents and warrants to the Purchaser, that as of the Closing Date with respect to each 

Mortgage Loan . . .” (emphasis added)).)  As a result, the notice and repurchase claims 

are thus loan-level claims, and the Agreements simply contain no provision for 

aggregated or generalized treatment of loans.   

By express agreement, not every alleged breach of a representation or 

warranty gives rise to a notice or repurchase obligation.  Rather, the obligation to give 

notice or cure or repurchase arises only when the breach “materially and adversely 

affects” the value of the underlying loan.8  (LB0602, PSA § 2.03(a); LB0602, MLPA 

§ 7(a); WA05A1, PSA § 2.08.)  Only then, after establishing that a breach that had a 

material and adverse effect on a specified loan has gone uncured, does the obligation to 

“repurchase such Mortgage Loan” even arise.  (LB0602, PSA § 2.03(a).)  And that 

exclusive repurchase remedy—a remedy enforced by the courts—is the Trustee’s “sole 

remedy.”  (Id.)  See infra Section I.B. 

                                                 
8  Merger and acquisition agreements often use the concept of a “material adverse 
effect” to allocate risk among the parties, much as the Pooling and Servicing Agreements 
do here.  When a remedy depends on a material and adverse effect, a breach of a 
representation or warranty “accomplishes nothing by itself.”  Frontier Oil Corp. v. Holly 
Corp., No. Civ. A. 20502, 2005 WL 1039027, at *35 (Del. Ch. 2005).  The breach must 
have a material and adverse effect to support a cause of action.  Id. 
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    Thus, Deutsche Bank’s pleading and proof must demonstrate 

loan-specific breaches of representations and warranties, loan-specific materiality, and 

loan-specific adversity to merit the sole and exclusive remedy of repurchase of the 

allegedly offending loan.  These essential elements for any notice or repurchase claim 

stand in stark contrast to Deutsche Bank’s blanket pleadings, which fail to meet any of 

these loan-level contractual requirements. 

2. Deutsche Bank Does Not Identify a Single Loan-Level 
Contractual Provision That Has Actually Been Breached. 

Deutsche Bank has not pleaded a single actionable breach of the 

Agreements by merely listing more than one thousand provisions and suggesting that 

each of them may or may not have been breached.  See Marino v. Vunk, 835 N.Y.S.2d 

47, 49 (N.Y. App. Div. 2007) (“Vague and conclusory allegations are insufficient to 

sustain a breach of contract cause of action.”); Wal-Mart Stores, Inc. v. AIG Life Ins. Co., 

901 A.2d 106, 116 (Del. 2006) (affirming the dismissal of a breach of contract claim 

where the operative pleading “[did] not identify any express contractual obligation that 

was breached”).  Deutsche Bank’s approach is unsustainable because it makes it 

impossible to identify the supposed breaches on which Plaintiff is purportedly relying.  

M & T Bank Corp. v. Gemstone CDO VII, Ltd., 891 N.Y.S.2d 578, 581 (N.Y. App. Div. 

2009) (dismissing breach of contract claims against Deutsche Bank Securities, Inc. due to 

plaintiff’s failure to set forth “the provisions of the contract upon which the claim is 

based.” (internal quotation marks omitted)).   

Deutsche Bank’s approach is particularly problematic here because it 

simply lists the representations, warranties and obligations from one deal and represents 

to the Court through a chart that more than one thousand provisions from 98 other deals 
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are identical.  That is incorrect; Deutsche Bank’s “allegations” regarding what provisions 

may have been breached are rife with vagueness and erroneous suppositions.9  For 

example: 

• Deutsche Bank at times completely misidentifies the obligations at 

issue.  In its list of obligations under the Agreements (Exhibit 7 to the Amended 

Complaint), Deutsche Bank identifies Section 2.04(b) of the Pooling and Servicing 

Agreement for nearly every Long Beach trust as the “Notice Obligation.”  But that 

provision has nothing to do with breaches of representations and warranties regarding 

loan files.  Instead, it describes the Master Servicer’s obligation to give notice if it does 

not have the legal capacity to fulfill its obligations.  (E.g., LB0602, PSA § 2.04(b).)  The 

failure to properly identify the terms that are alleged to have been breached is grounds for 

dismissal.  See Atkinson v. Mobil Oil Corp., 614 N.Y.S. 2d 36, 37 (N.Y. App. Div. 1994) 

(“In order to plead a breach of contract cause of action, a complaint must allege the 

provisions of the contract upon which the claim is based.”); Wal-Mart Stores, 901 A.2d at 

116 (same).   

• Deutsche Bank at other times ignores meaningful limitations on 

particular representations and warranties.  For example, Deutsche Bank uses as an 

exemplary representation a provision stating that “The Loan-to-Value Ratio for each 

Mortgage Loan was no greater than 100% at the time of origination.”  (Amended 

Complaint ¶ 46(j).)  But in certain of the Agreements, this same representation is limited 

                                                 
9  On a motion to dismiss, the Court can rely on documents incorporated into the 
pleadings, see Lipton v. MCI WorldCom, Inc., 135 F. Supp. 2d 182, 186 (D.D.C. 2001), 
and thus can reject assertions Deutsche Bank makes that are inconsistent with the 
documents Deutsche Bank purports to characterize. 
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so that the Seller is contractually entitled to rely on the appraisal of the property:  “Based 

upon an appraisal of the Mortgaged Property securing each Mortgage Loan . . . no 

[Mortgage Loan] had a current Loan-to-Value ratio greater than 95%.”  (WA02A2, PSA 

§ 2.08(xxv) (Docket Item 42-7).)10  Because there are no allegations in the Amended 

Complaint that come close to establishing a breach of this—or any other—representation 

that is limited to the Seller’s knowledge or understanding with regard to a particular loan 

at the time of origination, dismissal is appropriate.  See Atkinson, 614 N.Y.S. 2d at 37; 

Wal-Mart Stores, 901 A.2d at 116. 

• Deutsche Bank does not tie any of its purported factual allegations 

temporally or substantively to the loans at issue.  While a significant portion of the 

Amended Complaint is dedicated to allegations of generalized misconduct at Washington 

Mutual in 2007 and 2008, no effort is made to explain why those allegations would be 

relevant to representations and warranties made before 2007 or why the Court should or 

could assume that such allegations necessarily connote a breach of any representations 

and warranties that were made for the particular loans at issue here.  And even as to 2007 

and 2008, Deutsche Bank’s allegations are insufficient.  For example, Deutsche Bank 

asserts that alleged problems with underwriting may have resulted in loans being 

originated that did not comply with the underwriting guidelines and then speculates that 

such problems would have resulted in breaches to representations and warranties.  

(Amended Complaint ¶ 70.)  These vague allegations do not establish any loan-specific 

                                                 
10  See Tsereteli v. Residential Asset Securitization Trust, 692 F. Supp. 2d 387, 393 
(S.D.N.Y. 2010) (“[N]either an appraisal nor a judgment that a property’s value supports 
a particular loan amount is a statement of fact.  Each is instead a subjective opinion based 
on the particular methods and assumptions the appraiser uses.”). 

Case 1:09-cv-01656-RMC   Document 55-1    Filed 11/22/10   Page 21 of 39



 

 
- 16 - 

 

breach, particularly where the parties expressly recognized that “[i]t is expected that a 

substantial number of the Mortgage Loans to be included in the Mortgage Pool will 

represent exceptions to the underwriting guidelines.”  (LB05W02, Prospectus 

Supplement (Exhibit A to the accompanying declaration of Brent J. McIntosh (“McIntosh 

Declaration”), at S-65); see also LB0602, Prospectus Supplement (McIntosh Declaration 

Ex. B), at S-39.)11  Without more specificity, Defendants cannot adequately defend the 

claims against them, and the Amended Complaint cannot stand.  Shirk v. Garrow, 505 F. 

Supp. 2d 169, 172 (D.D.C. 2007) (finding that dismissal is appropriate if the defendant 

cannot “understand whether a valid claim is alleged and if so what it is”). 

• Deutsche Bank hides—and has defaulted on—its own obligation to 

give notice prior to repurchase obligations arising.  Under many of the Pooling and 

Servicing Agreements at issue here, the Seller’s repurchase obligation only arises 90 days 

after the Trustee’s delivery of notice of breaches and the Seller is given an opportunity to 

cure.  (E.g., LB0602, PSA § 2.03(a).)12  There is a good reason for this requirement, with 

which Deutsche Bank failed to comply:  The Trustee should have found an actual breach, 

                                                 
11  These prospectuses were issued as part of the underlying securitizations, filed 
publicly with the Securities and Exchange Commission and clearly reflect the parties’ 
intent as to the underwriting exceptions permitted in the PSAs.  The Court may consider 
these public documents, even on a motion to dismiss.  Ass’n of Am. Med. Colls. v. 
Princeton Review, Inc., 332 F. Supp. 2d 11, 15 (D.D.C. 2004) (“In evaluating a Rule 
12(b)(6) motion to dismiss, the court is limited to considering [inter alia] . . . matters of 
public record . . . .” (citations omitted)). 

12  This provision is common among the Pooling and Servicing Agreements 
governing the Long Beach trusts (numbered 1-21, 23-26, and 28-42 in Exhibit 1A to the 
Amended Complaint).  In other Agreements, the repurchase obligation also arises when 
the Seller discovers a breach or is notified of the breach by the Servicer.  (E.g., WA05A1, 
PSA § 2.08.)  For the reasons discussed above in Section I.A.1, Deutsche Bank has not 
made any allegations suggesting that any such breach existed, much less that the breach 
was known to the Seller or Servicer. 
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and the Seller should have an opportunity to address the alleged breach before anyone is 

hauled into court.  Accordingly, when interpreting agreements similar to those at issue 

here, multiple courts have held that parties must follow the contractually agreed notice 

process to trigger a repurchase obligation.  In Morgan Guaranty Trust Co. of New York v. 

Bay View Franchise Mortgage Acceptance Co., No. 00-cv-8613, 2002 WL 818082 

(S.D.N.Y. Apr. 30, 2002), for example, the court explained that notice is required 

because “[o]therwise, there would be ‘an incentive for [trustees] to litigate before 

knowing for certain that they have suffered any injury.’”  Id. at *5 (citing Vista Co. v. 

Columbia Pictures Indus., Inc., 725 F. Supp. 1286, 1295 (S.D.N.Y.1989)).  Accordingly, 

the court held that the trustee’s failure to give prompt notice of a breach of 

representations and warranties meant that “it cannot now hold [the defendant] 

accountable for this breach.”  Id. at *10.  Likewise, the court in Central Mortgage Co. v. 

Morgan Stanley Mortgage Capital Holdings LLC dismissed claims that a seller breached 

an agreement similar to those at issue here because the plaintiff had not fulfilled its notice 

obligations by “simply list[ing] the contract sections that were, for some unspecified 

reason, supposedly violated.”  No. 5140-VCS, 2010 WL 3258620, at *7 (Del. Ch. Aug. 

19, 2010).   

Although each of these examples underscores why Deutsche Bank’s 

failure to identify a single contractual representation or warranty as actually having been 

breached should result in dismissal of the Amended Complaint, these are not ad hoc 

pleading problems.  These problems evidence that Deutsche Bank’s approach to its 

purported contract claim is untenable given the actual terms of the Agreements.  The 

Agreements require loan-by-loan assessment of breaches and remedies.  Sophisticated 
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parties, such as Deutsche Bank, know how to draft contracts that provide pool-wide 

remedies if those are the terms the parties agree to.  In U.S. Bank, N.A. v. Greenpoint 

Mortgage Funding, Inc., No. 600352/09, 2010 WL 841367 (N.Y. Sup. Ct. Mar. 3, 2010), 

for example, the agreement provided that in the event of a breach of certain 

representations and warranties, “all of the Revolving Credit Loans shall, at the 

Purchaser’s option, be repurchased by the Seller.”  Id. at *7.  Here, however, the parties 

did not contract for such a generalized remedy, and the absence of such a remedy must be 

given effect.  Deutsche Bank’s generic allegations fall far short of meeting the contractual 

requirements of the Agreements in this case, requiring that its notice and repurchase 

claims be dismissed. 

3. Deutsche Bank Does Not Identify a Single Breach of a 
Representation or Warranty That Had a Material and Adverse 
Effect on the Value of a Specified Loan. 

Deutsche Bank admits that it does not “specifically identify particular 

mortgage loans with respect to which there have been . . . breaches of particular 

Representations and Warranties” that have “had a material and adverse effect on the 

value of the loans or the interests of the Trusts therein.”  (Amended Complaint ¶¶ 66, 65.)  

No claim for breach of the notice and repurchase obligations can survive this admission. 

See, e.g., Anderson v. Wachovia Mortgage Corp., 609 F. Supp. 2d 360, 366 (D. Del. 

2009) (dismissing breach of contract claims under Delaware law where plaintiffs 

“fail[ed] to identify an express contract provision that was breached”), aff’d 621 F.3d 

261, 280 (3d Cir. 2010); Marino, 835 N.Y.S.2d at 49 (“Vague and conclusory allegations 

are insufficient to sustain a breach of contract cause of action.”); LaSalle Bank Nat’l 

Ass’n v. Citicorp Real Estate, Inc., No. 01-cv-4389, 2002 WL 31729632 (S.D.N.Y. Dec. 
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5, 2002) (holding that “to state a claim, LaSalle must allege both a breach of a 

representation or warranty set forth in PSA § 2.05(c) and a material and adverse effect 

caused by the breach”). 

Nonetheless, Deutsche Bank tries to plead around this basic failure by first 

pointing to alleged problems with the mortgage industry and origination at Washington 

Mutual and then asserting “there is a reasonable basis to conclude that many of the 

mortgage loans included in the Trusts do not comply with the Representations and 

Warranties, and that WaMu breached the Representations and Warranties, which 

breaches had a material and adverse effect on the value of the loans or the interests of the 

Trusts therein.”  (Id. ¶ 66.)  Deutsche Bank’s “reasonable basis” is supposition and 

speculation, too tenuous to sustain a plausible claim against Defendants, and a somewhat 

cynical effort to generally plead around the contractual requirements outlined above.   

To begin, this is another example of Deutsche Bank impermissibly 

attempting to taint over half a million individual mortgage loans—for which the 

Agreements require loan-specific assessments and remedies—by listing very broad, non-

loan-specific allegations regarding origination practices, primarily at Long Beach 

Mortgage.  (Amended Complaint ¶¶ 71-80.)  Deutsche Bank offers no actual connection 

between these allegations and any particular mortgage loan or securitization deal, instead 

relying on bald speculation that there may be a connection.  Absent the pleading of 

loan-specific breaches, materiality and adversity, Deutsche Bank has failed to plead that 

any Defendant had any notice or repurchase obligation, much less breached one.  See 

Anderson, 609 F. Supp. 2d at 366; Marino, 835 N.Y.S.2d at 49. 

Case 1:09-cv-01656-RMC   Document 55-1    Filed 11/22/10   Page 25 of 39



 

 
- 20 - 

 

Even if the Agreements did not have these loan-specific requirements that 

make Deutsche Bank’s blanket allegations legally ineffective, the allegations of 

generalized “bad acts” would not be sustainable as a matter of law.  Notably, these 

allegations are based entirely on statements of, and documents obtained by, the Senate 

Permanent Subcommittee on Investigations (the “Subcommittee”)—but what Deutsche 

Bank fails to mention is that the Subcommittee did not subpoena loan files or documents 

concerning specific loans.13  Anyhow, to state a claim for a breach of contract, it is not 

enough to malign a defendant as a bad actor; a plaintiff must explain how the defendant’s 

acts constituted a specific breach.  See DeBlasio v. Merrill Lynch & Co., No. 07-cv-318, 

2009 WL 2242605, at *37-38 (S.D.N.Y. July 27, 2009) (holding that banks’ alleged 

misuse of brokerage clients’ funds to generate profits for the banks did not constitute a 

breach of a specific contract); see H-M Wexford LLC v. Encorp, Inc., 832 A.2d 129, 

140-42 (Del. Ch. 2003) (holding that misrepresentations in a private placement 

memorandum did not constitute a breach of a purchase agreement that did not incorporate 

the memorandum).   Deutsche Bank has failed to make the necessary showing here. 

In addition, Deutsche Bank must specify how the alleged breach caused 

the alleged harm.  By requiring that a breach of representations and warranties 

“materially and adversely” affect the value of a mortgage loan, the parties required that 

Deutsche Bank prove causation on a loan-by-loan basis.  But even without such a 

provision in the contract, causation would still be essential to Deutsche Bank’s claim for 

breach of contract.  Nat’l Mkt. Share, Inc. v. Sterling Nat’l Bank, 392 F.3d 520, 525 (2d 

                                                 
13  A copy of the Subcommittee’s subpoena is attached to the McIntosh Declaration 
as Exhibit C. 
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Cir. 2004) (stating that under New York law, “[c]ausation is an essential element of 

damages in a breach of contract action; and, as in tort, a plaintiff must prove that a 

defendant’s breach directly and proximately caused his or her damages”); VLIW Tech., 

840 A.2d at 612 (holding that a complaint must demonstrate “the resultant damage to the 

plaintiff”).  The requirement of proximate causation is well-established: 

Although the principles of legal causation sometimes 
receive labels in contract analysis different from the 
“proximate causation” label most frequently employed in 
tort analysis, these principles nevertheless exist to restrict 
liability in contract as well.  Indeed, the requirement of 
foreseeability may be more stringent in the context of 
contract liability than it is in the context of tort liability. 

Exxon Co., U.S.A. v. Sofec, Inc., 517 U.S. 830, 839-40 (1996). 

Here, Deutsche Bank fails to plead that its losses were caused by breaches 

of representations and warranties as opposed to other factors, such as the nationwide 

mortgage crisis.  It alleges that “after September 25, 2008, the Trusts have experienced a 

substantial increase in delinquencies giving rise to foreclosures or other remedial activity 

by WaMu as Servicer, as well as an increase in realized losses to the Trusts” (Amended 

Complaint ¶ 80)—but this could be said of virtually any trust holding residential 

mortgages anywhere in the United States.  Nothing in this allegation connects facts 

alleged in Deutsche Bank’s Amended Complaint to the performance of any particular 

loan in Deutsche Bank’s trusts.  As the Court is aware, the collapse of the housing bubble 

was a market-wide phenomenon.  That event, which based upon the generalized 

allegations of the Amended Complaint was as likely the cause of Deutsche Bank’s 

alleged harm as any other, does not establish the causation required to support the breach 

of contract claims Deutsche Bank seeks to plead. 
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B. The Trustee’s Sole Remedy for Breaches of Representations and 
Warranties Is Repurchase of the Mortgage Loans, So Deutsche 
Bank’s Claims, Which Seek Only Damages, Must Be Dismissed. 

Under the Agreements, Deutsche Bank’s sole remedy for breaches of 

representations and warranties is the repurchase of affected mortgage loans.  Instead of 

seeking this remedy, Deutsche Bank seeks a windfall of monetary damages, which—

notwithstanding its failure to identify any breach of any representation and warranty by 

any loan that had a material and adverse effect on that loan’s value—Deutsche Bank 

generally ballparks at somewhere between “$6 billion to $10 billion.”  (Amended 

Complaint ¶ 85 (emphasis added).)14  Such claims violate the “sole remedy” provisions 

of the Agreements and thus seek to overturn the distribution of risks for which the parties 

to those Agreements contracted.15  Because Deutsche Bank seeks monetary damages, to 

which is it not entitled, it has failed to state a claim upon which relief can be granted.   

This scenario was squarely presented in Sterling Federal Bank, F.S.B. v. 

Credit Suisse First Boston Corp., No. 07-C-2922, 2008 WL 4924926 (N.D. Ill. Nov. 14, 

2008), in which an investor in a mortgage-backed security sought damages from DLJ 

Mortgage Capital, which had sold loans to the underlying trust.  The Pooling and 

Servicing Agreement there, like those here, provided that repurchase of a breaching 

mortgage loan was the sole remedy for such a claim if the loan could not be substituted or 

                                                 
14  The Amended Complaint makes clear that Deutsche Bank also seeks 
consequential damages based on Defendants’ alleged breach of their repurchase 
obligation.  (Amended Complaint ¶¶ 85, 95, 101.) 

15  These risks were well understood by all parties.  In some Prospectus Supplements, 
the first risk factor listed is that “Mortgage Loans Originated under the Sponsor’s 
Underwriting Guidelines Carry a Risk of High Delinquencies.”  (E.g., LB0602, 
Prospectus Supplement (McIntosh Declaration Ex. B), at S-11.) 
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the breach cured.  See id. at *12.  DLJ argued that the result of this “sole remedy” 

provision was that no damages were available, only specific performance of the 

repurchase obligation.  Id.  The court agreed and dismissed the complaint:  “The Court 

recognizes that Plaintiff has pled DLJ’s breach of duties; however, Plaintiff’s complaint 

alleges only its entitlement to remedial (money) damages and not specific performance.  

Accordingly, Plaintiff has not properly pled its entitlement to the relief requested on this 

claim.  Therefore, the Court grants Defendants’ motion [to dismiss] . . . .”  Id.  As the 

court pointed out, “New York courts enforce contractual limitations on remedies.”  Id. 

(citing Mom’s Bagels of N.Y., Inc. v. Sig Greenbaum, Inc., 559 N.Y.S.2d 883, 885 (N.Y. 

App. Div. 1990)).  The same is true under Delaware law.  See Abry Partners V, L.P. v. 

F & W Acquisition LLC, 891 A.2d 1032, 1035 (Del. Ch. 2006).  Because Deutsche Bank 

has no right to the remedy it seeks, its claims must be dismissed. 

C. Deutsche Bank’s Allegations Regarding Its Access to Loan 
Documents, Even If True, Do Not Support Its Claims. 

Deutsche Bank also alleges that Defendants have breached their 

obligations to provide Deutsche Bank with access to loan documents.  Deutsche Bank has 

not alleged harm from these breaches separate from the harm caused by the alleged 

failure to repurchase faulty loans.  Instead, Deutsche Bank is merely alleging that 

Defendants’ failure to provide access has prevented it from enforcing Defendants’ 

purported repurchase obligations.  This claim also fails in its own right. 

Deutsche Bank’s allegations that it has been denied access to mortgage 

loan documents, even if assumed to be true, do not excuse its failure to identify a single 

breach of the Agreements.  Despite its reference to “numerous requests” for access to 

loan files (Amended Complaint ¶ 82), Deutsche Bank does not allege that it has sought 
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access to more than a tiny group of loans.  The requests for access that Deutsche Bank 

cites (id.) refer to just 61 loans in only three trusts (see McIntosh Declaration 

Exs. D-F)—a minuscule fraction of the more than half a million loans owned by the 

underlying trusts.16   

Moreover, the timing of the requests for access to loan files shows that 

Deutsche Bank has failed to make a good-faith effort to identify or specify any breaches 

of the Agreements.  The requests that Deutsche Bank references were all made in June 

and August of 2010—nearly two years after the proof of claim in which Deutsche Bank 

first raised its supposed repurchase claims against the FDIC.  Because the allegedly 

unanswered requests all postdate the assertion by Deutsche Bank of the claims being 

alleged in this action, a failure to respond to those requests could not plausibly be the 

cause of Deutsche Bank’s failure to plead loan-by-loan breaches as legally required.   

In fact, the evolution of Deutsche Bank’s claims evidences no real attempt 

by Deutsche Bank to determine what repurchase obligations might actually exist.  In its 

now-two-year-old proof of claim filed with the FDIC, Deutsche Bank alleged that “the 

Trusts have claims in respect to breaches of Representations and Warranties, in the 

estimated range of $6.764 billion to $10.146 billion.”  (Amended Complaint Ex. 3, 

Attachment A ¶ 11.)  When it filed its initial Complaint nearly eight months later, 

Deutsche Bank had had ample time to investigate and refine its claims.  But Deutsche 

Bank does not allege that it made any requests for access to documents during this period 

                                                 
16  Because Deutsche Bank refers to its requests for access in its Amended Complaint 
and because those requests are central to its claims, the Court may consider those 
documents without converting this Motion to Dismiss into a Motion for Summary 
Judgment.  See Lipton, 135 F. Supp. 2d at 186. 

Case 1:09-cv-01656-RMC   Document 55-1    Filed 11/22/10   Page 30 of 39



 

 
- 25 - 

 

or investigated its claims any further.  In fact, its claim for damages was essentially the 

same:  “$6 billion to $10 billion or more.”  (Complaint ¶ 34 (Docket Item 1).)   

Now, more than a year later, Deutsche Bank’s claim for damages remains 

the same:  “$6 billion to $10 billion, with such losses continuing to accrue.”  (Amended 

Complaint ¶ 85.)  This consistency renders it implausible for Deutsche Bank to allege 

that the absence of access to files of 61 loans—requested for the first time after the filing 

of its original complaint and just before the filing of its Amended Complaint—is the 

reason for its failure to comply with the contractually agreed-upon procedures for 

determining when loans are in fact subject to repurchase. 

D. For Most of the Agreements on Which Deutsche Bank Relies, the 
Statute of Limitations Bars Its Claims. 

On the face of Deutsche Bank’s Amended Complaint, the statute of 

limitations bars Deutsche Bank’s claims under most of the Agreements.  In Delaware, the 

statute of limitations for a breach of contract action is three years.  See DEL. CODE ANN. 

tit. 10, § 8106.  In New York, the applicable statute of limitations is six years.  See N.Y. 

CPLR § 213.  All of Deutsche Bank’s claims are based on representations and warranties 

that were made at the time of securitization and would be barred if not brought within the 

applicable time period.  (See, e.g., LB0602, MLPA § 6 (“The Seller hereby represents 

and warrants to the Purchaser, that as of the Closing Date with respect to each Mortgage 

Loan . . .” (emphasis added)).)   

Deutsche Bank has alleged not one breach or material and adverse effect 

that occurred after these securitizations closed.  Applying these limitations periods to the 

pleadings, all claims based on mortgage loans in 74 of the 99 trusts should be dismissed 

as time barred. 
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• All but the very oldest Pooling and Servicing Agreements for the 

Washington Mutual trusts (those beginning with “WA” in Exhibit 1A to the Amended 

Complaint) are governed by Delaware law.  Only one of the Agreements governing these 

trusts was signed within three years of September 8, 2010, when Deutsche Bank filed its 

Amended Complaint adding JPMC and WMMSC as parties:  WAMU 2007-Flex1 

(“WA0701”).  (See Amended Complaint, Ex. 1A.)  The claims based on the remaining 54 

trusts must be dismissed.  

• Most of the Pooling and Servicing Agreements governing the Long 

Beach trusts (those beginning with “LB” in the same exhibit) are governed by New York 

law with a few governed by Delaware law.  Of the 40 Long Beach trusts, claims 

associated with 24 of them are outside the applicable statute of limitations.17 

• The Agreements governing two other trusts, abbreviated as 

MS0001 and CO9201 in Exhibit 1A, were signed 10 and 18 years ago, respectively—far 

too long ago to state a claim upon which relief can be granted. 

II. THE COURT SHOULD ENTER PARTIAL SUMMARY JUDGMENT IN 
JPMC’S FAVOR FINDING THAT THE FDIC RETAINED LIABILITY 
FOR DEUTSCHE BANK’S CLAIMS. 

Deutsche Bank’s suit “against WMB and its successors or successors-in-

interest, whoever they are adjudicated to be” seeks declaratory judgment regarding 

whether the FDIC or JPMC is the successor to the purported liabilities at issue in this 

proceeding.  (Amended Complaint ¶¶ 13, 102-06.)  To pursue a claim for declaratory 

                                                 
17  These trusts are numbered 1-18 and 37-42 in Exhibit 1A.  It is unclear what law 
governs the PSA labeled LB0608, since it was not attached to the Amended Complaint.  
None of the three trusts governed by California law was signed within California’s four-
year limitations period.  See CAL. CIV. PROC. CODE § 337.   
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relief, Deutsche Bank must demonstrate an “actual controversy.”  28 U.S.C. § 2201(a).  

Here, to the extent that there is an actual controversy, it is ripe for immediate summary 

judgment because this claim involves the interpretation of one unambiguous provision of 

the P&A Agreement.  Bastin v. Fed. Nat’l Mortgage Ass’n, 104 F.3d 1392, 1393-95 

(D.C. Cir. 1997).  Under the plain terms of that agreement, JPMC did not become 

WMB’s successor in interest.  Since its closure, the FDIC as receiver has controlled 

WMB.  While JPMC purchased all of the assets of WMB, it assumed only specified 

liabilities:  those that had been reduced to a dollar amount on WMB’s “general ledger and 

subsidiary ledgers and supporting schedules which support the general ledger balances.”  

(Amended Complaint Ex. 2 (P&A Agreement) at 2.)  The unliquidated liabilities that 

Deutsche Bank seeks to impose in this case are not alleged to be among those specified in 

the P&A Agreement, and JPMC has clearly stated in its filings with the Securities and 

Exchange Commission that this liability remains with the FDIC.  (JPMorgan Chase & 

Co., Form 10-Q, filed November 9, 2010 (McIntosh Declaration Ex. G), at 58.)  Under 

the P&A Agreement, the FDIC agreed to indemnify JPMC for any liabilities that it did 

not expressly assume.  Based on the plain language of the P&A Agreement, the Court 

should award partial summary judgment declaring that any liabilities from this litigation 

that were not on WMB’s general ledger, subsidiary ledgers, and supporting schedules as 

of September 25, 2008 remained with the FDIC directly or as indemnitor for JPMC.18 

                                                 
18  To the extent that WMMSC has potential liability related to representations and 
warranties it made, it has claims against the FDIC as receiver for WMB under Mortgage 
Loan Purchase Agreements between WMB and WMMSC.  See supra pages 5-6. 
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A. There Is No Bona Fide Dispute That the FDIC Retained All Mortgage 
Origination Liabilities Not Having a “Book Value” as of WMB’s 
Closing. 

Deutsche Bank acknowledges that as between the FDIC and JPMC, any 

liability for its claims is governed by Section 2.1 of the P&A Agreement, which provides 

in pertinent part: 

Liabilities Assumed by Assuming Bank. . . . [T]he 
Assuming Bank expressly assumes at Book Value . . . and 
agrees to pay, perform, and discharge, all of the liabilities 
of the Failed Bank which are reflected on the Books and 
Records of the Failed Bank as of Bank Closing . . . .  [T]he 
Assuming Bank specifically assumes all mortgage 
servicing rights and obligations of the Failed Bank. 

(Amended Complaint Ex. 2 (P&A Agreement) at 8.)  There is no bona fide dispute that 

the FDIC retained all liabilities of the failed bank except those that had a “Book Value” 

as of September 25, 2008, when WMB was closed.  Book Value is defined in the P&A 

Agreement as “the dollar amount [of an assumed liability] stated on the Accounting 

Records of the Failed Bank,” and “Accounting Records” are specifically defined as 

limited to “the general ledger and subsidiary ledgers and supporting schedules which 

support the general ledger balances.”  (Amended Complaint Ex. 2 (P&A Agreement) 

at 2-3.)  Thus, without further inquiry, the Court should enter partial summary 

judgment—based on these words of the P&A Agreement—that states the extent of the 

liabilities retained by the FDIC and adjudicates the limits of JPMC’s assumption of 

liability. 

To the extent that the FDIC disputes what exactly was on the Books and 

Records of WMB, with a Book Value, on September 25, 2008, such a dispute does not 

prevent immediate entry of summary judgment, which “may be rendered on liability 
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alone, even if there is a genuine issue on the amount of damages.”  FED. R. CIV. P. 

56(d)(2).  Judgment can be entered immediately stating that if WMB’s general ledger, 

subsidiary ledgers and supporting schedules did not, as of September 25, 2008, identify a 

liability with a stated dollar value, JPMC did not assume it.19  See Viola v. Fleet Bank of 

Maine, No. 95-141, 1996 WL 498390, at *2-3 (D. Me. Feb. 27, 1996) (holding that a 

functionally identical provision did not transfer liability beyond book value as stated on 

the failed bank’s accounting records).20 

                                                 
19  Such a result would be in complete harmony with other cases finding that, in 
FDIC-assisted transactions, assuming banks do not acquire unliquidated and contingent 
liabilities.  See Santopadre v. Pelican Homestead & Sav. Ass’n, 937 F.2d 268, 272 (5th 
Cir. 1991) (noting that claims that constituted unliquidated liabilities were not reflected 
“on the books and records” of the failed bank and thus were not transferred); In re Collins 
Sec. Corp., 998 F.2d 551, 554-55 (8th Cir. 1993) (treating “books and records” and 
“account records” as synonymous).  Such an obligation would be impossible, given that 
“[a] purchase and assumption must be made with great speed, usually overnight.”  E.I. du 
Pont de Nemours & Co. v. FDIC, 32 F.3d 592, 595 (D.C. Cir. 1994) (citation and internal 
quotation marks omitted).  It would also undermine the receivership process:  
“Undoubtedly very few, if any, banks would enter into purchase and assumption 
agreements with a federal receiver if the successor banks had to assume . . . latent claims 
of unknown magnitude . . . .”  Vernon v. RTC, 907 F.2d 1101, 1109 (11th Cir. 1990); see 
also Raine v. Reed, 14 F.3d 280, 283 (5th Cir. 1994) (“We will not undermine the speed 
and efficiency of bank takeovers by imposing a requirement upon the FDIC to locate and 
evaluate every possible avenue of disputed liability in implementing the takeover of a 
failed bank.”).   

20  Deutsche Bank alleges that the Agreements “constituted official books and 
records of WMB at the time of WMB’s closing on September 25, 2008.”  (Amended 
Complaint ¶ 42(e).)  A contract is interpreted according to the parties’ intent, and an 
unambiguous contract is enforced according to its plain terms.  Sassano v. CIBC World 
Mkts. Corp., 948 A.2d 453, 462 (Del. Ch. 2008); Greenfield v. Philles Records, Inc., 780 
N.E.2d 166, 170 (N.Y. 2002).  Because Deutsche Bank is not a party to the P&A 
Agreement, its opinion on the scope of “books and records” under the P&A Agreement is 
irrelevant.  See Wichita Falls Office Assocs. v. Banc One Corp., No. 3:90-CV-1301, slip 
op. at 12 (N.D. Tex. Nov. 22, 1993) (holding that assertions of a non-party about the 
meaning of a P&A Agreement’s terms are irrelevant) (McIntosh Declaration Ex. H). 
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Deutsche Bank asserts that if mortgage servicing rights and obligations 

were expressly assumed by JPMC, then the mortgage origination liabilities at issue in this 

action were expressly assumed by JPMC.  (Amended Complaint ¶ 87.)  This is wrong in 

at least two fundamental respects.  First, directly contrary to that assertion, the express 

assumption of only “mortgage servicing rights and obligations” evidences the lack of any 

express assumption of the mortgage repurchase obligations that are at issue here:  As 

Deutsche Bank acknowledges, repurchase obligations belong to the Seller or Depositor, 

not the Servicer.  (Id. ¶ 53.)  Second, Deutsche Bank’s argument hinges on the incorrect 

assumption that mortgage servicing rights are qualified financial contracts or are not 

generally severable from the underlying securitizations.  (See id.  ¶¶ 32, 34.)  Servicing 

contracts are not securitizations or any other variety of qualified financial contract.  

Moreover, courts have understood that a mortgage loan contract is divisible into one 

agreement concerning the “servicing of mortgage loans” and another agreement 

concerning the “sale and repurchase of mortgage loans.”  In re Am. Home Mortgage, Inc., 

379 B.R. 503, 520-21 (Bankr. D. Del. 2008).  “The terms, nature and purpose of a 

repurchase agreement are different from an agreement relating to servicing mortgage 

loans,” and the “consideration for servicing mortgage loans is readily apportioned from 

the other consideration flowing under the Contract.”  Id. at 521.  Therefore, the two 

portions of the contract are severable.  See id. 

B. Summary Judgment Prior to Discovery Is Entirely Appropriate 
Because If There Is Any Ambiguity About Which Party Assumed the 
Deutsche Bank Liabilities, Then FDIC Either Retained Those 
Liabilities or Is Obligated to Indemnify JPMC for Those Liabilities. 

There can be no dispute that Deutsche Bank’s claims are based on actions 

of WMB and its subsidiaries before WMB closed, namely the origination and 
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securitization of the mortgage loans at issue here.  There is also no dispute that under 

Section 12.1(a)(4) of the P&A Agreement, the FDIC agreed to indemnify JPMC for any 

“claims based on any action or inaction prior to Bank Closing of the Failed Bank, its 

directors, officers, employees or agents as such, or any Subsidiary or Affiliate of the 

Failed Bank, or the directors, officers, employees or agents as such of such Subsidiary or 

Affiliate.”  (Amended Complaint Ex. 2 (P&A Agreement) at 25.)  The only relevant 

exception to the FDIC’s indemnification is for clams with respect to liabilities that JPMC 

“expressly assumed” under the P&A Agreement.  (Id. at 26 (Section 12(b)(2)).)  

Therefore, to the extent that there is any ambiguity regarding which party assumed the 

liabilities at issue here, JPMC could not have “expressly assume[]” those liabilities, and 

summary judgment is still appropriate because any such ambiguity triggers the FDIC’s 

indemnity obligations to JPMC.21 

Summary judgment is appropriate even in light of this Court’s recent 

decision involving the same P&A Agreement.  The FDIC moved to dismiss claims by the 

North Carolina Department of Revenue, which sued the FDIC and JPMC for taxes that 

WMB allegedly incurred before it failed.  North Carolina Department of Revenue v. 

FDIC, No. 10-cv-505 (RMC) (D.D.C.).  Among the FDIC’s purported grounds for 

dismissal was that JPMC had “expressly assumed” liability for the tax assessments, 

which were covered by the FDIC’s broad interpretation of “records.”  (Memorandum of 

Points and Authorities in Support of FDIC-Receiver’s Motion to Dismiss and in 

Opposition to JPMorgan Chase’s Motion to Dismiss (McIntosh Declaration Ex. I), at 13.)  

                                                 
21  The efforts of thoughtful lawyers to create the hint of ambiguity would not change 
the result in this case.  Any ambiguity is construed against the FDIC as the drafter of the 
agreement.  See Cole v. Burns Int’l Sec. Servs., 105 F.3d 1465, 1486 (D.C. Cir. 1997). 
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This Court denied the FDIC’s motion to dismiss in a minute order dated November 5, 

2010, stating that “[b]ecause there are disputed questions of material fact that bear on 

liability, summary disposition of this case through a motion to dismiss cannot occur.”  

Minute Order, N.C. Dep’t of Revenue (Nov. 5, 2010).   

JPMC respectfully submits that this Court’s order in North Carolina 

Department of Revenue is entirely consistent with the conclusion that either (i) JPMC did 

not assume the disputed liabilities or (ii) if it were deemed to have assumed them, it did 

not do so “expressly.”  In either event, JPMC would not be liable for Deutsche Bank’s 

claims, as the latter conclusion would necessarily obligate the FDIC to indemnify JPMC.  

Partial summary judgment can be entered immediately, stating that any liabilities from 

this litigation that were not on WMB’s general ledger, subsidiary ledgers, and supporting 

schedules as of September 25, 2008 fall on the FDIC either directly or as indemnitor for 

JPMC. 
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CONCLUSION 

For the foregoing reasons, JPMC and WMMSC respectfully request that 

this Court dismiss Deutsche Bank’s Amended Complaint and grant partial summary 

judgment in favor of JPMC and WMMSC on the grounds described above. 

Dated: November 22, 2010 
 Washington, D.C.  

Respectfully submitted, 
 
      /s/ Brent J. McIntosh            
 

Robert A. Sacks (admitted pro hac vice) 
Stacey R. Friedman (admitted pro hac vice) 
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Washington, D.C.  20006 
Telephone:  (202) 956-7500 
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DECLARATION OF BRENT J. McINTOSH 

BRENT J. McINTOSH declares under the penalty of perjury, pursuant to 

28 U.S.C. § 1746, as follows: 

1. I am an attorney admitted to practice in the State of New York and the 

District of Columbia, and at the Bar of this Court.  I am a special counsel with the law firm of 

Sullivan & Cromwell LLP, counsel to defendants JPMorgan Chase Bank, N.A. (“JPMC”) and 

Washington Mutal Mortgage Securities Corp. (“WMMSC”) in this action.  I submit this 

declaration in support of JPMC and WMMSC’s motion to dismiss and motion for partial 

summary judgment. 

2. Attached hereto as Exhibit A is a true and correct copy of a Prospectus 

Supplement for Long Beach Mortgage Loan Trust 2005-WL2, dated August 25, 2005. 

3. Attached hereto as Exhibit B is a true and correct copy of a Prospectus 

Supplement for Long Beach Mortgage Loan Trust 2006-2, dated February 28, 2006. 
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4. Attached hereto as Exhibit C is a true and correct copy of a subpoena from 

the Senate Permanent Subcommittee on Investigations to the Custodian of Records of JPMorgan 

Chase & Co., dated May 4, 2009. 

5. Attached hereto as Exhibits D and E are true and correct copies of 

facsimiles from Talcott J. Franklin addressed to Long Beach Mortgage Company, dated June 7 

and June 9, 2010, respectively. 

6. Attached hereto as Exhibit F is a true and correct copy of a facsimile from 

Talcott J. Franklin addressed to Washington Mutual Bank, dated June 11, 2010. 

7. Counsel for JPMC and WMMSC requested that counsel for Plaintiff 

confirm what requests are referenced in Paragraph 82 of the Amended Complaint.  On 

September 23, 2010, counsel for Plaintiff indicated in response that the aforementioned 

paragraph refers to the correspondence attached hereto as Exhibits D through F. 

8. Attached hereto as Exhibit G is a true and correct copy of JPMorgan 

Chase & Co.’s Form 10-Q, filed with the Securities and Exchange Commission on November 9, 

2010 for the period ending September 30, 2010. 

9. Attached hereto as Exhibit H is a true and correct copy of a slip opinion 

dated November 22, 1993, in the action designated Wichita Falls Office Associates v. Banc One 

Corp., No. 3:90-CV-1301 (N.D. Tex.). 
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Prospectus Supplement dated August 25, 2005 (To Prospectus dated February 10, 2004)
$2,650,999,000 (Approximate)

LONG BEACH MORTGAGE LOAN TRUST 2005−WL2
ASSET−BACKED CERTIFICATES, SERIES 2005−WL2

LONG BEACH SECURITIES CORP.

Depositor

Seller and Master Servicer

Consider carefully the risk
factors beginning on page S−11
in this prospectus supplement
and on page 1 in the

accompanying prospectus.

The certificates represent
obligations of the trust only and do
not represent an interest in or
obligation of Long Beach
Securities Corp., Long Beach
Mortgage Company or any of their

affiliates.

This prospectus supplement may be
used to offer and sell the
certificates only if accompanied by
the prospectus.

Only the offered certificates identified below are being offered by this prospectus supplement and the accompanying prospectus.
The Offered Certificates
•  Will represent ownership interests in a trust consisting primarily of a pool of first lien, adjustable−rate and fixed−rate residential

mortgage loans. The mortgage loans underlying the trust will be segregated into three groups as described in this prospectus
supplement. The Class I−A1 Certificates and Class I−A2 Certificates will generally represent interests in the first loan group. The
Class II−A1 Certificates and Class II−A2 Certificates will generally represent interests in the second loan group. The
Class III−A1 Certificates, Class III−A1A Certificates, Class III−A2 Certificates, Class III−A3 Certificates and Class III−A4
Certificates will generally represent interests in the third loan group. The Class M−1 Certificates, Class M−2 Certificates,
Class M−3 Certificates, Class M−4 Certificates, Class M−5 Certificates, Class M−6 Certificates, Class M−7 Certificates,
Class M−8 Certificates, Class M−9 Certificates and Class M−10 Certificates will represent interests in all three loan groups.

•  Will accrue interest at a variable rate equal to one−month LIBOR plus a related fixed margin, subject to limitation (except with
respect to the Class III−A1 Certificates) and increase as described in this prospectus supplement.

Credit Enhancement
•  Subordination as described in this prospectus supplement under “Description of the Certificates—Credit

Enhancement—Subordination.”
•  Excess Interest as described in this prospectus supplement under “Description of the Certificates—Credit Enhancement—Excess

Interest.”
•  Overcollateralization as described in this prospectus supplement under “Description of the Certificates—Credit

Enhancement—Overcollateralization Provisions.”

•  Allocation of Losses as described in this prospectus supplement under “Description of the Certificates—Credit

Enhancement—Allocation of Losses.”

•  Cross−Collateralization as described in this prospectus supplement under “Description of the Certificates—Allocation of
Available Funds” and “—Credit Enhancement—Cross−Collateralization.”

Class
Original Certificate
Principal Balance

Pass−Through
Rate(1) Price to Public

Underwriting
Discount

Proceeds to the
Depositor(2)

Class I−A1 $ 280,596,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class I−A2 $ 70,149,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class II−A1 $ 541,238,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class II−A2 $ 135,310,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class III−A1 $ 325,000,000 Variable 100.00000% 0.25000% 99.75000%

Class III−A1A $ 47,803,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class III−A2 $ 402,335,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class III−A3 $ 303,698,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class III−A4 $ 28,174,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−1 $ 144,675,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−2 $ 84,049,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−3 $ 55,114,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−4 $ 41,336,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−5 $ 41,336,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−6 $ 37,202,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−7 $ 34,446,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−8 $ 28,935,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−9 $ 27,557,000 Variable(3) 100.00000% 0.25000% 99.75000%

Class M−10 $ 22,046,000 Variable(3)  88.06248% 0.25000% 87.81248%

(1)
 Determined and subject to increase as described in this prospectus supplement.

(2)
 Before deducting expenses estimated to be approximately $875,000.

(3)
 Subject to limitation as described in this prospectus supplement.

Neither the SEC nor any state securities commission has approved these securities or determined that this prospectus supplement or the accompanying prospectus is accurate or
complete. Any representation to the contrary is a criminal offense.

Delivery of the certificates offered by this prospectus supplement will be made in book entry form through the facilities of The Depository Trust Company, and upon request, Clearstream
Banking Luxembourg and the Euroclear System on or about August 30, 2005.

Underwriters
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SUMMARY OF TERMS
• This summary highlights selected information from this document and does not contain all of the information that you need to consider in

making your investment decision. To understand all of the terms of the offering of the Offered Certificates, read carefully this entire
document and the accompanying prospectus.

• This summary provides an overview of certain calculations, cash flow priorities and other information to aid your understanding and is
qualified by the full description of these calculations, cash flow priorities and other information in this prospectus supplement and the
accompanying prospectus. Some of the information consists of forward−looking statements relating to future economic performance or
projections and other financial items. Forward−looking statements are subject to a variety of risks and uncertainties that could cause
actual results to differ from the projected results. Those risks and uncertainties include, among others, general economic and business
conditions, regulatory initiatives and compliance with governmental regulations, and various other matters, all of which are beyond our
control. Accordingly, what actually happens may be very different from what we predict in our forward−looking statements.

Offered Certificates

On the Closing Date, Long Beach Mortgage Loan Trust 2005−WL2 will issue twenty−seven classes of certificates, nineteen of which are being offered by
this prospectus supplement and the accompanying prospectus. The assets of the trust that will support the certificates will consist primarily of a pool of first
lien, fixed rate and adjustable−rate mortgage loans having the characteristics described in this prospectus supplement. The Class I−A1 Certificates, the Class
I−A2 Certificates, the Class II−A1 Certificates, the Class II−A2 Certificates, the Class III−A1 Certificates, the Class III−A1A Certificates, the Class III−A2
Certificates, the Class III−A3 Certificates, the Class III−A4 Certificates, the Class M−1 Certificates, the Class M−2 Certificates, the Class M−3 Certificates,
the Class M−4 Certificates, the Class M−5 Certificates, the Class M−6 Certificates, the Class M−7 Certificates, the Class M−8 Certificates, the Class M−9
Certificates and the Class M−10 Certificates (collectively, the “Offered Certificates”) are the only classes of certificates offered by this prospectus
supplement and the accompanying prospectus.

The Offered Certificates will be book entry securities clearing through The Depository Trust Company (in the United States) and, upon request, through
Clearstream Banking Luxembourg and the Euroclear System (in Europe). The Offered Certificates will be issued in minimum denominations of $25,000
and in $1 integrals in excess thereof.

Other Certificates

In addition to the Offered Certificates, the trust will issue eight additional classes of certificates. These certificates will be designated as the Class B−1
Certificates, the Class B−2 Certificates, the Class B−3 Certificates, the Class C Certificates, the Class P Certificates, the Class R Certificates, the Class
R−CX Certificates and the Class R−PX Certificates and are not being offered to the public by this prospectus supplement and the accompanying prospectus.
The Class B−1 Certificates, the Class B−2 Certificates and the Class B−3 Certificates will be sold to Credit Suisse First Boston LLC and WaMu Capital
Corp. on the closing date. The Class C Certificates, the Class P Certificates, the Class R Certificates, the Class R−CX Certificates and the Class R−PX
Certificates will be delivered to the Seller as partial consideration for the Mortgage Loans. The Seller will deliver the Class C Certificates, the Class P
Certificates, the Class R Certificates, the Class R−CX Certificates and the Class R−PX Certificates to Credit Suisse First Boston LLC.

The Class B−1 Certificates, the Class B−2 Certificates and the Class B−3 Certificates will be subordinate to the Offered Certificates. The Class B−1
Certificates will have an original certificate principal balance of $27,557,000, the Class B−2 Certificates will have an original certificate principal balance of
$28,935,000 and the Class B−3 Certificates will have an original certificate principal balance of $26,179,000.

The Class C Certificates will accrue interest as provided in the pooling agreement and will have an original certificate principal balance of approximately
$22,046,568, which is approximately equal to the initial overcollateralization that will be required by the pooling agreement. The certificate principal
balance of the Class C Certificates on any related determination date will represent the overcollateralization for the Offered Certificates, the Class B−1
Certificates, the Class B−2 Certificates and the Class B−3 Certificates and may change from time to time as provided in the pooling agreement. The Class C
Certificates will initially evidence an interest of approximately 0.80% of the aggregate principal balance of the Mortgage Loans in the trust on the Closing
Date.
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The Class P Certificates will have an original certificate principal balance of $100 and will not be entitled to distributions in respect of interest. The Class P
Certificates will be entitled to all prepayment premiums or charges received in respect of the Mortgage Loans.

The Class R Certificates, the Class R−CX Certificates and the Class R−PX Certificates will not have an original principal balance and are the classes of
certificates representing the residual interests in the trust.

We refer you to “Description of the Certificates—General,” “Book Entry Certificates” and “The Mortgage Pool” in this prospectus supplement for
additional information.

Closing Date

On or about August 30, 2005.

Cut−off Date

August 1, 2005.

Depositor

Long Beach Securities Corp., a Delaware corporation and a wholly−owned subsidiary of Long Beach Mortgage Company.We refer you to “The
Depositor” in the accompanying prospectus for additional information.

Seller and Master Servicer

Long Beach Mortgage Company, a Delaware corporation.We refer you to“Long Beach Mortgage Company” in this prospectus supplement for additional
information.

Subservicer

Washington Mutual Bank, a federal savings bank.We refer you to “Long Beach Mortgage Company—General—Washington Mutual Bank” in this
prospectus supplement for additional information.

Trustee

Deutsche Bank National Trust Company, a national banking association.We refer you to “The Pooling Agreement—The Trustee” in this prospectus
supplement for additional information.

Cap Provider

Credit Suisse First Boston International.We refer you to “Description of the Certificates—The Cap Provider and the Swap Counterparty” in this
prospectus supplement for additional information.

Swap Counterparty

Credit Suisse First Boston International.We refer you to “Description of the Certificates—The Cap Provider and the Swap Counterparty” in this
prospectus supplement for additional information.

NIMS Insurer

In the future, Credit Suisse First Boston LLC may decide to proceed with the issuance of net interest margin securities (“NIMS”) to be backed, in whole or
in part, by the Class C Certificates and the Class P Certificates. The NIMS, if issued, would be issued by an affiliate of the Depositor or of Credit Suisse
First Boston LLC or by one or more entities sponsored by an affiliate of the Depositor or of Credit Suisse First Boston LLC after the Closing Date. One or
more insurance companies (together, the “NIMS Insurer”) may issue a financial guaranty insurance policy covering certain payments to be made on the
NIMS, if issued. In such event, the NIMS Insurer will have various rights under the pooling agreement and will be able to exercise certain rights that could
adversely impact the certificateholders.We refer you to “Risk Factors—Certain Rights of the NIMS Insurer May Adversely Affect theRights of Holders of
Offered Certificates and Class B Certificates” in this prospectus supplement for additional information.

Designations

Each class of certificates will have different characteristics, some of which are reflected in the following general designations:
• Offered Certificates

Class A Certificates and Mezzanine Certificates.
• Class A Certificates

Group I Senior Certificates, Group II Senior Certificates and Group III Senior Certificates.
• Group I Senior Certificates

Class I−A1 Certificates and Class I−A2 Certificates.
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• Group II Senior Certificates

Class II−A1 Certificates and Class II−A2 Certificates.
• Group III Senior Certificates

Class III−A1 Certificates, Class III−A1A Certificates, Class III−A2 Certificates, Class III−A3 Certificates and Class III−A4 Certificates.
• Mezzanine Certificates

Class M−1 Certificates, Class M−2 Certificates, Class M−3 Certificates, Class M−4 Certificates, Class M−5 Certificates, Class M−6
Certificates, Class M−7 Certificates, Class M−8 Certificates, Class M−9 Certificates and Class M−10 Certificates.

• Class B Certificates

Class B−1 Certificates, Class B−2 Certificates and Class B−3 Certificates.
• Residual Certificates

Class R Certificates, Class R−CX Certificates and Class R−PX Certificates.
• Subordinate Certificates

Mezzanine Certificates, Class B Certificates and Class C Certificates.
• Loan Group I

The Mortgage Loans with principal balances that conform to Fannie Mae and Freddie Mac loan limits.
• Loan Group II

The Mortgage Loans with principal balances that conform to Fannie Mae and Freddie Mac loan limits.
• Loan Group III

The Mortgage Loans with principal balances that may or may not conform to Fannie Mae and Freddie Mac loan limits.

Mortgage Loans

The trust will acquire a pool of first lien, adjustable−rate and fixed−rate residential mortgage loans which will be divided into three loan groups, Loan
Group I, Loan Group II and Loan Group III (each, a “Loan Group”). Loan Group I will consist of first lien, adjustable−rate and fixed−rate mortgage loans
with principal balances that conform to Fannie Mae and Freddie Mac loan limits (the “Group I Mortgage Loans”), Loan Group II will consist of first lien,
adjustable−rate and fixed−rate mortgage loans with principal balances that conform to Fannie Mae and Freddie Mac loan limits (the “Group II Mortgage
Loans”) and Loan Group III will consist of first lien, adjustable−rate and fixed−rate mortgage loans with principal balances that may or may not conform to
Fannie Mae and Freddie Mac loan limits (the “Group III Mortgage Loans” and, collectively with the Group I Mortgage Loans and the Group II Mortgage
Loans, the “Mortgage Loans”).

On the Closing Date the Mortgage Loans will consist of approximately 14,075 mortgage loans with an aggregate scheduled principal balance as of the
Cut−off Date of approximately $2,755,716,668 consisting of approximately 3,314 Group I Mortgage Loans with an aggregate scheduled principal balance
as of the Cut−off Date of approximately $452,866,268, approximately 6,131 Group II Mortgage Loans with an aggregate scheduled principal balance as of
the Cut−off Date of approximately $873,528,670 and approximately 4,630 Group III Mortgage Loans with an aggregate scheduled principal balance as of
the Cut−off Date of approximately $1,429,321,730. The scheduled principal balance of a Mortgage Loan as of any date is equal to the principal balance of
that Mortgage Loan at origination, less all scheduled payments of principal on that Mortgage Loan due on or before that date, whether or not received.

The statistical information in this prospectus supplement reflects the characteristics of the Mortgage Loans as of the Cut−off Date. Unless otherwise noted,
all statistical percentages or weighted averages set forth in this prospectus supplement are measured as a percentage of the aggregate scheduled principal
balances as of the Cut−off Date of the Mortgage Loans in the applicable Loan Group or of the indicated subset of the Mortgage Loans in the applicable
Loan Group. After the date of this prospectus supplement and prior to the Closing Date, some Mortgage Loans may be removed from the mortgage pool, as
described under “The Mortgage Pool” in this prospectus supplement and some Mortgage Loans may be added to the mortgage pool. As a result, the
characteristics of the Mortgage Loans in each Loan Group on the Closing Date may
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differ from the characteristics presented in this prospectus supplement; however, such differences are not expected to be material.

The Group I Mortgage Loans have the following characteristics as of the Cut−off Date(1):

Loans with Prepayment Charges: 69.24%
Interest Only Loans: 1.87%
Range of Remaining Terms to Maturity: 176 months to 477 months
Weighted Average Remaining Term to Maturity: 375 months
Range of Original Principal Balances: $23,850 to $458,150
Average Original Principal Balance: $136,947
Range of Outstanding Principal Balances: $23,821 to $457,276
Average Outstanding Principal Balance: $136,652
Range of Mortgage Rates: 5.250% to 12.350%
Weighted Average Mortgage Rate: 7.573%
Range of Original Loan−to−Value Ratios: 9.09% to 100.00%
Weighted Average Original Loan−to−Value Ratio: 80.46%
Geographic Concentrations in Excess of 5%:

California 17.32%
Texas 11.22%
Florida 11.17%
Illinois 8.60%

(1)
All figures are approximate. Percentages and weighted averages are based on scheduled principal balances as of the Cut−off Date.

Approximately 86.88% of the Group I Mortgage Loans, by aggregate scheduled principal balance as of the Cut−off Date, are adjustable−rate mortgage
loans. The adjustable−rate Group I Mortgage Loans have the following characteristics as of the Cut−off Date(1):

Weighted Average Gross Margin: 5.125%
Weighted Average Maximum Mortgage Rate: 13.570%
Weighted Average Minimum Mortgage Rate: 7.568%
Weighted Average Initial Periodic Rate Cap: 2.063%
Weighted Average Subsequent Periodic Rate Cap: 1.000%
Weighted Average Time Until Next Adjustment Date: 23 months

(1)
All figures are approximate. Percentages and weighted averages are based on scheduled principal balances as of the Cut−off Date.

The Group II Mortgage Loans have the following characteristics as of the Cut−off Date(1):

Loans with Prepayment Charges: 67.46%
Interest Only Loans: 7.52%
Range of Remaining Terms to Maturity: 175 months to 478 months
Weighted Average Remaining Term to Maturity: 373 months
Range of Original Principal Balances: $21,375 to $679,150
Average Original Principal Balance: $142,767
Range of Outstanding Principal Balances: $21.348 to $677,885
Average Outstanding Principal Balance: $142,477
Range of Mortgage Rates: 5.350% to 12.100%
Weighted Average Mortgage Rate: 7.611%
Range of Original Loan−to−Value Ratios: 17.70% to 100.00%
Weighted Average Original Loan−to−Value Ratio: 80.74%
Geographic Concentrations in Excess of 5%:

California 19.79%
Illinois 8.79%
Florida 8.61%
Texas 6.94%

(1)
All figures are approximate. Percentages and weighted averages are based on scheduled principal balances as of the Cut−off Date.

Approximately 87.57% of the Group II Mortgage Loans, by aggregate scheduled principal balance as of the Cut−off Date, are adjustable−rate mortgage
loans. The adjustable−rate Group II Mortgage Loans have the following characteristics as of the Cut−off Date(1):

Weighted Average Gross Margin: 5.154%
Weighted Average Maximum Mortgage Rate: 13.622%
Weighted Average Minimum Mortgage Rate: 7.621%
Weighted Average Initial Periodic Rate Cap: 2.002%
Weighted Average Subsequent Periodic Rate Cap: 1.000%
Weighted Average Time Until Next Adjustment Date: 23 months

(1)
All figures are approximate. Percentages and weighted averages are based on scheduled principal balances as of the Cut−off Date.

The Group III Mortgage Loans have the following characteristics as of the Cut−off Date(1):

Loans with Prepayment Charges: 71.52%
Interest Only Loans: 12.33%
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Range of Remaining Terms to Maturity: 178 months to 477 months
Weighted Average Remaining Term to Maturity: 400 months
Range of Original Principal Balances: $37,800 to $1,000,000
Average Original Principal Balance: $309,257
Range of Outstanding Principal Balances: $37,767 to $1,000,000
Average Outstanding Principal Balance: $308,709
Range of Mortgage Rates: 4.850% to 11.050%
Weighted Average Mortgage Rate: 7.036%
Range of Original Loan−to−Value Ratios: 37.33% to 100.00%
Weighted Average Original Loan−to−Value Ratio: 81.16%
Geographic Concentrations in Excess of 5%:

California 50.01%
Florida 7.24%
Illinois 6.48%
Texas 6.39%

(1)
All figures are approximate. Percentages and weighted averages are based on scheduled principal balances as of the Cut−off Date.

Approximately 94.97% of the Group III Mortgage Loans, by aggregate scheduled principal balance as of the Cut−off Date, are adjustable−rate mortgage
loans. The adjustable−rate Group III Mortgage Loans have the following characteristics as of the Cut−off Date(1):

Weighted Average Gross Margin: 5.065%
Weighted Average Maximum Mortgage Rate: 13.037%
Weighted Average Minimum Mortgage Rate: 7.036%
Weighted Average Initial Periodic Rate Cap: 2.053%
Weighted Average Subsequent Periodic Rate Cap: 1.000%
Weighted Average Time Until Next Adjustment Date: 23 months

(1)
All figures are approximate. Percentages and weighted averages are based on scheduled principal balances as of the Cut−off Date.

Information about the characteristics of the Mortgage Loans in each Loan Group is described under “The Mortgage Pool” in this prospectus supplement.
The Class I−A1 Certificates and the Class I−A2 Certificates will generally represent interests in the Group I Mortgage Loans, the Class II−A1 Certificates
and the Class II−A2 Certificates will generally represent interests in the Group II Mortgage Loans and the Class III−A1 Certificates, the Class III−A1A
Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will generally represent interests in the Group III
Mortgage Loans. The Mezzanine Certificates and the Class B Certificates will represent interests in all of the Mortgage Loans.

Distribution Dates

The Trustee will make distributions on the certificates on the 25th day of each calendar month (or if the 25th day of a month is not a business day, then on
the next business day) beginning in September 2005 to the persons in whose names such certificates are registered at the close of business on the related
record date. The “record date” for the Offered Certificates and the Class B Certificates (for so long as they are book−entry certificates) for any distribution
date will be the business day immediately preceding such distribution date.

Payments on the Certificates

Interest Payments

The pass−through rates for the Offered Certificates and the Class B Certificates will be calculated at the per annum rate of one−month LIBOR plus the
related margin indicated below, subject to the limitations described in this prospectus supplement.

Class Margin
(1) (2)

I−A1 0.260 0.520
I−A2 0.300 0.600
II−A1 0.250 0.500
II−A2 0.310 0.620
III−A1 0.180 0.360
III−A1A 0.320 0.640
III−A2 0.110 0.220
III−A3 0.270 0.540
III−A4 0.370 0.740
M−1 0.470 0.705
M−2 0.490 0.735
M−3 0.520 0.780
M−4 0.610 0.915
M−5 0.640 0.960
M−6 0.720 1.080
M−7 1.200 1.800
M−8 1.400 2.100
M−9 1.800 2.700
M−10 2.500 3.750
B−1 2.500 3.750
B−2 2.000 3.000
B−3 2.500 3.750
______________
(1)

For each Distribution Date up to and including the Optional Termination Date.
(2)

For each Distribution Date after the Optional Termination Date.
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We refer you to “Description of the Certificates—Pass−Through Rates” in this prospectus supplement for additional information.

The interest accrual period for the Offered Certificates and the Class B Certificates for any distribution date will be the period from the previous distribution
date (or, in the case of the first accrual period, from the Closing Date) to the day prior to the current distribution date. Interest will be calculated for the
Offered Certificates and the Class B Certificates on the basis of the actual number of days in the accrual period, based on a 360−day year.

The Offered Certificates and the Class B Certificates will accrue interest on their certificate principal balances outstanding immediately prior to each
distribution date.

The Class C Certificates will accrue interest as provided in the pooling agreement. The Class P Certificates and the Residual Certificates will not accrue
interest.

We refer you to “Description of the Certificates” in this prospectus supplement for additional information.

Principal Payments

Principal will be distributed to holders of the Offered Certificates and the Class B Certificates on each distribution date in the priority, in the amounts and to
the extent described herein under “Description of the Certificates—Allocation of Available Funds.”

Payment Priorities

In general, on any distribution date, funds available for distribution to the Certificates from payments and other amounts received on the Mortgage Loans
will be distributed as follows:

Interest Distributions

first, to pay interest on the Class A Certificates as described under “Description of the Certificates—Allocation of Available Funds” in this
prospectus supplement; and

second, to pay interest on the Mezzanine Certificates and the Class B Certificates, but only in the order of priority, in the amounts and to the extent
described under “Description of the Certificates—Allocation of Available Funds” in this prospectus supplement.

Principal Distributions

to pay principal on the Offered Certificates and the Class B Certificates, but only in the order of priority, in the amounts and to the extent described
under “Description of the Certificates—Allocation of Available Funds” in this prospectus supplement.

We refer you to “Description of the Certificates—Allocation of Available Funds” in this prospectus supplement for additional information.

Advances

The Master Servicer will make cash advances to cover delinquent payments of principal and interest to the extent it reasonably believes that the cash
advances are recoverable from future payments on the Mortgage Loans. Advances are intended to maintain a regular flow of scheduled interest and
principal payments on the certificates and are not intended to guarantee or insure against losses.

We refer you to “The Pooling Agreement—Advances” in this prospectus supplement and “Description of the Securities—Advances by Master Servicer in
Respect of Delinquencies on the Trust Fund Assets” in the accompanying prospectus for additional information.

Optional Termination

The majority holder of the Class C Certificates, except if such holder is Long Beach Mortgage Company or any of its affiliates (or if the majority holder of
the Class C Certificates fails to exercise such right, the Master Servicer, or, if the Master Servicer fails to exercise such right, the NIMS Insurer, if any), may
purchase all of the Mortgage Loans and retire the certificates when the aggregate stated principal balance of the Mortgage Loans and the REO Properties is
equal to or less than 10% of the aggregate stated principal balance of the Mortgage Loans as of the Cut−off Date, subject to certain limitations.

We refer you to “The Pooling Agreement—Termination” and “Description of the Certificates—Pass−Through Rates” in this prospectus supplement and
“Description of the Securities—Termination of the Trust Fund and Disposition of Trust Fund Assets” in the accompanying prospectus for additional
information.
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Credit Enhancement
1. Subordination

• the rights of the Mezzanine Certificates, the Class B Certificates and the Class C Certificates to receive distributions will be subordinated to
the rights of the Class A Certificates;

• the rights of the Mezzanine Certificates with higher numerical class designations to receive distributions will be subordinated to the rights of
the Mezzanine Certificates with lower numerical class designations;

• the rights of the Class B Certificates and the Class C Certificates to receive distributions will be subordinated to the rights of the Mezzanine
Certificates;

in each case to the extent described in this prospectus supplement.

Subordination is intended to enhance the likelihood of regular distributions on the more senior classes of certificates in respect of interest and principal and
to afford such certificates protection against realized losses on the Mortgage Loans.

We refer you to “Description of the Certificates—Credit Enhancement—Subordination” in this prospectus supplement for additional information.
2. Excess Interest

The Mortgage Loans bear interest each month that in the aggregate is expected to exceed the amount needed to pay monthly interest on the certificates, the
fees and expenses of the trust, certain net amounts owed to the swap counterparty and amounts required to be deposited in the final maturity reserve
account, if applicable. The excess interest from the Mortgage Loans each month will be available to absorb realized losses on the Mortgage Loans and to
maintain overcollateralization at required levels as described in the pooling agreement.

We refer you to “Description of the Certificates—Allocation of Available Funds” and “—Credit Enhancement—Excess Interest” in this prospectus
supplement for additional information.
3. Overcollateralization

As of the Closing Date, the aggregate principal balance of the Mortgage Loans as of the Cut−off Date will exceed the aggregate certificate principal balance
of the Class A Certificates, the Mezzanine Certificates, the Class B Certificates and the Class P Certificates on the Closing Date by approximately
$22,046,568, which will be equal to the original certificate principal balance of the Class C Certificates. Such amount represents approximately 0.80% of
the aggregate principal balance of the Mortgage Loans as of the Cut−off Date, and is approximately equal to the initial amount of overcollateralization that
will be required to be provided under the pooling agreement. Excess interest generated by the Mortgage Loans will be distributed as a payment of principal
to the Offered Certificates and the Class B Certificates then entitled to distributions of principal to the extent necessary to maintain the required level of
overcollateralization. The required level of overcollateralization may be permitted to step down as provided in the pooling agreement. We cannot assure you
that sufficient interest will be generated by the Mortgage Loans to maintain the required level of overcollateralization.

We refer you to “Description of the Certificates—Credit Enhancement—Overcollateralization Provisions” in this prospectus supplement for additional
information.
4. Allocation of Losses

If, on any distribution date, excess interest and overcollateralization are not sufficient to absorb realized losses on the Mortgage Loans as described under
“Description of the Certificates—Credit Enhancement—Overcollateralization Provisions” in this prospectus supplement, then realized losses on such
Mortgage Loans will be allocated to the Mezzanine Certificates and the Class B Certificates and, to the extent described below, the Class I−A2 Certificates,
the Class II−A2 Certificates and the Class III−A1A Certificates. If realized losses on the Mortgage Loans are allocated to the Mezzanine Certificates and the
Class B Certificates, such losses will be allocatedfirst, to the Class B−3 Certificates,second,to the Class B−2 Certificates,third, to the Class B−1
Certificates,fourth, to the Class M−10 Certificates,fifth, to the Class M−9 Certificates,sixth, to the Class M−8 Certificates,seventh, to the Class M−7
Certificates,eighth, to the Class M−6 Certificates,ninth, to the Class M−5 Certificates,tenth, to the Class M−4 Certificates,eleventh, to the Class M−3
Certificates,twelfth, to the Class M−2 Certificates andthirteenth, to the Class M−1 Certificates. As further described in this prospectus
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supplement, after the aggregate certificate principal balance of the Mezzanine Certificates and the Class B Certificates is reduced to zero, realized losses on
the Group I Mortgage Loans will be allocated to the Class I−A2 Certificates, realized losses on the Group II Mortgage Loans will be allocated to the Class
II−A2 Certificates and a pro rata portion of realized losses (calculated in the same proportion as the certificate principal balance of the Class III−A1
Certificates and the Class III−A1A Certificates relates to the certificate principal balance of the Group III Senior Certificates) on the Group III Mortgage
Loans will be allocated to the Class III−A1A Certificates.

The pooling agreement does not permit the allocation of realized losses on the Mortgage Loans to the Class A Certificates (other than the Class I−A2
Certificates, the Class II−A2 Certificates and the Class III−A1A Certificates), the Class P Certificates or the Residual Certificates. Investors in the Class A
Certificates should be aware that although realized losses cannot be allocated to such Certificates (other than the Class I−A2 Certificates, the Class II−A2
Certificates and the Class III−A1A Certificates), under certain loss scenarios there will not be enough interest and principal on the Mortgage Loans to pay
such Class A Certificates all interest and principal amounts to which such Class A Certificates are then entitled.

Once realized losses are allocated to the Class I−A2 Certificates, the Class II−A2 Certificates, the Class III−A1A Certificates, the Mezzanine Certificates or
the Class B Certificates, such amounts will not be reinstated thereafter (other than the amounts reinstated due to a subsequent recovery on a liquidated
Mortgage Loan). However, the amount of any realized losses allocated to the Class I−A2 Certificates, the Class II−A2 Certificates, the Class III−A1A
Certificates, the Mezzanine Certificates or the Class B Certificates may be paid to the holders of those certificates at a later date from net monthly excess
cash flow, to the extent available, according to the priorities set forth under “Description of the Certificates—Credit Enhancement—Excess Interest” in this
prospectus supplement.

We refer you to “Description of the Certificates—Credit Enhancement—Allocation of Losses” in this prospectus supplement for additional information.
5. Cross−Collateralization

The trust provides for limited cross−collateralization of the Group I Senior Certificates, the Group II Senior Certificates and the Group III Senior
Certificates through the application of interest generated by one loan group to fund interest shortfalls on the Class A Certificates primarily supported by the
other loan groups and through the application of principal generated by one loan group to fund certain distributions of principal on the Class A Certificates
primarily supported by the other loan groups.

We refer you to “Description of the Certificates—Allocation of Available Funds” and “Credit Enhancement—Cross Collateralization” in this prospectus
supplement for additional information.

Cap Agreements

Each of the Group I Senior Certificates, the Group II Senior Certificates, the Group III Senior Certificates (other than Class III−A1 Certificates) and the
Mezzanine Certificates (together with the Class B Certificates) will have the benefit of a separate interest rate cap agreement in respect of basis risk
shortfalls for the second distribution date through the 39th distribution date with respect to the Group I Senior Certificates, the Group II Senior Certificates,
the Group III Senior Certificates (other than the Class III−A1 Certificates), and for the second distribution date through the 33rd distribution date with
respect to the Mezzanine Certificates and the Class B Certificates. Each interest rate cap agreement requires the counterparty to make a cap payment to the
trust to the extent LIBOR for any interest accrual period exceeds the related strike rate set forth in Annex II attached hereto. Each such cap payment will be
made monthly in an amount equal to the product of such excess (but LIBOR for purposes of calculating such excess will not exceed the related maximum
LIBOR rate set forth in Annex II attached hereto) and the related cap notional amount based on the expected amortization of the Group I Senior Certificates,
the Group II Senior Certificates, the Group III Senior Certificates (other than the Class III−A1 Certificates), or the Mezzanine Certificates and the Class B
Certificates, as applicable (but which will not exceed the outstanding certificate principal balance of the related Certificates), adjusted to an actual/360 basis.
Cap payments, if any, made by the counterparty will be deposited in a reserve fund and will be available for distribution on the related Certificates in respect
of basis risk shortfall amounts, to the limited extent described in this prospectus supplement.

We refer you to “Description of the Certificates—The Cap Agreements” in this prospectus supplement for additional information.
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Swap Agreement

On the Closing Date, the trustee, on behalf of the trust, will enter into a swap agreement with the counterparty to the swap agreement described in this
prospectus supplement. For so long as the Class III−A1 Certificates remain outstanding, on each distribution date the trust will be obligated to make a
payment to the swap counterparty at a rate equal to the sum of one−month LIBOR and the applicable margin on the Class III−A1 Certificates plus the swap
fee rate (subject to the applicable Net WAC Rate for such distribution date), and the swap counterparty will be obligated to make a payment for the benefit
of the holders of the Class III−A1 Certificates at a rate equal to one−month LIBOR plus the applicable margin on the Class III−A1 Certificates (which is not
subject to the applicable Net WAC Rate for such distribution date), in each case, on a scheduled notional amount equal to the lesser of (a) the certificate
principal balance of the Class III−A1 Certificates and (b) the aggregate principal balance of the Group III Mortgage Loans as of the last day of the related
due period multiplied by the Group III Fraction. Payments under the swap agreement will be made on a net basis.

We refer you to “Description of the Certificates—The Swap Agreement” in this prospectus supplement for additional information.

Final Maturity Reserve Account

On and after the distribution date in September 2012, if the constant prepayment rate of the Mortgage Loans is equal to or less than 5%, a portion of interest
collections calculated at a per annum rate of 0.60% of the total principal balance of each loan group, to the extent available after payment of certain fees and
expenses of the trust and, with respect to the Group III Mortgage Loans, any net payments owed to the swap counterparty but before payment of interest on
the related Certificates, will be deposited in the final maturity reserve account maintained by the Trustee until the amounts on deposit in the final maturity
reserve account are equal to the stated principal balance of the Mortgage Loans with an original term to maturity of 480 months. In addition, on and after the
distribution date in August 2022, all amounts otherwise payable to the Class C Certificates will also be deposited in the final maturity reserve account. On
the earlier of the final scheduled distribution date and the termination of the trust, any amounts on deposit in the final maturity reserve account will be
applied as payment of principal or interest as described herein.

We refer you to “Description of the Certificates—The Final Maturity Reserve Account” in this prospectus supplement for additional information.

Final Scheduled Distribution Date

The final scheduled distribution date for the Offered Certificates and the Class B Certificates will be the distribution date in August 2035. The final
scheduled distribution date for the Offered Certificates and the Class B Certificates is determined as the date on which the last of the Certificates is paid to
zero based upon the assumption that the Mortgage Loans pay at a constant prepayment rate of 0% per annum. It is intended that the amounts deposited in
the final maturity reserve account will be sufficient to retire the Offered Certificates and the Class B Certificates on the final scheduled distribution date,
even though the outstanding principal balance of the Mortgage Loans having 40−year original terms to maturity have not been reduced to zero on the final
scheduled distribution date. The actual final distribution date for each class of the Offered Certificates and the Class B Certificates may be earlier or later,
and could be substantially earlier, than the Distribution Date in August 2035.

Ratings

It is a condition of the issuance of the Offered Certificates that they be assigned ratings not lower than the following by Fitch, Inc., Moody’s Investors
Service, Inc. and Standard & Poor’s, a division of The McGraw− Hill Companies, Inc.

Fitch Moody’s S&P
I−A1 AAA Aaa AAA
I−A2 AAA Aaa AAA
II−A1 AAA Aaa AAA
II−A2 AAA Aaa AAA
III−A1 AAA Aaa AAA
III−A1A AAA Aaa AAA
III−A2 AAA Aaa AAA
III−A3 AAA Aaa AAA
III−A4 AAA Aaa AAA
M−1 AA+ Aa1 AA+
M−2 AA Aa2 AA
M−3 AA Aa3 AA−
M−4 A+ A1 A+
M−5 A A2 A+
M−6 A A3 A
M−7 A− Baa1 BBB+
M−8 BBB+ Baa2 BBB+
M−9 BBB Baa3 BBB
M−10 BBB− Ba1 BBB−
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A security rating is not a recommendation to buy, sell or hold securities. These ratings may be lowered or withdrawn at any time by any of the rating
agencies.

We refer you to “Ratings” in this prospectus supplement and “Rating” in the accompanying prospectus for additional information.

Tax Status

One or more elections will be made to treat designated portions of the trust (exclusive of the reserve fund, the supplemental interest account and the final
maturity reserve account, as described more fully herein) as real estate mortgage investment conduits for federal income tax purposes.

We refer you to “Material Federal Income Tax Consequences” in this prospectus supplement and “Material Federal Income Tax Consequences” in the
accompanying prospectus for additional information.

Considerations for Benefit Plan Investors

Generally, it is expected that the Offered Certificates may be purchased by a pension or other employee benefit plan subject to the Employee Retirement
Income Security Act of 1974 or Section 4975 of the Internal Revenue Code of 1986, as amended, so long as certain conditions are met. A fiduciary of an
employee benefit plan must determine that the purchase of a certificate is consistent with its fiduciary duties under applicable law and does not result in a
nonexempt prohibited transaction under applicable law. However, Offered Certificates may not be acquired or held by a person investing assets of any such
plans unless such acquisition or holding is eligible for the exemptive relief available under one of the class exemptions described in this prospectus
supplement under “Considerations for Benefit Plan Investors With Respect to the Swap Agreement and the Final Maturity Reserve Account.”

We refer you to “Considerations for Benefit Plan Investors” in this prospectus supplement and “Considerations for Benefit Plan Investors” in the
accompanying prospectus for additional information.

Legal Investment

The Class A Certificates, the Class M−1 Certificates, the Class M−2 Certificates and the Class M−3 Certificates will constitute “mortgage related securities”
for purposes of the Secondary Mortgage Market Enhancement Act of 1984 (“SMMEA”) for so long as they are rated not lower than the second highest
rating category by one or more nationally recognized statistical rating organizations, and, as such, will be legal investment for certain entities to the extent
provided in SMMEA and applicable state laws. The Class M−4 Certificates, the Class M−5 Certificates, the Class M−6 Certificates, the Class M−7
Certificates, the Class M−8 Certificates, the Class M−9 Certificates, the Class M−10 Certificates, the Class B−1 Certificates, the Class B−2 Certificates and
the Class B−3 Certificates will not be “mortgage related securities” for purposes of SMMEA.

We refer you to “Legal Investment Considerations” in this prospectus supplement and “Legal Investment Matters” in the accompanying prospectus for
additional information.
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RISK FACTORS

The following information, which you should carefully consider, identifies certain significant sources of risk associated with an
investment in the Offered Certificates and the Class B Certificates. You should also carefully consider the information set forth under “Risk
Factors” in the accompanying prospectus.

Mortgage Loans Originated Under the Seller’s Underwriting Guidelines Carry a Risk of High Delinquencies

The Seller’s business primarily consists of originating, purchasing, selling and, through its affiliate Washington Mutual Bank (“WMB”)
(formerly known as Washington Mutual Bank, FA), servicing mortgage loans secured by one− to four−family residences that generally do not conform to
the underwriting guidelines typically applied by banks and other primary lending institutions, particularly with respect to a prospective borrower’s credit
history and debt−to−income ratio. Borrowers who qualify under the Seller’s underwriting guidelines generally have equity in their property and repayment
ability but may have a record of major derogatory credit items such as outstanding judgments or prior bankruptcies. The Seller originates mortgage loans
based on its underwriting guidelines and does not determine whether such mortgage loans would be acceptable for purchase by Federal National Mortgage
Association (“Fannie Mae”) or Federal Home Loan Mortgage Corporation (“Freddie Mac”).

The Seller’s underwriting guidelines are primarily intended to evaluate the applicant’s credit standing and repayment ability and the value
and adequacy of the mortgaged property as collateral for the mortgage loan. The Seller’s considerations in underwriting a mortgage loan include a
mortgagor’s credit history, repayment ability and debt service−to−income ratio and the value and adequacy of the mortgaged property as collateral, as well
as the type and use of the mortgaged property. The Seller’s underwriting guidelines do not prohibit a mortgagor from obtaining secondary financing, from
the Seller or from another source, at the time of origination of the Seller’s first lien, which secondary financing would reduce the equity the mortgagor
would otherwise have in the related mortgaged property as indicated in the Seller’s loan−to−value ratio determination.

As a result of such underwriting guidelines, the Mortgage Loans in the mortgage pool are likely to experience rates of delinquency,
foreclosure and bankruptcy that are higher, and that may be substantially higher, than those experienced by mortgage loans underwritten in a more
traditional manner.

Furthermore, changes in the values of mortgaged properties may have a greater effect on the delinquency, foreclosure, bankruptcy and loss
experience of the Mortgage Loans than on mortgage loans originated in a more traditional manner. No assurance can be given that the values of the related
mortgaged properties have remained or will remain at the levels in effect on the dates of origination of the related Mortgage Loans.See“Long Beach
Mortgage Company—Underwriting Guidelines” in this prospectus supplement.

Unpredictability of Prepayments and Effect on Yields

Mortgagors may prepay their Mortgage Loans in whole or in part at any time. We cannot predict the rate at which mortgagors will repay
their Mortgage Loans. A prepayment of a Mortgage Loan generally will result in a prepayment on the certificates.

• If you purchase your certificates at a discount and principal is repaid slower than you anticipate, then your yield may be lower than you
anticipate.

• If you purchase your certificates at a premium and principal is repaid faster than you anticipate, then your yield may be lower than you
anticipate.

• The rate of prepayments on the Mortgage Loans may be sensitive to prevailing interest rates. Generally, if prevailing interest rates decline
significantly below the interest rates on the fixed−rate Mortgage Loans, those Mortgage Loans are more likely to prepay than if prevailing
rates remain above the interest rates on those Mortgage Loans. In addition, if interest rates decline, adjustable−rate Mortgage Loan
prepayments may increase due to the availability of fixed−rate mortgage loans or other adjustable−rate mortgage loans at lower interest
rates. Conversely, if prevailing interest rates rise significantly, the prepayments on fixed−rate and adjustable−rate Mortgage Loans may
decrease. Furthermore, adjustable−rate Mortgage Loans may prepay at different rates
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and in response to different factors than fixed−rate Mortgage Loans; the inclusion of both types of mortgage loans in the mortgage pool may
increase the difficulty in analyzing possible prepayment rates.

• The prepayment behavior of the adjustable−rate Mortgage Loans and of the fixed−rate Mortgage Loans may respond to different factors, or
may respond differently to the same factors. If, at the time of their first adjustment, the mortgage rates on any of the adjustable−rate
Mortgage Loans would be subject to adjustment to a rate higher than the then prevailing mortgage rates available to the related mortgagors,
such mortgagors may prepay their adjustable−rate Mortgage Loans. The adjustable−rate Mortgage Loans may also suffer an increase in
defaults and liquidations following upward adjustments of their mortgage rates, especially following their initial adjustments.

• Approximately 69.24% of the Group I Mortgage Loans, approximately 67.46% of the Group II Mortgage Loans and approximately 71.52%
of the Group III Mortgage Loans (in each case by aggregate scheduled principal balance of the Mortgage Loans in the related Loan Group
as of the Cut−off Date) require the mortgagor to pay a prepayment charge in certain instances if the mortgagor prepays the Mortgage Loan
during a stated period, which may be from one year to three years after the Mortgage Loan was originated. A prepayment charge may or
may not discourage a mortgagor from prepaying the related Mortgage Loan during the applicable period.

• The Seller may be required to purchase Mortgage Loans from the trust in the event certain breaches of representations and warranties occur
and have not been cured. In addition, the holder of the Class C Certificates, except if such holder is Long Beach Mortgage Company or any
of its affiliates, has the option to purchase Mortgage Loans that become 90 days or more delinquent, which option is subject to certain
limitations and conditions described in this prospectus supplement. If the holder of the Class C Certificates does not exercise such option,
the NIMS Insurer, if any, may purchase such Mortgage Loans. These purchases will have the same effect on the holders of the Offered
Certificates and the Class B Certificates as a prepayment of those Mortgage Loans.

• The majority holder of the Class C Certificates, except if such holder is Long Beach Mortgage Company or any of its affiliates (or if the
majority holder of the Class C Certificates fails to exercise such right, the Master Servicer, or, if the Master Servicer fails to exercise such
right, the NIMS Insurer, if any), may purchase all of the Mortgage Loans and retire the certificates when the aggregate stated principal
balance of the Mortgage Loans and the REO Properties is equal to or less than 10% of the aggregate stated principal balance of the
Mortgage Loans as of the Cut−off Date, subject to certain limitations. Such purchases will result in an earlier return of the principal on the
certificates and will affect the yield on the Offered Certificates and the Class B Certificates in a manner similar to the manner in which
principal prepayments on the Mortgage Loans will affect the yield on the Offered Certificates and the Class B Certificates.

• If the rate of default and the amount of losses on the Mortgage Loans is higher than you expect, then your yield may be lower than you
expect.

• As a result of the absorption of realized losses on the Mortgage Loans by excess interest and overcollateralization as described herein,
liquidations of defaulted Mortgage Loans, whether or not realized losses are incurred upon such liquidations, will result in an earlier return
of the principal of the Offered Certificates and the Class B Certificates and will influence the yield on the Offered Certificates and the Class
B Certificates in a manner similar to the manner in which principal prepayments on the Mortgage Loans will influence the yield on the
Offered Certificates and the Class B Certificates.

• The overcollateralization provisions are intended to result in an accelerated rate of principal distributions to the Offered Certificates and the
Class B Certificates then entitled to principal distributions at any time that the overcollateralization provided by the mortgage pool falls
below the required level. An earlier return of principal to the holders of the Offered Certificates and the Class B Certificates as a result of the
overcollateralization provisions will influence the yield on the Offered Certificates and the Class B Certificates in a manner similar to the
manner in which principal prepayments on the Mortgage Loans will influence the yield on the Offered Certificates and the Class B
Certificates. In addition, if the Class A Certificates are entitled to distributions of principal at any time that overcollateralization is required
to be restored to the required level, then the amounts available for such purpose will be allocatedpro rata among the Group I Senior
Certificates,
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the Group II Senior Certificates and the Group III Senior Certificates based on the amount of principal actually received on the Group I
Mortgage Loans, the Group II Mortgage Loans and the Group III Mortgage Loans, respectively, for the related distribution date. This, as
well as the relative sizes of the three Loan Groups, may magnify the prepayment effect on the Class A Certificates caused by the relative
rates of prepayments and defaults experienced by the three Loan Groups.

• The multiple class structure of the Offered Certificates and the Class B Certificates will cause the yield of certain classes of the Offered
Certificates and the Class B Certificates to be particularly sensitive to changes in the rates of prepayments of Mortgage Loans. Because
distributions of principal will be made to the classes of certificates according to the priorities described in this prospectus supplement, the
yield to maturity on the Offered Certificates and the Class B Certificates will be sensitive to the rates of prepayment on the Mortgage Loans
experienced both before and after the commencement of principal distributions on such classes of Offered Certificates and the Class B
Certificates. In particular, the Mezzanine Certificates and the Class B Certificates will not receive any portion of the amount of principal
payable to the certificates prior to the distribution date in September 2008 or a later date as provided in the pooling agreement, unless the
certificate principal balance of the Class A Certificates has been reduced to zero. Thereafter, subject to the loss and delinquency
performance of the mortgage pool, the Mezzanine Certificates and the Class B Certificates may continue (unless the certificate principal
balance of the Class A Certificates has been reduced to zero) to receive no portion of the amount of principal then payable to the certificates.
The weighted average lives of the Mezzanine Certificates and the Class B Certificates will therefore be longer than would otherwise be the
case. The effect on the market value of the Mezzanine Certificates and the Class B Certificates of changes in market interest rates or market
yields for similar securities may be greater than for the Class A Certificates.

See “Yield, Prepayment and Maturity Considerations” in this prospectus supplement for a description of factors that may influence the rate
and timing of prepayments on the Mortgage Loans.

The Subservicer Has Limited Experience Servicing Mortgage Loans Underwritten Under the Seller’s Underwriting Guidelines

The Seller is the Master Servicer under the Pooling Agreement. In April 2001, the Seller transferred to WMB substantially all of its
servicing portfolio and servicing operations, and in connection therewith, has appointed WMB as a subservicer to perform, on behalf of the Master Servicer,
the servicing functions that are required to be performed with respect to the Mortgage Loans. WMB is an affiliate of the Seller. WMB has serviced the
Mortgage Loans since origination or acquisition by the Seller.

While WMB is an experienced mortgage loan servicer, WMB had no experience prior to April 2001 servicing mortgage loans similar to the
Mortgage Loans. As a result, WMB has had limited experience servicing mortgage loans similar to the Mortgage Loans. WMB’s limited experience in
servicing mortgage loans similar to the Mortgage Loans may have negatively affected mortgage loans that have been serviced by WMB since the date of the
servicing transfer from the Seller and could lead to a higher level of delinquencies and realized losses than would be the case if the Mortgage Loans were
serviced by a servicer with more experience servicing mortgage loans similar to the Mortgage Loans.

Because WMB commenced its servicing of mortgage loans similar to the Mortgage Loans in April 2001, WMB has limited historical
delinquency, bankruptcy, foreclosure or default experience that may be referred to for purposes of examining WMB’s past performance in servicing
mortgage loans similar to the Mortgage Loans.

Delinquent Mortgage Loan Risk

As of August 18, 2005, there were approximately 2.01% of the Group I Mortgage Loans, approximately 2.31% of the Group II Mortgage
Loans and approximately 2.25% of the Group III Mortgage Loans (in each case by aggregate scheduled principal balance of the Mortgage Loans in the
related Loan Group as of the Cut−off Date) on which the monthly payment due thereon in July 2005 had not been received. The Seller will be obligated to
repurchase under the terms of the mortgage loan purchase agreement and the pooling agreement only those of such Mortgage Loans with respect to which
the trust does not receive by September 30, 2005 the monthly payment due on such Mortgage Loans in August 2005.
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Simultaneous Second Lien Risk

With respect to approximately 45.37% of the Group I Mortgage Loans, approximately 34.08% of the Group II Mortgage Loans and
approximately 68.50% of the Group III Mortgage Loans (in each case by aggregate scheduled principal balance of the Mortgage Loans in the related Loan
Group as of the Cut−off Date), at the time of origination of such first lien Mortgage Loan, the originator also originated a second lien mortgage loan which
is not included in the trust. The weighted average original loan−to−value ratio of such Mortgage Loans is approximately 80.61%, with respect to such
Group I Mortgage Loans, approximately 80.86%, with respect to such Group II Mortgage Loans, and approximately 80.04%, with respect to such Group III
Mortgage Loans, and the weighted average original combined loan−to−value ratio of such Mortgage Loans (including the related simultaneous second lien)
is approximately 99.42%, with respect to such Group I Mortgage Loans, approximately 99.30%, with respect to such Group II Mortgage Loans, and
approximately 99.53%, with respect to such Group III Mortgage Loans. With respect to such Mortgage Loans, foreclosure frequency may be increased
relative to Mortgage Loans that were originated without a simultaneous second lien because mortgagors with a simultaneous second lien have less equity in
the mortgaged property. Investors should also note that any mortgagor may obtain secondary financing at any time subsequent to the date of origination of
their Mortgage Loan from the Seller or from any other lender.

Risks Associated with Forty Year Mortgage Loans

Approximately 16.10% of the Group I Mortgage Loans, approximately 14.31% of the Group II Mortgage Loans and approximately 35.76%
of the Group III Mortgage Loans (in each case by aggregate scheduled principal balance of the Mortgage Loans in the related Loan Group as of the Cut−off
Date) have an original term to maturity of 480 months. These Mortgage Loans are a relatively new product and there is little statistical information or
history with respect to defaults and prepayment experience for mortgage loans of this type. These Mortgage Loans may have a higher risk of default due to
the fact that the mortgagors on these Mortgage Loans may have significantly higher debt−to−income ratios than mortgagors who would qualify for a
conventional 360 month mortgage loan. It may be difficult to judge prospective defaults on these Mortgage Loans based on examination of the FICO credit
score used in determining the creditworthiness of a prospective mortgagor because the mortgagor’s credit is subject to a greater possible fluctuation due to
the extended payment period. Furthermore, a term to maturity of 480 months permits the mortgagor to have a lower monthly payment than would be the
case with the same down payment under a mortgage loan with a 360 month original term to maturity.

Potential Inadequacy of Credit Enhancement for the Offered Certificates and the Class B Certificates

The credit enhancement features described in the summary of this prospectus supplement are intended to enhance the likelihood that holders
of the Class A Certificates, and to a limited extent, the holders of the Mezzanine Certificates and the Class B Certificates, will receive regular payments of
interest and principal. However, we cannot assure you that the applicable credit enhancement will adequately cover any shortfalls in cash available to pay
your certificates as a result of delinquencies or defaults on the Mortgage Loans. If delinquencies or defaults occur on the Mortgage Loans, neither the
Master Servicer nor any other entity will advance scheduled monthly payments of interest and principal on delinquent or defaulted Mortgage Loans if such
advances are not likely to be recovered. If substantial losses occur as a result of defaults and delinquent payments on the Mortgage Loans you may suffer
losses.

Interest Generated by the Mortgage Loans May Be Insufficient to Maintain Overcollateralization

The weighted average of the mortgage rates on the Mortgage Loans each month is expected to be higher than the weighted average
pass−through rate on the Offered Certificates and the Class B Certificates for the related distribution date. The Mortgage Loans are expected to generate
more interest each month than is needed to pay interest owed on the Offered Certificates and the Class B Certificates, to pay certain net amounts owed to the
swap counterparty, to pay the amounts required to be deposited in the final maturity reserve account, if applicable, and to pay the fees and expenses of the
trust on the related distribution date. Any remaining interest generated by the Mortgage Loans each month will then be used to absorb losses that occur on
the Mortgage Loans. After these financial obligations of the trust are covered, the available excess interest generated by the Mortgage Loans each month
will be used to maintain overcollateralization at the required level determined as provided in the pooling agreement. We cannot assure you, however, that
enough excess interest will be generated to absorb losses or to maintain the required level of
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overcollateralization. The factors described below, as well as the factors described in the next Risk Factor, will affect the amount of excess interest that the
Mortgage Loans will generate:

• Every time a Mortgage Loan is prepaid in full or in part, excess interest may be reduced because the Mortgage Loan will no longer be
outstanding and generating interest or, in the case of a partial prepayment, may be generating less interest.

• Every time a Mortgage Loan is liquidated or written off, excess interest will be reduced because such Mortgage Loan will no longer be
outstanding and generating interest.

• If the rates of delinquencies, defaults or losses on the Mortgage Loans are higher than expected, excess interest will be reduced by the
amount necessary to compensate for any shortfalls in cash available to make required distributions on the Offered Certificates and the Class
B Certificates.

• The adjustable−rate Mortgage Loans have mortgage rates that adjust based on an index that is different from the index used to determine the
pass−through rates on the Offered Certificates and the Class B Certificates and the fixed−rate Mortgage Loans have mortgage rates that do
not adjust. In addition, the first adjustment of the mortgage rates for approximately 0.89% of the Mortgage Loans (by aggregate scheduled
principal balance of the Mortgage Loans as of the Cut−off Date) will occur within six months of the date of origination, the first adjustment
of the mortgage rates for approximately 76.40% of the Mortgage Loans (by aggregate scheduled principal balance of the Mortgage Loans as
of the Cut−off Date) will not occur until two years after the date of origination, the first adjustment of the mortgage rates for approximately
12.68% of the Mortgage Loans (by aggregate scheduled principal balance of the Mortgage Loans as of the Cut−off Date) will not occur until
three years after the date of origination and the first adjustment of the mortgage rates for approximately 1.32% of the Mortgage Loans (by
aggregate scheduled principal balance of the Mortgage Loans as of the Cut−off Date) will not occur until five years after the date of
origination. As a result, the pass−through rates on the Offered Certificates and the Class B Certificates may increase relative to the weighted
average of the mortgage rates on the Group I Mortgage Loans (in the case of the Group I Senior Certificates), the Group II Mortgage Loans
(in the case of the Group II Senior Certificates), the Group III Mortgage Loans (in the case of the Group III Senior Certificates) and all of
the Mortgage Loans (in the case of the Mezzanine Certificates and the Class B Certificates), or the pass−through rate on such certificates
may remain constant as the weighted average of the mortgage rates on the Group I Mortgage Loans (in the case of the Group I Senior
Certificates), the Group II Mortgage Loans (in the case of the Group II Senior Certificates), the Group III Mortgage Loans (in the case of the
Group III Senior Certificates) and all of the Mortgage Loans (in the case of the Mezzanine Certificates and the Class B Certificates) decline.
In either case, this would require that more of the interest generated by the Mortgage Loans be applied to cover interest on the Offered
Certificates and the Class B Certificates.

• If prepayments, defaults and liquidations occur more rapidly on the Mortgage Loans with relatively higher mortgage rates than on the
Mortgage Loans with relatively lower mortgage rates, the amount of excess interest generated by the Mortgage Loans will be less than
would otherwise be the case.

• If none of the majority holder of the Class C Certificates, the Master Servicer or the NIMS Insurer, if any, terminates the trust on the
Optional Termination Date, then the pass−through rates on the Offered Certificates and the Class B Certificates will, subject to the limitation
described in the next Risk Factor below, increase. Any such increase will reduce the amount of excess interest that could become available
for other purposes.

Effect of Mortgage Rates and Other Factors on the Pass−Through Rates of the Offered Certificates and the ClassB Certificates

The Offered Certificates and the Class B Certificates accrue interest at pass−through rates based on the one−month LIBOR index plus
specified margins, but all of such pass−through rates (except with respect to the Class III−A1 Certificates, unless a swap default has occurred and is
continuing) are subject to a limit. The limit on the pass−through rate for the Group I Senior Certificates is based on the weighted average of the mortgage
rates on the Group I Mortgage Loans. The limit on the pass−through rates for the Group II Senior Certificates is based on the weighted average of the
mortgage rates on the Group II Mortgage Loans. The limit on the pass−through rates for the Group III Senior Certificates is based on the weighted average
of the mortgage rates on the Group III Mortgage Loans. The limit on the pass−through
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rates for the Mezzanine Certificates and the Class B Certificates is based on the weighted average of the mortgage rates on all the Mortgage Loans. The
mortgage rates on which the limits on the pass−through rates are based are net of amounts required to be deposited in the final maturity reserve account, if
any, and certain fees and expenses of the trust and, with respect to the limit on the Mezzanine Certificates and the Class B Certificates, net of certain
amounts owed to the swap counterparty.

A variety of factors, in addition to those described in the previous Risk Factor, could limit the pass−through rates and adversely affect the
yield to maturity on the Offered Certificates (other than the Class III−A1 Certificates, unless a swap default has occurred and is continuing) and the Class B
Certificates. Some of these factors are described below:

• The mortgage rates on the fixed−rate Mortgage Loans will not adjust, and the mortgage rates on the adjustable rate Mortgage Loans
generally are based on a Six−Month LIBOR index. Generally, the adjustable−rate Mortgage Loans have periodic and maximum limitations
on adjustments to their mortgage rates, and approximately 0.89% of the Mortgage Loans (by aggregate scheduled principal balance of the
Mortgage Loans as of the Cut−off Date) will have their first adjustment within six months of the date of origination, and approximately
90.40% of the Mortgage Loans (by aggregate scheduled principal balance of the Mortgage Loans as of the Cut−off Date), will not have the
first adjustment to their mortgage rates until two years, three years or five years after the origination thereof. As a result of the limits on the
pass−through rates for the Offered Certificates (other than the Class III−A1 Certificates, unless a swap default has occurred and is
continuing) and the Class B Certificates, such certificates may accrue less interest than they would accrue if their pass−through rates were
based solely on the one−month LIBOR index plus the specified margins.

• Six−Month LIBOR may change at different times and in different amounts than one−month LIBOR. As a result, it is possible that mortgage
rates on certain of the adjustable−rate Mortgage Loans may decline while the pass−through rates on the Offered Certificates and the Class B
Certificates are stable or rising. It is also possible that the mortgage rates on the adjustable−rate Mortgage Loans and the pass−through rates
for the Offered Certificates and the Class B Certificates may decline or increase during the same period, but that the pass−through rates on
these certificates may decline more slowly or increase more rapidly.

• The pass−through rates for the Offered Certificates and the Class B Certificates adjust monthly while the mortgage rates on the
adjustable−rate Mortgage Loans adjust less frequently and the mortgage rates on the fixed rate Mortgage Loans do not adjust. Consequently,
the limits on the pass−through rates for the Offered Certificates (other than the Class III−A1 Certificates, unless a swap default has occurred
and is continuing) and the Class B Certificates may limit increases in the pass−through rates for such certificates for extended periods in a
rising interest rate environment.

• If prepayments, defaults and liquidations occur more rapidly on the Mortgage Loans with relatively higher mortgage rates than on the
Mortgage Loans with relatively lower mortgage rates, the pass−through rates on the Offered Certificates (other than the Class III−A1
Certificates, unless a swap default has occurred and is continuing) and the Class B Certificates are more likely to be limited.

If the pass−through rates on the Offered Certificates and the Class B Certificates are limited for any distribution date, the resulting basis risk
shortfalls may be recovered on the same distribution date or on future distribution dates on a subordinated basis to the extent that on such distribution date
or future distribution dates there are available funds remaining after certain other distributions on the Offered Certificates and the Class B Certificates, the
payments of certain net amounts made to the swap counterparty, the payments made to the final maturity reserve account and the payment of the fees and
expenses of the trust. The ratings on the Offered Certificates and the Class B Certificates will not address the likelihood of any such recovery of basis risk
shortfalls by holders of the Offered Certificates and Class B Certificates.

Amounts used to pay basis risk shortfalls on the Offered Certificates (other than the Class III−A1 Certificates) and the Class B Certificates
will be supplemented by any amount received by the Trustee under the related Cap Agreement, pursuant to which the counterparty thereunder will be
obligated to make payments to the Trustee when one−month LIBOR exceeds the percentage set forth in the related Cap Agreement, subject to the maximum
rate as set forth in such Cap Agreement. However, the amount received under any Cap Agreement may be insufficient to pay the holders
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of the applicable certificates the full amount of interest which they would have received absent the limits on the pass−through rates.

Yield on the Class III−A1 Certificates Will Be Adversely Affected if Payments Under the Swap Agreement Are Not Made

The Class III−A1 Certificates accrue interest at a pass−through rate based upon the one−month LIBOR index plus a specified margin and,
unless a Swap Default has occurred and is continuing, are not subject to any limitations on rate based upon the weighted average of the net mortgage rates
of the related Mortgage Loans as are the other classes of Offered Certificates and the Class B Certificates. The portion of interest distributions to the Class
III−A1 Certificates, if any, representing interest accruals in excess of a rate of interest equal to the Net WAC Rate with respect to the Class III−A1
Certificates will come from payments under the Swap Agreement. Consequently, holders of the Class III−A1 Certificates are subject to the credit risk of the
swap counterparty. If the swap counterparty fails to make payments under the Swap Agreement, the pass−through rate applicable to holders of the Class
III−A1 Certificates will be limited and will not exceed the Net WAC Rate with respect to the Class III−A1 Certificates, which may adversely affect the
yield on the Class III−A1 Certificates.

Risks Related to the Swap Agreement

Any net swap payment payable to the swap counterparty under the terms of the Swap Agreement will reduce amounts available for
distribution to the Offered Certificates and the Class B Certificates, and may reduce payments of interest on the Offered Certificates and the Class B
Certificates. In the event that the trust, after application of all interest and principal received on the Mortgage Loans, cannot make the required net swap
payments to the swap counterparty, a swap termination payment as described in this prospectus supplement will be owed to the swap counterparty. Any
termination payment payable to the swap counterparty in the event of early termination of the Swap Agreement will reduce amounts available for
distribution to the Offered Certificates and the Class B Certificates.

Risk Relating to Distribution Priority of the Group I Senior Certificates, the Group II Senior Certificates, the Class III−A1 Certificates and the
III−A1A Certificates

With respect to the Group I Senior Certificates, as set forth in this prospectus supplement under “Description of the Certificates—Allocation
of Available Funds—Principal Distributions on the Offered Certificates and the Class B Certificates,” principal distributions to the Group I Senior
Certificates will be made either on apro rata basis or in a sequential manner, based on delinquencies and realized losses. To the extent that principal
distributions are not allocated on apro rata basis between the Group I Senior Certificates, the weighted average life of the Class I−A2 Certificates will be
longer than would otherwise be the case if distributions of principal were to be allocated on apro rata basis between the Group I Senior Certificates. In
addition, as a result of a sequential allocation of principal, the holders of the Class I−A2 Certificates will have a greater risk of losses on the Mortgage
Loans, adversely affecting the yield to maturity on the Class I−A2 Certificates. Because a Sequential Trigger Event may be in effect on some distribution
dates but not on other distribution dates, the priority of principal distributions on the Group I Senior Certificates may change from one distribution date to
another.

With respect to the Group II Senior Certificates, as set forth in this prospectus supplement under “Description of the
Certificates—Allocation of Available Funds—Principal Distributions on the Offered Certificates and the Class B Certificates,” principal distributions to the
Group II Senior Certificates will be made either on apro rata basis or in a sequential manner, based on delinquencies and realized losses. To the extent that
principal distributions are not allocated on apro rata basis between the Group II Senior Certificates, the weighted average life of the Class II−A2
Certificates will be longer than would otherwise be the case if distributions of principal were to be allocated on apro rata basis between the Group II Senior
Certificates. In addition, as a result of a sequential allocation of principal, the holders of the Class II−A2 Certificates will have a greater risk of losses on the
Mortgage Loans, adversely affecting the yield to maturity on the Class II−A2 Certificates. Because a Sequential Trigger Event may be in effect on some
distribution dates but not on other distribution dates, the priority of principal distributions on the Group II Senior Certificates may change from one
distribution date to another.

With respect to the Class III−A1 Certificates and the Class III−A1A Certificates, as set forth in this prospectus supplement under
“Description of the Certificates—Allocation of Available Funds—Principal Distributions on the

S−17

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 24 of 303



Offered Certificates and the Class B Certificates,” principal distributions to the Class III−A1 Certificates and the Class III−A1A Certificates will be made
either on apro rata basis or in a sequential manner, based on delinquencies and realized losses. To the extent that principal distributions are not allocated on
a pro rata basis between the Class III−A1 Certificates and the Class III−A1A Certificates, the weighted average life of the Class III−A1A Certificates will
be longer than would otherwise be the case if distributions of principal were to be allocated on apro rata basis between the Class III−A1 Certificates and
the Class III−A1A Certificates. In addition, as a result of a sequential allocation of principal, the holders of the Class III−A1A Certificates will have a
greater risk of losses on the Mortgage Loans, adversely affecting the yield to maturity on the Class III−A1A Certificates. Because a Sequential Trigger
Event may be in effect on some distribution dates but not on other distribution dates, the priority of principal distributions on the Class III−A1 Certificates
and the Class III−A1A Certificates may change from one distribution date to another.

See “Description of the Certificates—Allocation of Available Funds—Principal Distributions on the Offered Certificates and the Class B
Certificates,” for more information.

Additional Risks Associated With the Mezzanine Certificates and the Class B Certificates

The weighted average lives of, and yields to maturity on, the Class B−3 Certificates, the Class B−2 Certificates, the Class B−1 Certificates,
the Class M−10 Certificates, the Class M−9 Certificates, the Class M−8 Certificates, the Class M−7 Certificates, the Class M−6 Certificates, the Class M−5
Certificates, the Class M−4 Certificates, the Class M−3 Certificates, the Class M−2 Certificates and the Class M−1 Certificates will be more sensitive, in
that order, to the rate and timing of mortgagor defaults and the severity of ensuing losses on the Mortgage Loans. If the actual rate and severity of losses on
Mortgage Loans is higher than those assumed by an investor in such certificates, the actual yield to maturity of such certificates may be lower than the yield
anticipated by such investor based on such assumption. The timing of losses on the Mortgage Loans will also affect an investor’s actual yield to maturity,
even if the rate of defaults and severity of losses over the life of such Mortgage Loans are consistent with an investor’s expectations. In general, the earlier a
loss occurs, the greater the effect on an investor’s yield to maturity. Realized losses on the Mortgage Loans, to the extent they exceed the amount of
overcollateralization and excess interest following distributions of principal on the related distribution date, will reduce the certificate principal balance of
the Class B−3 Certificates, the Class B−2 Certificates, the Class B−1 Certificates, the Class M−10 Certificates, the Class M−9 Certificates, the Class M−8
Certificates, the Class M−7 Certificates, the Class M−6 Certificates, the Class M−5 Certificates, the Class M−4 Certificates, the Class M−3 Certificates, the
Class M−2 Certificates and the Class M−1 Certificates, in that order. As a result of such reductions, less interest will accrue on such class of Mezzanine
Certificates or Class B Certificates, as applicable, than would otherwise be the case. Once a realized loss is allocated to a Mezzanine Certificate or a Class B
Certificate, no principal or interest will be distributable with respect to such written down amount unless such written down amount is reinstated due to a
subsequent recovery on a liquidated Mortgage Loan. However, the amount of any realized losses allocated to the Mezzanine Certificates or the Class B
Certificates may be paid to the Mezzanine Certificates or the Class B Certificates, as applicable, on a later distribution date, according to the priorities set
forth under “Description of the Certificates—Credit Enhancement—Excess Interest” in this prospectus supplement.

Unless the certificate principal balance of each Class A Certificate has been reduced to zero, neither the Mezzanine Certificates nor the Class
B Certificates will be entitled to any principal distributions until September 2008 or a later date as provided in this prospectus supplement, or during any
period in which delinquencies or cumulative realized losses on the related Mortgage Loans exceed certain levels. As a result, the weighted average lives of
the Mezzanine Certificates and the Class B Certificates will be longer than would otherwise be the case if distributions of principal were allocated among all
of the certificates at the same time. As a result of the longer weighted average lives of the Mezzanine Certificates and the Class B Certificates, the holders of
such certificates have a greater risk of suffering a loss on their investments. Further, because such certificates might not receive any principal if certain
delinquency levels occur, it is possible for such certificates to receive no principal distributions even if no losses have occurred on the mortgage pool.

In addition, the multiple class structure of the Mezzanine Certificates and the Class B Certificates causes the yield of such classes to be
particularly sensitive to changes in the rates of prepayment of the Mortgage Loans. Because distributions of principal will be made to such certificates
according to the priorities described in this prospectus supplement, the yield to maturity on the Mezzanine Certificates and the Class B Certificates will be
sensitive to the rates of prepayment on the Mortgage Loans experienced both before and after the commencement of principal distributions on such classes
of certificates. The yield to maturity on the Mezzanine Certificates and the Class B Certificates will also be
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extremely sensitive to losses due to defaults on the Mortgage Loans (and the timing thereof), to the extent such losses are not covered by excess interest,
overcollateralization or the Class B Certificates or the Mezzanine Certificates with a lower payment priority. Furthermore, as described in this prospectus
supplement, the timing of receipt of principal and interest by the Mezzanine Certificates and the Class B Certificates may be adversely affected by losses
even if such classes of certificates do not ultimately bear such loss.

Additional Risks Associated With the Class I−A2 Certificates, the Class II−A2 Certificates and the Class III−A1A Certificates

After the certificate principal balances of the Mezzanine Certificates and the Class B Certificates are reduced to zero, to the extent realized
losses exceed the amount of overcollateralization and excess interest following distributions of principal on the related distribution date, realized losses on
the Group I Mortgage Loans will reduce the certificate principal balance of the Class I−A2 Certificates, realized losses on the Group II Mortgage Loans will
reduce the certificate principal balance of the Class II−A2 Certificates, and a pro rata portion of realized losses on the Group III Mortgage Loans (calculated
in the same proportion as the certificate principal balance of the Class III−A1 Certificates and the Class III−A1A Certificates relates to the certificate
principal balance of the Group III Senior Certificates) will reduce the certificate principal balance of the Class III−A1A Certificates. As a result of such
reductions, less interest will accrue on such Class I−A2 Certificates, Class II−A2 Certificates or Class III−A1A Certificates, as applicable, than would
otherwise be the case. Once a realized loss is allocated to a Class I−A2 Certificate, Class II−A2 Certificate or Class III−A1A Certificate, no principal or
interest will be distributable with respect to such written down amount unless such written down amount is reinstated due to a subsequent recovery on a
liquidated Mortgage Loan. However, the amount of any realized losses allocated to the Class I−A2 Certificates, the Class II−A2 Certificates or the Class
III−A1A Certificates may be paid to the Class I−A2 Certificates, the Class II−A2 Certificates or the Class III−A1A Certificates, as applicable, on a later
distribution date, according to the priorities set forth under “Description of the Certificates—Credit Enhancement—Excess Interest” in this prospectus
supplement.

Unless the certificate principal balance of the Class I−A1 Certificates have been reduced to zero, the Class I−A2 Certificates will not be
entitled to any principal distributions during any period in which delinquencies or cumulative realized losses on the Mortgage Loans exceed certain levels or
in which the Class I−A2 Certificates are allocated realized losses. Unless the certificate principal balance of the Class II−A1 Certificates have been reduced
to zero, the Class II−A2 Certificates will not be entitled to any principal distributions during any period in which delinquencies or cumulative realized losses
on the Mortgage Loans exceed certain levels or in which the Class II−A2 Certificates are allocated realized losses. Unless the certificate principal balance of
the Class III−A1 Certificates have been reduced to zero, the Class III−A1A Certificates will not be entitled to any principal distributions during any period
in which delinquencies or cumulative realized losses on the Mortgage Loans exceed certain levels or in which the Class III−A1A Certificates are allocated
realized losses.

Prepayment Interest Shortfalls and Relief Act Shortfalls

When a Mortgage Loan is prepaid, the mortgagor is charged interest on the amount prepaid only up to the date on which the prepayment is
made, rather than for an entire month. This may result in a shortfall in interest collections available for payment on the next distribution date. The Master
Servicer is required to cover a portion of the shortfall in interest collections that is attributable to prepayments (except in respect of principal prepayments in
full received during the period from the first through the 14th day of the month of the related distribution date), but only up to the amount of the Master
Servicer’s servicing fee for the related calendar month. In addition, certain shortfalls in interest collections arising from the application of the
Servicemembers Civil Relief Act of 2003 (the “Relief Act”) will not be covered by the Master Servicer.

On any distribution date, any shortfalls resulting from the application of the Relief Act, and any prepayment interest shortfalls to the extent
not covered by compensating interest paid by the Master Servicer, in each case regardless of which loan group experienced the shortfall, will be allocated,
first, to the monthly interest distributable amount with respect to the Class C Certificates, and thereafter, to the monthly interest distributable amounts with
respect to the Offered Certificates and the Class B Certificates, on apro rata basis based on the respective amounts of interest accrued on such certificates
for such distribution date. The holders of the Offered Certificates and the Class B Certificates may be reimbursed for prepayment interest shortfalls not
covered by compensating interest and for shortfalls resulting from application of the Relief Act on a later distribution date, according to the priorities set
forth under “Description of the
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Certificates—Credit Enhancement—Excess Interest.” If these shortfalls are allocated to the Offered Certificates or the Class B Certificates the amount of
interest paid on those certificates will be reduced, adversely affecting the yield on your investment.

Delay in Receipt of Liquidation Proceeds; Liquidation Proceeds May Be Less than Mortgage Loan Balance

Substantial delays could be encountered in connection with the liquidation of delinquent Mortgage Loans. Further, reimbursement of
advances made on a Mortgage Loan, liquidation expenses such as legal fees, real estate taxes, hazard insurance and maintenance and preservation expenses
may reduce the portion of liquidation proceeds payable on the certificates. If a mortgaged property fails to provide adequate security for the related
Mortgage Loan, you could incur a loss on your investment if the credit enhancements are insufficient to cover the loss.

High Loan−to−Value Ratios Increase Risk of Loss

Mortgage loans with higher loan−to−value ratios may present a greater risk of loss than mortgage loans with loan−to−value ratios of 80% or
below. Approximately 31.21% of the Group I Mortgage Loans, approximately 37.93% of the Group II Mortgage Loans and approximately 20.10% of the
Group III Mortgage Loans (in each case by aggregate scheduled principal balance of the Mortgage Loans in the related Loan Group as of the Cut−off Date)
had loan−to−value ratios at origination in excess of 80%, but no more than 100%. Additionally, the Master Servicer’s determination of the value of a
mortgaged property used in the calculation of the loan−to−values ratios of the Mortgage Loans may differ from the appraised value of such mortgaged
properties or the actual value of such mortgaged properties.

Interest Only Mortgage Loans

Approximately 1.87% of the Group I Mortgage Loans, approximately 7.52% of the Group II Mortgage Loans and approximately 12.33% of
the Group III Mortgage Loans (in each case, by aggregate scheduled principal balance of the Mortgage Loans in the related Loan Group as of the Cut−off
Date) require the mortgagors to make monthly payments only of accrued interest for the first two, three or five years following origination.

After such interest only period, the mortgagor’s monthly payment will be recalculated to cover both interest and principal so that the
Mortgage Loan will amortize fully on or prior to its final payment date. If the monthly payment increases, the related mortgagor may not be able to pay the
increased amount and may default on or may refinance the related Mortgage Loan to avoid the higher payment. Because no principal payments are required
on such Mortgage Loans during such interest only period, the Offered Certificates and the Class B Certificates then entitled to distributions of principal will
receive smaller principal distributions during such period than they would have received if the related mortgagors were required to make monthly payments
of interest and principal for the entire lives of such Mortgage Loans. This slower rate of principal distributions may reduce the return on an investment in the
related Offered Certificates and the Class B Certificates that are purchased at a discount.

Geographic Concentration

The chart presented under “Summary of Terms—Mortgage Loans” lists the states with the highest concentrations of Mortgage Loans.
Mortgaged properties in California may be particularly susceptible to certain types of uninsurable hazards, such as earthquakes, floods, mudslides and other
natural disasters not covered by standard hazard insurance policies for each mortgage loan or otherwise insured against for the benefit of the trust.

In addition, the conditions below will have a disproportionate impact on the Mortgage Loans in general:
• Economic conditions in states with high concentrations of Mortgage Loans may affect the ability of mortgagors to repay their loans on time

even if such conditions do not affect real property values.
• Declines in the residential real estate markets in the states with high concentrations of Mortgage Loans may reduce the values of properties

located in those states, which would result in an increase in loan−to−value ratios.
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• Any increase in the market value of properties located in the states with high concentrations of Mortgage Loans would reduce
loan−to−value ratios and could, therefore, make alternative sources of financing available to mortgagors at lower interest rates, which could
result in an increased rate of prepayment of the Mortgage Loans.

Violation of Various Federal and State Laws May Result in Losses on the Mortgage Loans

Applicable state laws generally regulate interest rates and other charges, require certain disclosure, and require licensing of the Seller. In
addition, other state laws, municipal ordinances, public policy and general principles of equity relating to the protection of consumers, unfair and deceptive
practices (including predatory lending practices), and debt collection practices may apply to the origination, servicing and collection of the Mortgage Loans.

The Mortgage Loans are also subject to federal laws, including:
• the Federal Truth−in−Lending Act and Regulation Z promulgated thereunder, which require certain disclosures to the mortgagors regarding

the terms of the Mortgage Loans;
• the Equal Credit Opportunity Act and Regulation B promulgated thereunder, which prohibit discrimination on the basis of age, race, color,

sex, religion, marital status, national origin, receipt of public assistance or the exercise of any right under the Consumer Credit Protection
Act, in the extension of credit; and

• the Fair Credit Reporting Act, which regulates the use and reporting of information related to the mortgagor’s credit experience.

Violations of certain provisions of these federal laws may limit the ability of the Master Servicer to collect all or part of the principal of or
interest on the Mortgage Loans and in addition could subject the trust to damages and administrative enforcement. In particular, the Seller’s failure to
comply with certain requirements of the Federal Truth−in−Lending Act, as implemented by Regulation Z, could subject the trust (and other assignees of the
Mortgage Loans) to monetary penalties, and could result in the obligors’ rescinding the Mortgage Loans against either the trust or subsequent holders of the
Mortgage Loans.See“Legal Aspects of the Mortgage Loans—Anti−Deficiency Legislation and Other Limitations on Lenders” in the accompanying
prospectus.

The Seller will represent that at origination each Mortgage Loan complied with all applicable federal and state laws and regulations. In
addition, the Seller will represent that none of the Mortgage Loans is subject to the requirements of the Home Ownership and Equity Protection Act of 1994
(“HOEPA”) or is a “high cost” or “predatory” loan under any state or local law or regulation applicable to the originator of such Mortgage Loan, or which
would result in liability to the purchaser or assignee of such Mortgage Loan under any predatory or abusive lending law. In the event of a breach of any of
such representations, the Seller will be obligated to cure such breach or repurchase or replace the affected Mortgage Loan, in the manner and to the extent
described under “The Pooling Agreement—Assignment of the Mortgage Loans” in this prospectus supplement.

Under the anti−predatory lending laws of some states, the mortgagor is required to meet a net tangible benefits test in connection with the
origination of the related mortgage loan. This test may be highly subjective and open to interpretation. As a result, a court may determine that a mortgage
loan does not meet the test even if an originator reasonably believed that the test was satisfied. Any determination by a court that a Mortgage Loan does not
meet the test will result in a violation of the state anti−predatory lending law, in which case the Seller will be required to repurchase such Mortgage Loan
from the Trust.

In addition to HOEPA, a number of legislative proposals have been introduced at the federal, state and local level that are designed to
discourage predatory lending practices. Some states have enacted, or may enact, laws or regulations that prohibit inclusion of some provisions in mortgage
loans that have mortgage rates or origination costs in excess of prescribed levels, and require that mortgagors be given certain disclosures prior to the
consummation of such mortgage loans. In some cases, state law may impose requirements and restrictions more stringent than those in HOEPA. The
Seller’s failure to comply with these laws could subject the trust, and other assignees of the Mortgage Loans, to monetary penalties and could result in
mortgagors exercising their rights to rescind their Mortgage Loans against either the trust or subsequent holders of the Mortgage Loans. Lawsuits have been
brought in various states
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making claims against assignees of high cost mortgage loans for violations of state law. Named defendants in these cases include numerous participants
within the secondary mortgage market, including some securitization trusts.

The Certificates Are Obligations of the Trust Only

The certificates will not represent an interest in or obligation of the Depositor, the Master Servicer, the Seller, the Subservicer, the Trustee or
any of their respective affiliates. None of the Offered Certificates, the Class B Certificates or the underlying Mortgage Loans will be guaranteed or insured
by any governmental agency or instrumentality, or by the Depositor, the Master Servicer, the Subservicer, the Trustee or any of their respective affiliates.
Proceeds of the assets included in the trust will be the sole source of payments on the Offered Certificates and the Class B Certificates, and there will be no
recourse to the Depositor, the Master Servicer, the Seller, the Subservicer, the Trustee or any other entity in the event that such proceeds are insufficient or
otherwise unavailable to make all payments provided for under the Offered Certificates and the Class B Certificates.

Lack of Liquidity

Credit Suisse First Boston LLC and WaMu Capital Corp. (the “Underwriters”) intend to make a secondary market in the classes of Offered
Certificates actually purchased by them, but they have no obligation to do so. There is no assurance that such a secondary market will develop or, if it
develops, that it will continue. Consequently, you may not be able to sell your certificates readily or at prices that will enable you to realize your desired
yield. The market values of the Offered Certificates and the Class B Certificates are likely to fluctuate; these fluctuations may be significant and could result
in significant losses to you.

The secondary markets for asset−backed securities have experienced periods of illiquidity and can be expected to do so in the future.
Illiquidity can have a severely adverse effect on the prices of securities that are especially sensitive to prepayment, credit, or interest rate risk, or that have
been structured to meet the investment requirements of limited categories of investors.

Reduction or Withdrawal of Ratings

Each rating agency rating the Offered Certificates may change or withdraw its initial ratings at any time in the future if, in its judgment,
circumstances warrant a change. No person is obligated to maintain the ratings at their initial levels. If a rating agency reduces or withdraws its rating on
one or more classes of the Offered Certificates, the liquidity and market value of the affected certificates is likely to be reduced.

Certain Rights of the NIMS Insurer May Adversely Affect the Rights of Holders of Offered Certificates and ClassB Certificates

A financial guaranty insurance policy or policies (collectively, a “NIMS Policy”) may be issued by the NIMS Insurer, if any, covering
certain payments to be made on NIMS which may be issued by an affiliate of the Depositor or of Credit Suisse First Boston LLC or by one or more entities
sponsored by an affiliate of the Depositor or of Credit Suisse First Boston LLC after the Closing Date. The NIMS are not offered hereby and, if issued, the
NIMS would be backed, in whole or in part, by cashflow received on the Class C Certificates and the Class P Certificates, which are not offered hereby. The
NIMS, if issued,would notbe backed by the trust (other than by the interests therein represented by the Class C Certificates and the Class P Certificates) or
by any of the Offered Certificates or the Class B Certificates.

Notwithstanding the foregoing, pursuant to the terms of the pooling agreement, unless there exists a continuance of any failure by the NIMS
Insurer, if any, to make a required payment under the NIMS Policy (any such event, a “NIMS Insurer Default”), the NIMS Insurer will be entitled to
exercise, among others, certain rights that preempt the rights of the holders of the Offered Certificates and the Class B Certificates, without the consent of
such holders, and the holders of the Offered Certificates and the Class B Certificates may exercise such rights only with the prior written consent of the
NIMS Insurer. Such rights are expected to include (i) the right to provide notices of Master Servicer defaults and the right to direct the Trustee to terminate
the rights and obligations of the Master Servicer under the pooling agreement in the event of a default by the Master Servicer; (ii) the right to remove the
Trustee, any co−trustee or custodian pursuant to the pooling agreement; and (iii) the right to direct the Trustee to make investigations and take actions
pursuant to the pooling agreement. In addition, unless a NIMS Insurer Default exists, the NIMS Insurer’s
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consent will be required prior to, among other things: (i) the appointment of any successor master servicer or the removal of the Trustee; (ii) the
appointment and removal of any subservicer other than WMB or any co−trustee; or (iii) any amendment to the pooling agreement regardless of whether
such amendment would affect the Class C Certificates, the Class P Certificates or the Class R Certificates.

Investors in the Offered Certificates and Class B Certificates should note that:
• any NIMS Policy will not cover, or benefit in any manner whatsoever, the Offered Certificates or the Class B Certificates;

• the rights granted to any NIMS Insurer are extensive;

• the interests of any NIMS Insurer may be inconsistent with, and adverse to, the interests of the holders of the Offered Certificates and the
Class B Certificates, and the NIMS Insurer has no obligation or duty to consider the interests of the Offered Certificates or the Class B
Certificates in connection with the exercise or non−exercise of the NIMS Insurer’s rights;

• any NIMS Insurer’s exercise of the rights and consents set forth above may negatively affect the Offered Certificates and the Class B
Certificates, and the existence of such rights, whether or not exercised, may adversely affect the liquidity of the Offered Certificates and the
Class B Certificates relative to other asset−backed certificates backed by comparable mortgage loans and with comparable payment
priorities and ratings; and

• there may be more than one series of notes insured by the NIMS Insurer and the NIMS Insurer will have the rights described in this
prospectus supplement and set forth in the Pooling Agreement so long as any such series of notes remain outstanding.

Legal Actions are Pending Against the Seller

Because the nature of the Seller’s business involves the collection of numerous accounts, the validity of liens and compliance with state and
federal lending laws, the Seller is subject to claims and legal actions in the ordinary course of its business. While it is impossible to estimate with certainty
the ultimate legal and financial liability with respect to claims and actions, and while an adverse judgment in a claim or action could have a significant
adverse financial effect on the Seller, the Seller believes that the aggregate amount of liabilities that it may face will not result in monetary damages which
in the aggregate would have a material adverse effect on the financial condition or results of the Seller.

Terrorist Attacks and Military Action Could Adversely Affect the Yield on the Offered Certificates and the ClassB Certificates

Since the terrorist attacks in the United States on September 11, 2001, there exists an increased likelihood of further terrorist activity in the
United States. In addition, current political and military tensions in the Middle East have resulted in a significant deployment of United States military
personnel in the region. Investors should consider the possible effects of past and possible future terrorist attacks and any resulting military response by the
United States on the delinquency, default and prepayment experience of the Mortgage Loans. In accordance with the servicing standard set forth in the
pooling agreement, the Master Servicer may defer, reduce or forgive payments and delay foreclosure proceedings in respect of Mortgage Loans to
mortgagors affected in some way by past and possible future events. In addition, the current deployment of United States military personnel in the Middle
East and the activation of a substantial number of United States military reservists or members of the National Guard may significantly increase the
proportion of Mortgage Loans whose mortgage payments are reduced by the application of the Relief Act.See“Legal Aspects of Mortgage
Assets—Servicemembers Civil Relief Act” in the accompanying prospectus for additional information.

The Relief Act provides relief to mortgagors who enter active military service and to mortgagors in reserve status who are called to active
duty after the origination of their mortgage loan. The Relief Act provides generally that these mortgagors may not be charged interest on a mortgage loan in
excess of 6% per annum during the period of the mortgagor’s active duty. These reductions are not required to be paid by the mortgagor at any future time,
will not be
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advanced by the Master Servicer and will reduce accrued interest on each class of Offered Certificates and the Class B Certificates on apro rata basis. In
addition, the Relief Act imposes limitations that would impair the ability of the Master Servicer to foreclose on an affected mortgage loan during the
mortgagor’s period of active duty status, and, under some circumstances during an additional period thereafter. Certain reductions in interest collections
arising from the application of the Relief Act or any state law providing for similar relief will not be covered by the Master Servicer or any subservicer.

Suitability of the Offered Certificates and the Class B Certificates as Investments

The Offered Certificates and the Class B Certificates are not suitable investments for any investor that requires a regular or predictable
schedule of monthly payments or payment on any specific date. The Offered Certificates and the Class B Certificates are complex investments that should
be considered only by investors who, either alone or with their financial, tax and legal advisors, have the expertise to analyze the prepayment, reinvestment,
default and market risk, the tax consequences of an investment and the interaction of these factors.
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THE MORTGAGE POOL

The information set forth in the following paragraphs has been provided by the Seller. Neither the Depositor nor any other affiliate of the
Seller, nor any of the Trustee, the NIMS Insurer, if any, the Underwriters, the Subservicer or any of their respective affiliates has made or will make any
representation as to the accuracy or completeness of such information.

The statistical information presented in this prospectus supplement relates to the Mortgage Loans and related mortgaged properties in each
Loan Group as of the Cut−off Date. On the Closing Date, the mortgage pool will consist of approximately 14,075 Mortgage Loans with an aggregate
Scheduled Principal Balance as of the Cut−off Date of approximately $2,755,716,668 consisting of approximately 3,314 Group I Mortgage Loans with an
aggregate Scheduled Principal Balance as of the Cut−off Date of approximately $452,866,268, approximately 6,131 Group II Mortgage Loans with an
aggregate Scheduled Principal Balance as of the Cut−off Date of approximately $873,528,670 and approximately 4,630 Group III Mortgage Loans with an
aggregate Scheduled Principal Balance as of the Cut−off Date of approximately $1,429,321,730. Prior to the Closing Date, Mortgage Loans may be
removed from the mortgage pool as a result of incomplete documentation, delinquency, payment in full, insufficient collateral value or otherwise if the
Depositor deems such removal necessary or desirable, and may be prepaid at any time, and some Mortgage Loans may be added to the mortgage pool. As a
result, the characteristics of the Mortgage Loans on the Closing Date may differ from the characteristics presented in this prospectus supplement; however,
such differences are not expected to be material.

Unless otherwise noted, all statistical percentages or weighted averages set forth in this prospectus supplement are measured as a percentage
of the aggregate Scheduled Principal Balance as of the Cut−off Date of the Mortgage Loans in the applicable Loan Group, or of the indicated subset of the
Mortgage Loans in the applicable Loan Group. The “Principal Balance” of a Mortgage Loan as of any date is equal to the principal balance of such
Mortgage Loan at its origination, less the sum of scheduled and unscheduled payments in respect of principal made on such Mortgage Loan. The
“Scheduled Principal Balance” of a Mortgage Loan as of any date is equal to the principal balance of such Mortgage Loan at its origination, less the sum of
all scheduled payments in respect of principal due on such Mortgage Loan on or before such date, whether or not received.

General

Long Beach Mortgage Loan Trust 2005−WL2 (the “Trust”) will consist of a pool of residential mortgage loans (the “Mortgage Loans” or the
“Mortgage Pool”). Such pool will, in turn, consist of the Group I Mortgage Loans, which consist of fixed−rate and adjustable−rate, first lien residential
mortgage loans with principal balances that conform to Fannie Mae and Freddie Mac loan limits, the Group II Mortgage Loans, which consist of fixed−rate
and adjustable−rate, first lien residential mortgage loans with principal balances that conform to Fannie Mae and Freddie Mac loan limits and the Group III
Mortgage Loans, which consist of fixed−rate and adjustable−rate, first lien residential mortgage loans with principal balances that may or may not conform
to Fannie Mae and Freddie Mac loan limits. The Mortgage Loans have original terms to maturity ranging from 15 years to 40 years and an aggregate
Scheduled Principal Balance as of the Cut−off Date of approximately $2,755,716,668. All of the Mortgage Loans will be secured by first mortgages or
deeds of trust or other similar security instruments (each, a “Mortgage”). The Mortgages create first liens on one− to four−family residential properties
consisting of attached or detached one− to four−family dwelling units and individual condominium units (each, a “Mortgaged Property”).

The Depositor will purchase the Mortgage Loans from the Seller pursuant to the Mortgage Loan Purchase Agreement (the “Mortgage Loan
Purchase Agreement”) between the Seller and the Depositor. Pursuant to the Pooling and Servicing Agreement, dated as of August 1, 2005 (the “Pooling
Agreement”), among the Depositor, the Master Servicer and the Trustee, the Depositor will cause the Mortgage Loans to be assigned to the Trustee for the
benefit of the Certificateholders.See“The Pooling Agreement” in this prospectus supplement.

Each of the Mortgage Loans was selected from the Seller’s portfolio of mortgage loans. The Mortgage Loans were originated by the Seller
or acquired by the Seller in the secondary market in the ordinary course of its business and were underwritten or re−underwritten by the Seller generally in
accordance with its underwriting guidelines as described under “Long Beach Mortgage Company—Underwriting Guidelines” in this prospectus
supplement.
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Under the Mortgage Loan Purchase Agreement, the Seller will make certain representations and warranties to the Depositor (which will be
assigned to the Trustee) relating to, among other things, the due execution and enforceability of the Mortgage Loan Purchase Agreement and certain
characteristics of the Mortgage Loans. Subject to certain limitations, the Seller will be obligated to repurchase or substitute a similar mortgage loan for any
Mortgage Loan as to which there exists deficient documentation or an uncured breach of any such representation or warranty, if such breach of any such
representation or warranty materially and adversely affects the Certificateholders’ interests in such Mortgage Loan. The Depositor will make no
representations or warranties with respect to the Mortgage Loans and will have no obligation to repurchase or substitute Mortgage Loans with deficient
documentation or that are otherwise defective. The Seller will have no obligation with respect to the Certificates in its capacity as Seller other than the
repurchase or substitution obligations described above.

No proceeds from any Mortgage Loan were, or will be, used to finance single−premium credit insurance policies.

Each Mortgage Loan will accrue interest at the fixed rate or adjustable rate calculated as specified under the terms of the related mortgage
note (each such rate, a “Mortgage Rate”).

Approximately 8.71% of the Mortgage Loans are fixed−rate Mortgage Loans. A fixed−rate Mortgage Loan has a Mortgage Rate that is fixed
for the life of the related Mortgage Loan.

Approximately 91.29% of the Mortgage Loans are adjustable−rate Mortgage Loans. Each adjustable−rate Mortgage Loan accrues interest at
a Mortgage Rate that adjusts from time to time as described below. Generally, the adjustable−rate Mortgage Loans provide for semi−annual adjustment to
the Mortgage Rate thereon and for corresponding adjustments to the monthly payment amount due thereon, in each case on each adjustment date applicable
thereto (each such date, an “Adjustment Date”); provided, that the first adjustment for the adjustable−rate Mortgage Loans will occur within an initial period
of six months, in the case of approximately 0.89% of the Mortgage Loans, two years, in the case of approximately 76.40% of the Mortgage Loans, three
years, in the case of approximately 12.68% of the Mortgage Loans and five years, in the case of approximately 1.32% of the Mortgage Loans. On each
Adjustment Date for each adjustable−rate Mortgage Loan, the Mortgage Rate thereon will be adjusted to equal the sum, rounded to the nearest or next
highest multiple of 0.125%, of Six−Month LIBOR and a related fixed percentage amount set forth in the mortgage note (the “Gross Margin”).

The Mortgage Rate on each adjustable−rate Mortgage Loan will not decrease or increase on the first related Adjustment Date by more than a
stated percentage specified in the related mortgage note on the first related Adjustment Date (the “Initial Periodic Rate Cap”) and will not increase or
decrease by more than a stated percentage specified in the related mortgage note on any Adjustment Date thereafter (the “Subsequent Periodic Rate Cap”).
The adjustable−rate Mortgage Loans have a weighted average Initial Periodic Rate Cap of approximately 2.039% per annum and a weighted average
Subsequent Periodic Rate Cap of approximately 1.000% per annum. Each Mortgage Rate on each adjustable−rate Mortgage Loan will not exceed a
specified maximum Mortgage Rate over the life of such Mortgage Loan (the “Maximum Mortgage Rate”) or be less than a specified minimum Mortgage
Rate over the life of such Mortgage Loan (the “Minimum Mortgage Rate”). Effective with the first monthly payment due on each adjustable−rate Mortgage
Loan after each related Adjustment Date, the monthly payment amount will be adjusted to an amount that will amortize fully the outstanding Scheduled
Principal Balance of the related Mortgage Loan over its remaining term, and pay interest at the Mortgage Rate as so adjusted. Due to the application of the
Periodic Rate Caps and the Maximum Mortgage Rates, the Mortgage Rate on each such adjustable−rate Mortgage Loan, as adjusted on any related
Adjustment Date, may be less than the sum of the Index and the related Gross Margin, rounded as described in this prospectus supplement. None of the
adjustable−rate Mortgage Loans permits the related mortgagor to convert the adjustable Mortgage Rate thereon to a fixed Mortgage Rate.

With respect to the adjustable−rate Mortgage Loans, the “Index” is generally the average of interbank offered rates for six−month U.S.
dollar deposits in the London market based on quotations of major banks, and most recently available as of a day specified in the related note as published
in the Western Edition ofThe Wall Street Journal(“Six−Month LIBOR”). If the Index becomes unpublished or is otherwise unavailable, the Master
Servicer will select an alternative index which is based upon comparable information.
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Approximately 8.67%, 0.15%, and 0.26% of the Mortgage Loans require the mortgagors to make monthly payments only of accrued interest
for the first two, three and five years, respectively, following origination. At the end of such periods, the monthly payments on each such interest only
Mortgage Loan will be recalculated to provide for amortization of the Principal Balance by the maturity date and payment of interest at the then−current
Mortgage Rate. With respect to such Mortgage Loans, the related mortgage rate is fixed for the related interest only period following origination and adjusts
based on Six−Month LIBOR with semi−annual adjustments thereafter.

Approximately 69.86% of the Mortgage Loans provide for payment by the mortgagor of a prepayment charge in limited circumstances on
certain prepayments. Generally, each Mortgage Loan having a prepayment charge provision provides for payment of a prepayment charge on certain partial
prepayments and prepayments in full made during the 36 months from the first Due Date of such Mortgage Loan. The amount of such prepayment charge is
generally equal to: (a) 3% of the original Principal Balance of the Mortgage Loan if the prepayment is received on or before the first anniversary of the first
Due Date of the Mortgage Loan; (b) 2% of the original Principal Balance of the Mortgage Loan if the prepayment is received after the first anniversary of
the first Due Date of the Mortgage Loan but on or before the second anniversary of the first Due Date of the Mortgage Loan; and (c) 1% of the original
Principal Balance of the Mortgage Loan if the prepayment is received after the second anniversary of the first Due Date of the Mortgage Loan but on or
before the third anniversary of the first Due Date of the Mortgage Loan. The holders of the Class P Certificates will be entitled to all prepayment charges
received on the Mortgage Loans, and such amounts will not be available for distribution on the other classes of Certificates. Under certain circumstances, as
described in the Pooling Agreement, the Master Servicer may waive the payment of any otherwise applicable prepayment charge. Investors should conduct
their own analysis of the effect, if any, that the prepayment charges, and decisions by the Master Servicer with respect to the waiver thereof, may have on
the prepayment performance of the Mortgage Loans. The Depositor makes no representations as to the effect that the prepayment charges, and decisions by
the Master Servicer with respect to the waiver thereof, may have on the prepayment performance of the Mortgage Loans.

Approximately 27.58% of the Mortgage Loans had loan−to−value ratios at origination in excess of 80%. No Mortgage Loan had a
loan−to−value ratio at origination in excess of 100%, and the weighted average loan−to−value ratio of the Mortgage Loans at origination was approximately
80.91%. There can be no assurance that the loan−to−value ratio of any Mortgage Loan determined at any time after origination is less than or equal to its
original loan−to−value ratio. Additionally, the Master Servicer’s determination of the value of a Mortgaged Property used in the calculation of the
loan−to−value ratios of the Mortgage Loans may differ from the appraised value of such Mortgaged Property or the actual value of such Mortgaged
Property.

All of the Mortgage Loans have a scheduled payment due each month (the “Due Date”) on the first day of the month.

The weighted average remaining term to maturity of the Mortgage Loans was approximately 387 months as of the Cut−off Date. None of the
Mortgage Loans had a first Due Date prior to September 1, 1999 or after July 1, 2005 or will have a remaining term to maturity of less than 175 months or
greater than 478 months as of the Cut−off Date. The latest maturity date of any Mortgage Loan is June 1, 2045. Approximately 25.73% of the Mortgage
Loans had an original term to maturity of 480 months.

The Class I−A1 Certificates and the Class I−A2 Certificates will generally represent interests in the Group I Mortgage Loans, the Class
II−A1 Certificates and the Class II−A2 Certificates will generally represent interests in the Group II Mortgage Loans, and the Class III−A1 Certificates, the
Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will generally represent interests in
the Group III Mortgage Loans. The Mezzanine Certificates and the Class B Certificates will represent interests in all Mortgage Loans. Information about the
characteristics of the Mortgage Loans in each such group is described under “The Group I Mortgage Loans,” “The Group II Mortgage Loans” and “The
Group III Mortgage Loans” below.

The Group I Mortgage Loans

The Group I Mortgage Loans consist of approximately 3,314 Mortgage Loans and have an aggregate Scheduled Principal Balance as of the
Cut−off Date of approximately $452,866,268. The Group I Mortgage Loans are secured by first liens on the related Mortgaged Property.
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Approximately 13.12% of the Group I Mortgage Loans are fixed−rate Mortgage Loans, and approximately 86.88% of the Group I Mortgage
Loans are adjustable−rate Mortgage Loans. The first adjustment for the adjustable−rate Group I Mortgage Loans will occur within an initial period of six
months, in the case of approximately 0.65% of the Group I Mortgage Loans, two years, in the case of approximately 76.29% of the Group I Mortgage
Loans, three years, in the case of approximately 8.29% of the Group I Mortgage Loans and five years, in the case of approximately 1.64% of the Group I
Mortgage Loans. The adjustable−rate Group I Mortgage Loans have a weighted average Initial Periodic Rate Cap of approximately 2.063% per annum and
a weighted average Subsequent Periodic Rate Cap of approximately 1.000% per annum.

Approximately 1.79% and 0.08% of the Group I Mortgage Loans have interest only−periods of two and five years, respectively, following
the date of origination.

Approximately 69.24% of the Group I Mortgage Loans provide for payment by the mortgagor of a prepayment charge in limited
circumstances on certain prepayments.

Approximately 31.21% of the Group I Mortgage Loans had loan−to−value ratios at origination in excess of 80%. No Group I Mortgage
Loan had a loan−to−value ratio at origination in excess of 100%, and the weighted average loan−to−value ratio of the Group I Mortgage Loans at
origination was approximately 80.46%.

The weighted average remaining term to maturity of the Group I Mortgage Loans was approximately 375 months as of the Cut−off Date.
None of the Group I Mortgage Loans had a first Due Date prior to January 1, 2005 or after July 1, 2005 or will have a remaining term to maturity of less
than 176 months or greater than 477 months as of the Cut−off Date. The latest maturity date of any Group I Mortgage Loan is May 1, 2045.

The average Principal Balance of the Group I Mortgage Loans at origination was approximately $136,947. The average Scheduled Principal
Balance of the Group I Mortgage Loans as of the Cut−off Date was approximately $136,652. No Group I Mortgage Loan had a Scheduled Principal Balance
as of the Cut−off Date greater than $457,276 or less than $23,821.

The Group I Mortgage Loans that have credit scores had a weighted average credit score of approximately 615. The credit scores for the
Group I Mortgage Loans that have credit scores ranged from a minimum credit score of 500 to a maximum credit score of 813.See “Long Beach Mortgage
Company—Underwriting Guidelines.” One of the Group I Mortgage Loans did not have a credit score, which represents approximately 0.03% of the Group
I Mortgage Loans.

The Group I Mortgage Loans had Mortgage Rates as of the Cut−off Date of not less than 5.250% per annum and not more than 12.350% per
annum and the weighted average Mortgage Rate of the Group I Mortgage Loans was approximately 7.573% per annum as of the Cut−off Date.
Approximately 16.10% of the Group I Mortgage Loans had an original term to maturity of 480 months.

As of the Cut−off Date, the adjustable−rate Group I Mortgage Loans had Gross Margins ranging from 4.700% per annum to 7.990% per
annum, Minimum Mortgage Rates ranging from 4.990% per annum to 12.350% per annum and Maximum Mortgage Rates ranging from 11.250% per
annum to 18.350% per annum. As of the Cut−off Date, the adjustable−rate Group I Mortgage Loans had a weighted average Gross Margin of approximately
5.125% per annum, a weighted average Minimum Mortgage Rate of approximately 7.568% per annum and a weighted average Maximum Mortgage Rate of
approximately 13.570% per annum. The first Adjustment Date following the Cut−off Date on any adjustable−rate Group I Mortgage Loan will occur on
October 1, 2005, and the weighted average time until the first Adjustment Date for the adjustable−rate Group I Mortgage Loans following the Cut−off Date
is approximately 23 months.

The Group I Mortgage Loans are expected to have the following characteristics as of the Cut−off Date (the sum in any column may not
equal the total indicated due to rounding):
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Scheduled Principal Balances as of the Cut−off Date of the GroupI Mortgage Loans(1)

Scheduled Principal Balance ($)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

          0.01 −    25,000.00 2 $ 48,729.72 0.01%

 25,000.01 −    50,000.00 176 7,571,394.01 1.67

 50,000.01 −    75,000.00 399 25,075,306.35 5.54

 75,000.01 −  100,000.00 605 53,359,225.37 11.78

100,000.01 − 125,000.00 576 65,172,094.98 14.39

125,000.01 − 150,000.00 589 81,121,478.79 17.91

150,000.01 − 175,000.00 233 36,915,946.95 8.15

175,000.01 − 200,000.00 172 32,185,965.73 7.11

200,000.01 − 250,000.00 244 54,811,174.20 12.10

250,000.01 − 300,000.00 166 45,452,023.77 10.04

300,000.01 − 400,000.00 142 46,894,314.22 10.36

400,000.01 − 500,000.00 10 4,258,614.19 0.94

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

The average Scheduled Principal Balance as of the Cut−off Date of the Group I Mortgage Loans was approximately $136,652. The principal balances of all of the Group I Mortgage
Loans conform to Fannie Mae and Freddie Mac loan limits.

Original Terms to Maturity of the Group I Mortgage Loans(1)

Original Term (months)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

180 24 $ 2,044,874.05 0.45%

240 5 587,519.42 0.13

360 2,842 377,316,215.21 83.32

480 443 72,917,659.60 16.10

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

The weighted average original term to maturity of the Group I Mortgage Loans was approximately 378 months.
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Remaining Terms to Maturity of the Group I Mortgage Loans(1)

Remaining Term (months)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

175 − 180 24 $ 2,044,874.05 0.45%

181 − 348 5 587,519.42 0.13

349 − 360 2,842 377,316,215.21 83.32

361 − 480 443 72,917,659.60 16.10

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

The weighted average remaining term to maturity of the Group I Mortgage Loans was approximately 375 months.

Property Types of the GroupI Mortgage Loans

Property Type
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Single Family 2,451 $ 321,778,686.76 71.05%

PUD(1) 403 62,015,422.26 13.69

2−4 Units 181 34,360,491.30 7.59

Condominium 265 33,284,181.01 7.35

Townhouse 14 1,427,486.95 0.32

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

PUD refers to a home or “unit” in a Planned Unit Development.

Occupancy Status of the GroupI Mortgage Loans(1)

Occupancy Status
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Owner Occupied 2,892 $ 402,374,228.05 88.85%

Non−Owner Occupied 383 44,694,903.11 9.87

Second Home 39 5,797,137.12 1.28

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

Occupancy as represented by the mortgagor at the time of origination.
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Purpose of the GroupI Mortgage Loans

Purpose
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Cash Out Refinance 1,334 $ 233,997,173.53 51.67%
Purchase 1,854 197,765,266.72 43.67
Rate/Term Refinance 126 21,103,828.03 4.66

Total 3,314 $ 452,866,268.28 100.00%

Original Loan−to−Value Ratios of the Group I Mortgage Loans(1)

Original Loan−to−Value Ratio (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

  9.01 −   50.00 53 $ 6,284,507.36 1.39%
50.01 −   60.00 65 11,225,727.94 2.48
60.01 −   70.00 184 30,135,456.95 6.65
70.01 −   75.00 137 24,626,050.03 5.44
75.01 −   80.00 1,869 239,246,625.82 52.83
80.01 −   85.00 249 39,922,988.16 8.82
85.01 −   90.00 538 73,738,053.51 16.28
90.01 −   95.00 174 23,804,093.93 5.26
95.01 − 100.00 45 3,882,764.58 0.86

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

The weighted average original loan−to−value ratio of the Group I Mortgage Loans as of the Cut−off Date was approximately 80.46%.
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Geographic Distribution of the Mortgaged Properties relating to the GroupI Mortgage Loans(1)

Location
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Alabama 45 $ 3,915,654.47 0.86%
Alaska 16 2,571,499.52 0.57
Arizona 70 9,596,201.11 2.12
Arkansas 13 1,112,711.35 0.25
California 376 78,440,798.31 17.32
Colorado 95 15,240,714.53 3.37
Connecticut 32 5,559,756.00 1.23
Delaware 3 455,922.11 0.10
District of Columbia 7 1,338,877.30 0.30
Florida 352 50,581,034.73 11.17
Georgia 129 17,527,803.66 3.87
Hawaii 2 586,251.35 0.13
Idaho 3 341,727.48 0.08
Illinois 263 38,943,477.35 8.60
Indiana 59 4,914,751.07 1.09
Iowa 23 2,145,302.41 0.47
Kansas 7 774,400.92 0.17
Kentucky 11 1,165,940.64 0.26
Louisiana 43 4,046,316.46 0.89
Maine 10 1,657,564.07 0.37
Maryland 72 12,760,765.93 2.82
Massachusetts 24 4,814,534.57 1.06
Michigan 128 12,238,827.87 2.70
Minnesota 17 2,112,670.27 0.47
Missouri 49 4,369,577.38 0.96
Montana 9 981,259.91 0.22
Nebraska 34 2,861,460.11 0.63
Nevada 20 3,508,291.86 0.77
New Hampshire 9 1,734,338.60 0.38
New Jersey 74 15,037,828.31 3.32
New Mexico 14 1,367,530.22 0.30
New York 39 8,774,498.41 1.94
North Carolina 68 6,786,134.10 1.50
North Dakota 3 173,321.74 0.04
Ohio 46 4,691,550.23 1.04
Oklahoma 42 3,877,833.39 0.86
Oregon 82 10,989,609.77 2.43
Pennsylvania 82 8,184,777.38 1.81
Rhode Island 8 1,242,143.51 0.27
South Carolina 35 3,400,902.85 0.75
South Dakota 2 200,335.68 0.04
Tennessee 123 11,588,037.70 2.56
Texas 515 50,816,711.15 11.22
Utah 37 4,908,019.71 1.08
Vermont 1 121,202.03 0.03
Virginia 50 9,090,869.37 2.01
Washington 118 19,368,454.34 4.28
West Virginia 7 688,942.39 0.15
Wisconsin 44 4,838,225.72 1.07
Wyoming 3 420,908.94 0.09

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

The greatest ZIP Code geographic concentration of the Group I Mortgage Loans was approximately 0.46% in the 60629 ZIP Code.
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Documentation Level of the GroupI Mortgage Loans(1)

Documentation Level
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Full Documentation 2,297 $ 310,559,496.77 68.58%
Stated Income Documentation 969 136,024,702.41 30.04
Limited Documentation 48 6,282,069.10 1.39

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

For a description of each Documentation Level,see “Long Beach Mortgage Company—Underwriting Guidelines” herein.

Credit Grade for the Group I Mortgage Loans(1)

Credit Grade
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Premium A 2,682 $ 350,361,990.90 77.37%
A 263 41,301,968.42 9.12
A− 97 16,659,714.10 3.68
B+ 42 6,658,464.77 1.47
B 111 18,798,826.43 4.15
C 83 14,688,091.57 3.24
D 36 4,397,212.09 0.97

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

For a description of Credit Grade,see “Long Beach Mortgage Company—Risk Categories” herein.
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Credit Scores for the GroupI Mortgage Loans(1)

Credit Score
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

         N/A 1 $ 143,533.08 0.03%
476 − 500 6 1,148,947.96 0.25
501 − 525 154 23,620,273.92 5.22
526 − 550 247 38,082,169.24 8.41
551 − 575 337 48,136,498.25 10.63
576 − 600 611 77,040,465.45 17.01
601 − 625 599 79,919,519.54 17.65
626 − 650 565 74,764,071.03 16.51
651 − 675 340 45,611,026.20 10.07
676 − 700 211 29,153,890.08 6.44
701 − 725 116 16,998,175.72 3.75
726 − 750 79 11,521,728.56 2.54
751 − 775 32 4,229,018.43 0.93
776 − 800 14 2,337,962.04 0.52
801 − 825 2 158,988.78 0.04

Total 3,314 $ 452,866,268.28 100.00%

______________
(1)

The weighted average credit score of the Group I Mortgage Loans that had credit scores was approximately 615.

S−34

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 41 of 303



Current Mortgage Rates of the Group I Mortgage Loans(1)

Current Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

  5.001 −   5.500 13 $ 2,306,320.88 0.51%
  5.501 −   6.000 77 15,657,155.21 3.46
  6.001 −   6.500 290 49,057,910.74 10.83
  6.501 −   7.000 534 86,198,720.62 19.03
  7.001 −   7.500 631 87,562,376.90 19.34
  7.501 −   8.000 604 82,894,527.34 18.30
  8.001 −   8.500 379 46,825,498.63 10.34
  8.501 −   9.000 356 41,607,797.64 9.19
  9.001 −   9.500 178 18,173,170.09 4.01
  9.501 − 10.000 140 13,497,959.25 2.98
10.001 − 10.500 46 3,393,692.75 0.75
10.501 − 11.000 29 2,497,317.22 0.55
11.001 − 11.500 18 1,290,406.77 0.28
11.501 − 12.000 10 669,165.60 0.15
12.001 − 12.500 9 1,234,248.64 0.27

Total 3,314 $ 452,866,268.28 100.00%

______________
(1) The weighted average current Mortgage Rate of the Group I Mortgage Loans as of the Cut−off Date was approximately 7.573% per annum.
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Maximum Mortgage Rates of the Adjustable−Rate GroupI Mortgage Loans(1)

Maximum Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

11.001 − 11.500 13 $ 2,306,320.88 0.59%
11.501 − 12.000 77 15,657,155.21 3.98
12.001 − 12.500 244 41,104,536.67 10.45
12.501 − 13.000 461 73,898,075.67 18.78
13.001 − 13.500 536 75,410,314.71 19.17
13.501 − 14.000 505 70,653,029.99 17.96
14.001 − 14.500 333 42,372,948.22 10.77
14.501 − 15.000 297 36,195,597.86 9.20
15.001 − 15.500 157 16,168,262.96 4.11
15.501 − 16.000 119 11,976,422.32 3.04
16.001 − 16.500 35 2,825,394.40 0.72
16.501 − 17.000 26 2,293,098.65 0.58
17.001 − 17.500 13 874,857.74 0.22
17.501 − 18.000 9 623,594.58 0.16
18.001 − 18.500 8 1,078,337.38 0.27

Total 2,833 $ 393,437,947.24 100.00%

______________
(1) The weighted average Maximum Mortgage Rate of the adjustable−rate Group I Mortgage Loans as of the Cut−off Date was approximately 13.570% per annum.
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Minimum Mortgage Rates of the Adjustable−Rate GroupI Mortgage Loans(1)

Minimum Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

4.501 −  5.000 1 $ 94,015.88 0.02%

5.001 −  5.500 13 2,306,320.88 0.59

5.501 −  6.000 77 15,657,155.21 3.98

6.001 −  6.500 244 41,104,536.67 10.45

6.501 −  7.000 462 74,205,742.86 18.86

7.001 −  7.500 536 75,410,314.71 19.17

7.501 −  8.000 503 70,251,346.92 17.86

8.001 −  8.500 333 42,436,024.47 10.79

8.501 −  9.000 298 36,374,168.83 9.25

9.001 −  9.500 157 16,105,186.71 4.09
9.501 − 10.000 118 11,797,851.35 3.00

10.001 − 10.500 35 2,825,394.40 0.72
10.501 − 11.000 26 2,293,098.65 0.58
11.001 − 11.500 13 874,857.74 0.22
11.501 − 12.000 9 623,594.58 0.16
12.001 − 12.500 8 1,078,337.38 0.27

Total 2,833 $ 393,437,947.24 100.00%

______________
(1)

The weighted average Minimum Mortgage Rate of the adjustable−rate Group I Mortgage Loans as of the Cut−off Date was approximately 7.568% per annum.

Gross Margins of the Adjustable−Rate GroupI Mortgage Loans(1)

Gross Margin (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

4.501 − 5.000 2,595 $ 352,420,119.43 89.57%
5.501 − 6.000 135 23,988,958.59 6.10
6.501 − 7.000 102 16,703,604.94 4.25
7.501 − 8.000 1 325,264.28 0.08

Total 2,833 $ 393,437,947.24 100.00%

______________
(1)

The weighted average Gross Margin of the adjustable−rate Group I Mortgage Loans as of the Cut−off Date was approximately 5.125% per annum.
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Next Adjustment Dates for the Adjustable−Rate GroupI Mortgage Loans

Next Adjustment Date
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

October 2005 1 $ 119,599.17 0.03%
November 2005 8 1,356,607.75 0.34
December 2005 7 1,477,190.77 0.38
December 2006 2 352,300.76 0.09
January 2007 2 257,942.13 0.07
February 2007 3 348,300.81 0.09
March 2007 58 9,783,850.06 2.49
April 2007 345 49,355,218.00 12.54
May 2007 1,308 183,804,972.03 46.72
June 2007 816 101,596,643.14 25.82
January 2008 1 141,896.94 0.04
March 2008 24 3,856,560.87 0.98
April 2008 123 19,837,626.99 5.04
May 2008 77 11,761,943.12 2.99
June 2008 15 1,939,275.88 0.49
January 2010 1 141,233.35 0.04
March 2010 1 85,260.49 0.02
April 2010 9 1,550,186.15 0.39
May 2010 19 3,240,492.10 0.82
June 2010 13 2,430,846.73 0.62

Total 2,833 $ 393,437,947.24 100.00%

Initial Periodic Rate Caps of the Adjustable−Rate GroupI Mortgage Loans(1)

Initial Periodic Rate Cap (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

1.000 116 $ 20,845,066.34 5.30%
2.000 2,430 326,820,709.81 83.07
3.000 287 45,772,171.09 11.63

Total 2,833 $ 393,437,947.24 100.00%

______________
(1)

Relates solely to initial rate adjustments. The weighted average Initial Periodic Rate Cap of the adjustable−rate Group I Mortgage Loans as of the Cut−off Date was approximately
2.063%.
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Subsequent Periodic Rate Caps of the Adjustable−Rate GroupI Mortgage Loans(1)

Subsequent Periodic Rate Cap(%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

1.000 2,833 $ 393,437,947.24 100.00%

Total 2,833 $ 393,437,947.24 100.00%

______________
(1)

Relates to all rate adjustments subsequent to initial rate adjustments.

The Group II Mortgage Loans

The Group II Mortgage Loans consist of approximately 6,131 Mortgage Loans and have an aggregate Scheduled Principal Balance as of the
Cut−off Date of approximately $873,528,670. The Group II Mortgage Loans are secured by first liens on the related Mortgaged Property.

Approximately 12.43% of the Group II Mortgage Loans are fixed−rate Mortgage Loans, and approximately 87.57% of the Group II
Mortgage Loans are adjustable−rate Mortgage Loans. The first adjustment for the adjustable rate Group II Mortgage Loans will occur within an initial
period of six months, in the case of approximately 1.06% of the Group II Mortgage Loans, two years, in the case of approximately 77.19% of the Group II
Mortgage Loans, three years, in the case of approximately 7.82% of the Group II Mortgage Loans and five years, in the case of approximately 1.50% of the
Group II Mortgage Loans. The adjustable−rate Group II Mortgage Loans have a weighted average Initial Periodic Rate Cap of approximately 2.002% per
annum and a weighted average Subsequent Periodic Rate Cap of approximately 1.000% per annum.

Approximately 7.06%, 0.12% and 0.33% of the Group II Mortgage Loans have interest only−periods of two, three and five years,
respectively, following the date of origination.

Approximately 67.46% of the Group II Mortgage Loans provide for payment by the mortgagor of a prepayment charge in limited
circumstances on certain prepayments.

Approximately 37.93% of the Group II Mortgage Loans had loan−to−value ratios at origination in excess of 80%. No Group II Mortgage
Loan had a loan−to−value ratio at origination in excess of 100%, and the weighted average loan−to−value ratio of the Group II Mortgage Loans at
origination was approximately 80.74%.

The weighted average remaining term to maturity of the Group II Mortgage Loans was approximately 373 months as of the Cut−off Date.
None of the Group II Mortgage Loans had a first Due Date prior to September 1, 1999, or after July 1, 2005 or will have a remaining term to maturity of
less than 175 months or greater than 478 months as of the Cut−off Date. The latest maturity date of any Group II Mortgage Loan is June 1, 2045.
Approximately 14.31% of the Group II Mortgage Loans had an original term to maturity of 480 months.

The average Principal Balance of the Group II Mortgage Loans at origination was approximately $142,767. The average Scheduled Principal
Balance of the Group II Mortgage Loans as of the Cut−off Date was approximately $142,477. No Group II Mortgage Loans had a Principal Balance as of
the Cut−off Date greater than $677,885 or less than $21,348.

The Group II Mortgage Loans had a weighted average credit score of approximately 614. The credit scores for the Group II Mortgage Loans
ranged from a minimum credit score of 500 to a maximum credit score of 817.See“Long Beach Mortgage Company—Underwriting Guidelines.”

The Group II Mortgage Loans had Mortgage Rates as of the Cut−off Date of not less than 5.350% per annum and not more than 12.100%
per annum and the weighted average Mortgage Rate of the Group II Mortgage Loans was approximately 7.611% per annum as of the Cut−off Date.
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As of the Cut−off Date, the adjustable−rate Group II Mortgage Loans had Gross Margins ranging from 4.650% per annum to 7.990% per
annum, Minimum Mortgage Rates ranging from 5.350% per annum to 12.100% per annum and Maximum Mortgage Rates ranging from 11.350% per
annum to 18.100% per annum. As of the Cut−off Date, the adjustable−rate Group II Mortgage Loans had a weighted average Gross Margin of
approximately 5.154% per annum, a weighted average Minimum Mortgage Rate of approximately 7.621% per annum and a weighted average Maximum
Mortgage Rate of approximately 13.622% per annum. The first Adjustment Date following the Cut−off Date on any adjustable−rate Group II Mortgage
Loan occurs on October 1, 2005, and the weighted average time until the first Adjustment Date for the adjustable−rate Group II Mortgage Loans following
the Cut−off Date is 23 months.

The Group II Mortgage Loans are expected to have the following characteristics as of the Cut−off Date (the sum in any column may not
equal the total indicated due to rounding):

Scheduled Principal Balances as of the Cut−off Date of the GroupII Mortgage Loans(1)

Principal Balance ($)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

           0.01 −   25,000.00 7 $ 162,129.87 0.02%
  25,000.01 −   50,000.00 387 16,451,691.22 1.88
  50,000.01 −   75,000.00 805 50,569,428.06 5.79
  75,000.01 − 100,000.00 991 87,050,887.28 9.97
100,000.01 − 125,000.00 976 110,180,211.69 12.61
125,000.01 − 150,000.00 807 110,660,631.47 12.67
150,000.01 − 175,000.00 495 79,437,739.95 9.09
175,000.01 − 200,000.00 408 76,382,188.57 8.74
200,000.01 − 250,000.00 503 112,686,755.47 12.90
250,000.01 − 300,000.00 417 114,124,257.70 13.06
300,000.01 − 400,000.00 305 101,548,261.70 11.63
400,000.01 − 500,000.00 24 10,585,010.51 1.21
500,000.01 − 600,000.00 2 1,110,000.00 0.13
600,000.01 − 700,000.00 4 2,579,476.11 0.30

Total 6,131 $ 873,528,669.60 100.00%

______________
(1)

The average Scheduled Principal Balance as of the Cut−off Date of the Group II Mortgage Loans was approximately $142,477. The principal balances of all of the Group II
Mortgage Loans conform to Fannie Mae and Freddie Mac loan limits.
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Original Terms to Maturity of the Group II Mortgage Loans(1)

Original Term (months)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

180 46 $ 4,084,794.10 0.47%
240 7 745,140.09 0.09
360 5,359 743,728,054.19 85.14
480 719 124,970,681.22 14.31

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) The weighted average original term to maturity of the Group II Mortgage Loans was approximately 376 months.

Remaining Terms to Maturity of the Group II Mortgage Loans(1)

Remaining Term (months)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

175 − 180 46 $ 4,084,794.10 0.47%
181 − 348 11 1,243,838.21 0.14
349 − 360 5,355 743,229,356.07 85.08
361 − 480 719 124,970,681.22 14.31

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) The weighted average remaining term to maturity of the Group II Mortgage Loans was approximately 373 months.

Property Types of the GroupII Mortgage Loans

Property Type
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Single Family 4,641 $ 628,811,684.64 71.99%
PUD(1) 621 100,945,535.13 11.56
2−4 Units 451 86,404,006.57 9.89
Condominium 404 55,539,211.91 6.36
Townhouse 14 1,828,231.35 0.21

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) PUD refers to a home or “unit” in a Planned Unit Development.
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Occupancy Status of the GroupII Mortgage Loans(1)

Occupancy Status
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Owner Occupied 4,873 $ 716,908,346.71 82.07%
Non−Owner Occupied 1,174 143,484,083.07 16.43
Second Home 84 13,136,239.82 1.50

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) Occupancy as represented by the mortgagor at the time of origination.

Purpose of the GroupII Mortgage Loans

Purpose
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Cash Out Refinance 3,227 $ 551,157,483.61 63.10%
Purchase 2,625 275,222,367.85 31.51
Rate/Term Refinance 279 47,148,818.14 5.40

Total 6,131 $ 873,528,669.60 100.00%

Original Loan−to−Value Ratios of the Group II Mortgage Loans(1)

Original Loan−to−Value Ratio (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

15.01 −   50.00 119 $ 15,485,077.62 1.77%
50.01 −   60.00 156 25,000,528.28 2.86
60.01 −   70.00 389 66,228,264.57 7.58
70.01 −   75.00 281 49,115,257.26 5.62
75.01 −   80.00 2,878 386,329,527.71 44.23
80.01 −   85.00 566 92,733,422.84 10.62
85.01 −   90.00 1,334 180,113,964.92 20.62
90.01 −   95.00 315 50,200,803.88 5.75
95.01 − 100.00 93 8,321,822.52 0.95

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) The weighted average original loan−to−value ratio of the Group II Mortgage Loans as of the Cut−off Date was approximately 80.74%.
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Geographic Distribution of the Mortgaged Properties relating to the GroupII Mortgage Loans(1)

Location
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Alabama 73 $ 6,655,998.39 0.76%
Alaska 22 4,346,232.88 0.50
Arizona 133 20,932,824.00 2.40
Arkansas 32 2,386,434.86 0.27
California 769 172,886,338.45 19.79
Colorado 193 30,530,878.23 3.50
Connecticut 78 14,403,238.13 1.65
Delaware 9 1,508,492.80 0.17
District of Columbia 19 3,717,092.16 0.43
Florida 534 75,184,820.84 8.61
Georgia 249 33,586,945.25 3.84
Hawaii 8 2,301,300.87 0.26
Idaho 9 1,053,498.65 0.12
Illinois 504 76,808,356.08 8.79
Indiana 126 9,710,011.51 1.11
Iowa 45 4,584,067.70 0.52
Kansas 19 1,981,706.53 0.23
Kentucky 31 2,641,121.61 0.30
Louisiana 70 5,563,935.72 0.64
Maine 7 946,337.00 0.11
Maryland 180 29,216,962.00 3.34
Massachusetts 45 10,610,821.59 1.21
Michigan 262 24,976,208.00 2.86
Minnesota 55 9,242,971.04 1.06
Missouri 104 9,921,202.40 1.14
Montana 11 1,239,739.18 0.14
Nebraska 73 5,809,950.25 0.67
Nevada 62 11,616,058.94 1.33
New Hampshire 18 2,975,434.86 0.34
New Jersey 137 29,230,501.49 3.35
New Mexico 23 3,307,851.78 0.38
New York 77 19,106,410.86 2.19
North Carolina 142 14,839,802.64 1.70
North Dakota 5 388,521.48 0.04
Ohio 129 12,803,904.09 1.47
Oklahoma 58 4,394,683.79 0.50
Oregon 147 21,754,261.84 2.49
Pennsylvania 191 19,107,425.80 2.19
Rhode Island 19 3,615,265.46 0.41
South Carolina 38 3,453,918.99 0.40
South Dakota 7 686,854.86 0.08
Tennessee 223 18,476,752.06 2.12
Texas 655 60,661,295.73 6.94
Utah 75 10,125,671.73 1.16
Vermont 6 1,067,294.46 0.12
Virginia 118 20,737,887.22 2.37
Washington 236 39,448,172.13 4.52
West Virginia 4 860,509.26 0.10
Wisconsin 91 11,139,861.35 1.28
Wyoming 10 982,842.66 0.11

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) The greatest ZIP code geographic concentration of the Group II Mortgage Loans was approximately 0.38% in the 95206 ZIP Code.
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Documentation Level of the GroupII Mortgage Loans(1)

Documentation Level
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Full Documentation 4,330 $ 611,967,009.48 70.06%
Stated Income Documentation 1,720 247,898,113.82 28.38
Limited Documentation 81 13,663,546.30 1.56

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) For a description of each Documentation Level,see “Long Beach Mortgage Company—Underwriting Guidelines” herein.

Credit Grade for the Group II Mortgage Loans(1)

Credit Grade
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Premium A 4,749 $ 647,970,405.75 74.18%
A 569 93,485,094.13 10.70
A− 192 32,071,965.84 3.67
B+ 100 14,738,521.98 1.69
B 210 34,427,636.60 3.94
C 227 38,741,484.90 4.44
D 84 12,093,560.40 1.38

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) For a description of Credit Grade,see “Long Beach Mortgage Company—Risk Categories” herein.
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Credit Scores for the GroupII Mortgage Loans(1)

Credit Score
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

401 − 500 17 $ 2,341,172.08 0.27%
501 − 525 350 52,722,459.58 6.04
526 − 550 497 71,824,401.22 8.22
551 − 575 613 89,921,585.30 10.29
576 − 600 1,098 149,928,889.62 17.16
601 − 625 1,089 155,497,343.96 17.80
626 − 650 961 132,787,632.31 15.20
651 − 675 666 95,835,666.01 10.97
676 − 700 394 57,120,153.65 6.54
701 − 725 230 33,704,495.60 3.86
726 − 750 129 19,088,500.88 2.19
751 − 775 62 8,823,740.71 1.01
776 − 800 23 3,640,948.75 0.42
801 − 825 2 291,679.93 0.03

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) The weighted average credit score of the Group II Mortgage Loans was approximately 614.
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Current Mortgage Rates of the GroupII Mortgage Loans(1)

Current Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

  5.001 −   5.500 14 $ 2,872,555.41 0.33%
  5.501 −   6.000 137 27,847,640.50 3.19
  6.001 −   6.500 558 103,585,804.85 11.86
  6.501 −   7.000 962 159,703,538.84 18.28
  7.001 −   7.500 934 147,436,787.38 16.88
  7.501 −   8.000 1,091 157,416,581.01 18.02
  8.001 −   8.500 797 101,117,688.42 11.58
  8.501 −   9.000 738 89,101,581.74 10.20
  9.001 −   9.500 403 40,857,982.77 4.68
  9.501 − 10.000 277 24,885,621.53 2.85
10.001 − 10.500 101 8,332,528.40 0.95
10.501 − 11.000 63 5,567,445.95 0.64
11.001 − 11.500 37 2,974,680.10 0.34
11.501 − 12.000 14 1,242,499.36 0.14
12.001 − 12.500 5 585,733.34 0.07

Total 6,131 $ 873,528,669.60 100.00%

______________
(1) The weighted average current Mortgage Rate of the Group II Mortgage Loans as of the Cut−off Date was approximately 7.611% per annum.
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Maximum Mortgage Rates of the Adjustable−Rate GroupII Mortgage Loans(1)

Maximum Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

11.001 − 11.500 14 $ 2,872,555.41 0.38%
11.501 − 12.000 138 27,922,971.66 3.65
12.001 − 12.500 473 87,654,917.37 11.46
12.501 − 13.000 806 132,631,285.13 17.34
13.001 − 13.500 820 129,972,436.42 16.99
13.501 − 14.000 932 137,761,571.44 18.01
14.001 − 14.500 695 90,047,548.98 11.77
14.501 − 15.000 634 80,469,519.09 10.52
15.001 − 15.500 343 37,330,207.95 4.88
15.501 − 16.000 222 21,544,577.71 2.82
16.001 − 16.500 83 7,391,268.33 0.97
16.501 − 17.000 51 4,980,506.90 0.65
17.001 − 17.500 30 2,666,967.44 0.35
17.501 − 18.000 12 1,090,440.41 0.14
18.001 − 18.500 5 585,733.34 0.08

Total 5,258 $ 764,922,507.58 100.00%

______________
(1) The weighted average Maximum Mortgage Rate of the adjustable−rate Group II Mortgage Loans as of the Cut−off Date was approximately 13.622% per annum.
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Minimum Mortgage Rates of the Adjustable−Rate GroupII Mortgage Loans(1)

Minimum Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

  5.001 −   5.500 14 $ 2,872,555.41 0.38%
  5.501 −   6.000 138 27,922,971.66 3.65
  6.001 −   6.500 475 87,877,252.52 11.49
  6.501 −   7.000 807 132,800,301.78 17.36
  7.001 −   7.500 819 129,948,851.69 16.99
  7.501 −   8.000 931 137,592,554.79 17.99
  8.001 −   8.500 696 90,422,371.22 11.82
  8.501 −   9.000 634 80,469,519.09 10.52
  9.001 −   9.500 341 36,756,635.29 4.81
  9.501 − 10.000 222 21,544,577.71 2.82
10.001 − 10.500 83 7,391,268.33 0.97
10.501 − 11.000 51 4,980,506.90 0.65
11.001 − 11.500 30 2,666,967.44 0.35
11.501 − 12.000 12 1,090,440.41 0.14
12.001 − 12.500 5 585,733.34 0.08

Total 5,258 $ 764,922,507.58 100.00%

______________
(1) The weighted average Minimum Mortgage Rate of the adjustable−rate Group II Mortgage Loans as of the Cut−off Date was approximately 7.621% per annum.

Gross Margins of the Adjustable−Rate GroupII Mortgage Loans(1)

Gross Margin (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

4.501 − 5.000 4,686 $ 671,202,120.44 87.75%
5.001 − 5.500 3 473,393.47 0.06
5.501 − 6.000 296 47,885,352.37 6.26
6.501 − 7.000 272 45,276,263.23 5.92
7.501 − 8.000 1 85,378.07 0.01

Total 5,258 $ 764,922,507.58 100.00%

______________
(1) The weighted average Gross Margin of the adjustable−rate Group II Mortgage Loans as of the Cut−off Date was approximately 5.154% per annum.
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Next Adjustment Dates for the Adjustable−Rate GroupII Mortgage Loans

Next Adjustment Date
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

October 2005 6 $ 1,050,387.24 0.14%
November 2005 22 4,364,424.38 0.57
December 2005 18 3,862,212.62 0.50
July 2006 1 43,794.55 0.01
September 2006 1 137,973.58 0.02
December 2006 5 723,053.93 0.09
January 2007 9 1,044,853.52 0.14
February 2007 9 1,731,879.15 0.23
March 2007 99 15,424,699.77 2.02
April 2007 574 83,883,365.58 10.97
May 2007 2,480 361,814,838.82 47.30
June 2007 1,558 209,453,901.42 27.38
November 2007 1 80,263.99 0.01
March 2008 43 8,413,555.78 1.10
April 2008 195 33,553,801.36 4.39
May 2008 145 23,923,166.00 3.13
June 2008 22 2,330,275.33 0.30
March 2010 3 601,055.08 0.08
April 2010 10 1,621,247.51 0.21
May 2010 35 6,218,803.17 0.81
June 2010 22 4,644,954.80 0.61

Total 5,258 $ 764,922,507.58 100.00%

Initial Periodic Rate Caps of the Adjustable−Rate GroupII Mortgage Loans(1)

Initial Periodic Rate Cap
(%)

Number of
Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

1.000 402 $ 81,390,423.90 10.64%
2.000 4,371 600,457,032.54 78.50
3.000 485 83,075,051.14 10.86

Total 5,258 $ 764,922,507.58 100.00%

______________
(1)

Relates solely to initial rate adjustments. The weighted average Initial Periodic Rate Cap of the adjustable−rate Group II Mortgage Loans as of the Cut−off Date was approximately
2.002%.
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Subsequent Periodic Rate Caps of the Adjustable−Rate GroupII Mortgage Loans(1)

Subsequent Periodic Rate Cap (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

1.000 5,258 $ 764,922,507.58 100.00%

Total 5,258 $ 764,922,507.58 100.00%

______________
(1)

Relates to all rate adjustments subsequent to initial rate adjustments.

The Group III Mortgage Loans

The Group III Mortgage Loans consist of approximately 4,630 Mortgage Loans and have an aggregate Scheduled Principal Balance as of the
Cut−off Date of approximately $1,429,321,730. The Group III Mortgage Loans are secured by first liens on the related Mortgaged Property.

Approximately 5.03% of the Group III Mortgage Loans are fixed−rate Mortgage Loans, and approximately 94.97% of the Group III
Mortgage Loans are adjustable−rate Mortgage Loans. The first adjustment for the adjustable−rate Group III Mortgage Loans will occur within an initial
period of six months, in the case of approximately 0.86% of the Group III Mortgage Loans, two years, in the case of approximately 75.96% of the Group III
Mortgage Loans, three years, in the case of approximately 17.04% of the Group III Mortgage Loans and five years, in the case of approximately 1.10% of
the Group III Mortgage Loans. The adjustable−rate Group III Mortgage Loans have a weighted average Initial Periodic Rate Cap of approximately 2.053%
per annum and a weighted average Subsequent Periodic Rate Cap of approximately 1.000% per annum.

Approximately 11.84%, 0.22% and 0.27% of the Group III Mortgage Loans have interest only−periods of two, three and five years,
respectively, following the date of origination.

Approximately 71.52% of the Group III Mortgage Loans provide for payment by the mortgagor of a prepayment charge in limited
circumstances on certain prepayments.

Approximately 20.10% of the Group III Mortgage Loans had loan−to−value ratios at origination in excess of 80%. No Group III Mortgage
Loan had a loan−to−value ratio at origination in excess of 100%, and the weighted average loan−to−value ratio of the Group III Mortgage Loans at
origination was approximately 81.16%.

The weighted average remaining term to maturity of the Group III Mortgage Loans was approximately 400 months as of the Cut−off Date.
None of the Group III Mortgage Loans had a first Due Date prior to November 1, 2004 or after July 1, 2005 or will have a remaining term to maturity of
less than 178 months or greater than 477 months as of the Cut−off Date. The latest maturity date of any Group III Mortgage Loan is May 1, 2045.
Approximately 35.76% of the Group III Mortgage Loans had an original term to maturity of 480 months.

The average Principal Balance of the Group III Mortgage Loans at origination was approximately $309,257. The average Scheduled
Principal Balance of the Group III Mortgage Loans as of the Cut−off Date was approximately $308,709. No Group III Mortgage Loan had a Scheduled
Principal Balance as of the Cut−off Date greater than $1,000,000 or less than $37,767.

The Group III Mortgage Loans had a weighted average credit score of approximately 645. The credit scores for the Group III Mortgage
Loans ranged from a minimum credit score of 483 to a maximum credit score of 813.See “Long Beach Mortgage Company—Underwriting Guidelines.”

The Group III Mortgage Loans had Mortgage Rates as of the Cut−off Date of not less than 4.850% per annum and not more than 11.050%
per annum and the weighted average Mortgage Rate of the Group III Mortgage Loans was approximately 7.036% per annum as of the Cut−off Date.
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As of the Cut−off Date, the adjustable−rate Group III Mortgage Loans had Gross Margins ranging from 4.250% per annum to 7.850% per
annum, Minimum Mortgage Rates ranging from 4.850% per annum to 10.950% per annum and Maximum Mortgage Rates ranging from 10.850% per
annum to 16.950% per annum. As of the Cut−off Date, the adjustable−rate Group III Mortgage Loans had a weighted average Gross Margin of
approximately 5.065% per annum, a weighted average Minimum Mortgage Rate of approximately 7.036% per annum and a weighted average Maximum
Mortgage Rate of approximately 13.037% per annum. The first Adjustment Date following the Cut−off Date on any adjustable−rate Group III Mortgage
Loan will occur on August 1, 2005, and the weighted average time until the first Adjustment Date for the adjustable−rate Group III Mortgage Loans
following the Cut−off Date is approximately 23 months.

The Group III Mortgage Loans are expected to have the following characteristics as of the Cut−off Date (the sum in any column may not
equal the total indicated due to rounding):

Scheduled Principal Balances as of the Cut−off Date of the Group III Mortgage Loans(1)

Scheduled Principal Balance ($)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

           0.01 −      50,000.00 8 $ 353,149.17 0.02%
  50,000.01 −      75,000.00 26 1,671,723.41 0.12
  75,000.01 −    100,000.00 19 1,672,751.55 0.12
100,000.01 −    125,000.00 23 2,648,548.84 0.19
125,000.01 −    150,000.00 25 3,395,496.11 0.24
150,000.01 −    175,000.00 513 84,099,649.85 5.88
175,000.01 −    200,000.00 587 110,027,300.50 7.70
200,000.01 −    250,000.00 782 174,882,425.73 12.24
250,000.01 −    300,000.00 662 181,607,832.10 12.71
300,000.01 −    400,000.00 946 332,335,098.19 23.25
400,000.01 −    500,000.00 625 279,684,227.48 19.57
500,000.01 −    600,000.00 249 136,323,419.29 9.54
600,000.01 −    700,000.00 85 54,243,074.70 3.80
700,000.01 − 1,000,000.00 80 66,377,033.52 4.64

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

The average Scheduled Principal Balance as of the Cut−off Date of the Group III Mortgage Loans was approximately $308,709. The principal balances of all of the Group III
Mortgage Loans may or may not conform to Fannie Mae and Freddie Mac loan limits.
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Original Terms to Maturity of the Group III Mortgage Loans(1)

Original Term (months)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

180 2 $ 657,835.60 0.05%
360 3,001 917,582,217.51 64.20
480 1,627 511,081,677.33 35.76

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

The weighted average original term to maturity of the Group III Mortgage Loans was approximately 403 months.

Remaining Terms to Maturity of the Group III Mortgage Loans(1)

Remaining Term (months)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

175 − 180 2 $ 657,835.60 0.05%
349 − 360 3,001 917,582,217.51 64.20
361 − 480 1,627 511,081,677.33 35.76

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

The weighted average remaining term to maturity of the Group III Mortgage Loans was approximately 400 months.

Property Types of the Group III Mortgage Loans

Property Type
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Single Family 3,144 $ 985,268,683.76 68.93%
PUD(1) 693 208,215,824.27 14.57
2−4 Units 419 138,313,959.96 9.68
Condominium 370 96,273,690.80 6.74
Townhouse 4 1,249,571.65 0.09

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

PUD refers to a home or “unit” in a Planned Unit Development.
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Occupancy Status of the Group III Mortgage Loans(1)

Occupancy Status
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Owner Occupied 4,505 $ 1,376,382,376.89 96.30%
Non−Owner Occupied 97 38,534,487.12 2.70
Second Home 28 14,404,866.43 1.01

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

Occupancy as represented by the mortgagor at the time of origination.

Purpose of the Group III Mortgage Loans

Purpose
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Cash Out Refinance 599 $ 284,567,940.61 19.91%
Purchase 3,972 1,116,824,352.04 78.14
Rate/Term Refinance 59 27,929,437.79 1.95

Total 4,630 $ 1,429,321,730.44 100.00%

Original Loan−to−Value Ratios of the Group III Mortgage Loans(1)

Original Loan−to−Value Ratio
(%)

Number of
Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

35.01 −   50.00 9 $ 3,758,722.99 0.26%
50.01 −   60.00 22 11,532,199.14 0.81
60.01 −   70.00 81 35,453,896.38 2.48
70.01 −   75.00 77 37,374,782.04 2.61
75.01 −   80.00 3,604 1,053,947,508.73 73.74
80.01 −   85.00 183 75,273,977.35 5.27
85.01 −   90.00 401 141,373,922.34 9.89
90.01 −   95.00 214 61,640,441.28 4.31
95.01 − 100.00 39 8,966,280.19 0.63

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

The weighted average original loan−to−value ratio of the Group III Mortgage Loans as of the Cut−off Date was approximately 81.16%.
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Geographic Distribution of the Mortgaged Properties relating to the Group III Mortgage Loans(1)

Location
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Alabama 6 $ 1,797,026.15 0.13%
Alaska 23 5,747,147.72 0.40
Arizona 42 12,662,688.41 0.89
Arkansas 3 458,380.61 0.03
California 2,019 714,806,327.85 50.01
Colorado 117 28,887,016.33 2.02
Connecticut 44 13,121,940.11 0.92
Delaware 3 655,693.05 0.05
District of Columbia 7 2,731,538.87 0.19
Florida 409 103,518,503.89 7.24
Georgia 84 19,922,212.76 1.39
Hawaii 12 4,996,810.03 0.35
Idaho 2 935,960.45 0.07
Illinois 384 92,634,741.65 6.48
Indiana 8 1,040,863.52 0.07
Iowa 6 1,665,456.20 0.12
Kansas 4 624,750.78 0.04
Kentucky 3 804,709.18 0.06
Louisiana 6 1,185,713.26 0.08
Maine 4 1,162,758.14 0.08
Maryland 158 49,053,222.37 3.43
Massachusetts 74 21,794,934.42 1.52
Michigan 28 8,801,723.51 0.62
Minnesota 5 1,432,192.38 0.10
Missouri 9 1,635,635.95 0.11
Montana 2 666,334.60 0.05
Nebraska 6 1,251,038.95 0.09
Nevada 61 16,258,893.06 1.14
New Hampshire 7 1,753,549.93 0.12
New Jersey 155 48,112,724.56 3.37
New Mexico 4 1,387,674.79 0.10
New York 243 91,312,130.80 6.39
North Carolina 20 5,748,418.47 0.40
Ohio 16 2,357,562.82 0.16
Oklahoma 6 1,058,814.21 0.07
Oregon 62 13,976,855.58 0.98
Pennsylvania 24 5,344,019.59 0.37
Rhode Island 30 6,475,990.86 0.45
South Carolina 9 2,007,515.88 0.14
South Dakota 3 833,181.56 0.06
Tennessee 32 8,715,410.69 0.61
Texas 161 40,979,754.76 2.87
Utah 26 6,993,134.88 0.49
Vermont 1 499,093.16 0.03
Virginia 120 36,646,002.95 2.56
Washington 171 42,574,787.41 2.98
West Virginia 2 370,127.21 0.03
Wisconsin 9 1,920,766.13 0.13

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

The greatest ZIP Code geographic concentration of the Group III Mortgage Loans was approximately 0.70% in the 94509 ZIP Code.
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Documentation Level of the Group III Mortgage Loans(1)

Documentation Level
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Full Documentation 2,114 $ 645,673,886.98 45.17%
Stated Income Documentation 2,421 752,062,863.51 52.62
Limited Documentation 95 31,584,979.95 2.21

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

For a description of each Documentation Level,see “Long Beach Mortgage Company—Underwriting Guidelines” herein.

Credit Grade for the Group III Mortgage Loans(1)

Credit Grade
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

Premium A 4,181 $ 1,260,180,190.85 88.17%
A 229 82,893,320.38 5.80
A− 72 27,714,284.58 1.94
B+ 38 14,586,412.83 1.02
B 65 26,642,844.57 1.86
C 41 16,398,273.25 1.15
D 4 906,403.98 0.06

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1)

For a description of Credit Grade,see “Long Beach Mortgage Company—Risk Categories” herein.
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Credit Scores for the Group III Mortgage Loans(1)

Credit Score
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

401 − 500 1 $ 609,869.30 0.04%
501 − 525 63 22,237,314.06 1.56
526 − 550 151 57,615,965.20 4.03
551 − 575 240 77,064,033.96 5.39
576 − 600 518 146,681,093.33 10.26
601 − 625 707 208,229,317.75 14.57
626 − 650 915 277,616,201.46 19.42
651 − 675 724 221,452,741.96 15.49
676 − 700 571 179,490,615.05 12.56
701 − 725 353 112,650,809.17 7.88
726 − 750 233 74,137,695.49 5.19
751 − 775 101 32,889,015.05 2.30
776 − 800 45 15,908,472.09 1.11
801 − 825 8 2,738,586.57 0.19

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1) The weighted average credit score of the Group III Mortgage Loans was approximately 645.
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Current Mortgage Rates of the Group III Mortgage Loans(1)

Current Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

  4.500 −   5.000 1 $ 319,207.85 0.02%
  5.001 −   5.500 45 14,599,730.49 1.02
  5.501 −   6.000 341 108,340,123.06 7.58
  6.001 −   6.500 881 267,883,269.00 18.74
  6.501 −   7.000 1,328 411,301,663.06 28.78
  7.001 −   7.500 902 270,062,037.03 18.89
  7.501 −   8.000 562 181,425,828.74 12.69
  8.001 −   8.500 271 87,270,894.01 6.11
  8.501 −   9.000 172 54,148,634.46 3.79
  9.001 −   9.500 65 18,338,477.54 1.28
  9.501 − 10.000 47 13,443,537.82 0.94
10.001 − 10.500 8 1,286,981.88 0.09
10.501 − 11.000 6 730,476.33 0.05
11.001 − 11.500 1 170,869.17 0.01

Total 4,630 $ 1,429,321,730.44 100.00%

______________
(1) The weighted average current Mortgage Rate of the Group III Mortgage Loans as of the Cut−off Date was approximately 7.036% per annum.
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Maximum Mortgage Rates of the Adjustable−Rate Group III Mortgage Loans(1)

Maximum Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

10.501 − 11.000 1 $ 319,207.85 0.02%
11.001 − 11.500 45 14,599,730.49 1.08
11.501 − 12.000 340 108,183,204.94 7.97
12.001 − 12.500 814 244,993,668.27 18.05
12.501 − 13.000 1,258 390,445,430.43 28.76
13.001 − 13.500 865 259,787,764.37 19.14
13.501 − 14.000 517 170,127,737.69 12.53
14.001 − 14.500 255 82,346,241.06 6.07
14.501 − 15.000 169 53,252,052.09 3.92
15.001 − 15.500 61 17,663,335.47 1.30
15.501 − 16.000 46 13,255,798.91 0.98
16.001 − 16.500 8 1,693,570.37 0.12
16.501 − 17.000 6 730,476.33 0.05

Total 4,385 $ 1,357,398,218.27 100.00%

______________
(1)

The weighted average Maximum Mortgage Rate of the adjustable−rate Group III Mortgage Loans as of the Cut−off Date was approximately 13.037% per annum.
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Minimum Mortgage Rates of the Adjustable−Rate Group III Mortgage Loans(1)

Minimum Mortgage Rate (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

4.501 −  5.000 1 $ 319,207.85 0.02%
5.001 −  5.500 45 14,599,730.49 1.08
5.501 −  6.000 341 108,340,123.06 7.98
6.001 −  6.500 815 245,629,378.90 18.10
6.501 −  7.000 1,257 390,288,512.31 28.75
7.001 −  7.500 865 259,325,778.66 19.10
7.501 −  8.000 518 170,295,206.73 12.55
8.001 −  8.500 254 82,172,516.14 6.05
8.501 −  9.000 168 53,084,583.05 3.91
9.001 −  9.500 62 18,129,875.01 1.34

  9.501 − 10.000 46 13,255,798.91 0.98
10.001 − 10.500 7 1,227,030.83 0.09
10.501 − 11.000 6 730,476.33 0.05

Total 4,385 $ 1,357,398,218.27 100.00%

______________
(1)

The weighted average Minimum Mortgage Rate of the adjustable−rate Group III Mortgage Loans as of the Cut−off Date was approximately 7.036% per annum.

Gross Margins of the Adjustable−Rate Group III Mortgage Loans(1)

Gross Margin (%)
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

4.001 − 4.500 1 $ 344,422.97 0.03%
4.501 − 5.000 4,174 1,281,150,113.96 94.38
5.001 − 5.500 3 856,186.37 0.06
5.501 − 6.000 100 38,249,010.57 2.82
6.001 − 6.500 1 187,507.75 0.01
6.501 − 7.000 103 35,431,659.91 2.61
7.001 − 7.500 2 766,473.47 0.06
7.501 − 8.000 1 412,843.27 0.03

Total 4,385 $ 1,357,398,218.27 100.00%

______________
(1)

The weighted average Gross Margin of the adjustable−rate Group III Mortgage Loans as of the Cut−off Date was approximately 5.065% per annum.
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Next Adjustment Dates for the Adjustable−Rate Group III Mortgage Loans

Next Adjustment Date
Number of

Mortgage Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled Principal

Balance as of the
Cut−off Date

August 2005                                          2 $ 877,661.33 0.06%
September 2005 1 459,549.38 0.03
October 2005 1 238,878.55 0.02
November 2005 17 6,348,833.42 0.47
December 2005 10 4,341,082.01 0.32
October 2006 3 957,560.66 0.07
December 2006 2 818,814.55 0.06
January 2007 3 593,291.47 0.04
February 2007 6 1,613,493.39 0.12
March 2007 46 12,389,501.70 0.91
April 2007 247 68,734,272.70 5.06
May 2007 2,230 705,264,605.67 51.96
June 2007 970 295,373,803.54 21.76
January 2008 1 170,184.55 0.01
February 2008 1 159,250.00 0.01
March 2008 115 35,419,220.59 2.61
April 2008 460 137,767,953.41 10.15
May 2008 218 66,272,574.04 4.88
June 2008 11 3,827,095.87 0.28
April 2010 4 1,458,353.50 0.11
May 2010 23 9,910,239.67 0.73
June 2010 14 4,401,998.27 0.32

Total 4,385 $ 1,357,398,218.27 100.00%
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Initial Periodic Rate Caps of the Adjustable−Rate Group III Mortgage Loans(1)

Initial Periodic Rate Cap (%)

Number of
Mortgage

Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled
Principal

Balance as of the
Cut−off Date

1.000 535 $ 188,871,478.88 13.91%
2.000 2,995 907,061,728.31 66.82
3.000 855 261,465,011.08 19.26

Total 4,385 $ 1,357,398,218.27 100.00%

______________
(1)

Relates solely to initial rate adjustments. The weighted average Initial Periodic Rate Cap of the adjustable−rate Group III Mortgage Loans as of the Cut−off Date was approximately
2.053%.

Subsequent Periodic Rate Caps of the Adjustable−Rate Group III Mortgage Loans(1)

Subsequent Periodic Rate Cap
(%)

Number of
Mortgage

Loans

Scheduled Principal
Balance as of the

Cut−off Date

% of Aggregate
Scheduled
Principal

Balance as of the
Cut−off Date

1.000 4,385 $ 1,357,398,218.27 100.00%

Total 4,385 $ 1,357,398,218.27 100.00%

______________
(1)

Relates to all rate adjustments subsequent to initial rate adjustments.
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LONG BEACH MORTGAGE COMPANY

General

The information set forth in the following paragraphs has been provided by the Master Servicer. None of the Depositor, the Subservicer
(except with respect to the information set forth in “—Washington Mutual Bank”), the Trustee, the NIMS Insurer, if any, the Underwriters or any of their
affiliates has made or will make any representation as to the accuracy or completeness of such information.

The Master Servicer, a Delaware corporation, is a specialty finance company engaged in the business of originating, purchasing, selling and,
through WMB, servicing mortgage loans secured by one− to four−family residences that generally do not conform to the underwriting guidelines typically
applied by banks and other primary lending institutions, particularly with respect to a prospective borrower’s credit history and debt−to−income ratio.
Borrowers who qualify under the Master Servicer’s underwriting guidelines generally have equity in their property and repayment ability but may have a
record of major derogatory credit items such as outstanding judgments or prior bankruptcies. The Master Servicer originates mortgage loans based on its
underwriting guidelines and does not determine whether such mortgage loans would be acceptable for purchase by Fannie Mae or Freddie Mac.

The Master Servicer and WMB are each approved as a seller/servicer for Fannie Mae and as a servicer for Freddie Mac. The Master Servicer
is also approved as a non−supervised mortgagee by the U.S. Department of Housing and Urban Development.

In October 1999, Washington Mutual, Inc. (“WM”), a publicly traded financial services company headquartered in Seattle, Washington,
acquired the parent company of the Master Servicer. As a result of this transaction, the Master Servicer became a wholly−owned subsidiary of WM.

In April 2001, the Master Servicer transferred to WMB substantially all of its servicing portfolio and servicing operations, and in connection
therewith, appointed WMB as a subservicer to perform, on behalf of the Master Servicer, the servicing functions that are required to be performed with
respect to the Mortgage Loans.See“Risk Factors—The Subservicer Has Limited Experience Servicing Mortgage Loans Underwritten Under the Seller’s
Underwriting Guidelines” in this prospectus supplement.

Washington Mutual Bank.Washington Mutual Bank (formerly known as Washington Mutual Bank, FA), the subservicer, is a federally
chartered savings bank. The primary mortgage loan servicing office of WMB is located at 9401 Oakdale Avenue, Chatsworth, California 91311. Its
telephone number is (818) 775−2278. WMB is subject to regulation and examination by the Office of Thrift Supervision (“OTS”), which is its primary
regulator. Its deposit accounts are insured by the FDIC primarily through the Savings Association Insurance Fund. As a result, the FDIC also has some
authority to regulate WMB. WMB is a wholly−owned subsidiary of WM.

Lending Activities and Loan Sales. The Master Servicer originates real estate loans through its network of offices and loan origination
centers. The Master Servicer also participates in secondary market activities by originating and selling mortgage loans, the majority of which continue to be
serviced by WMB. In other cases, the Master Servicer’s whole loan sale agreements provide for the transfer of servicing rights.

The Master Servicer’s primary lending activity is funding loans to enable mortgagors to purchase or refinance residential real property,
which loans are secured by first or second liens on the related real property. The Master Servicer’s single−family real estate loans are predominantly
“conventional” mortgage loans, meaning that they are not insured by the Federal Housing Administration or partially guaranteed by the U.S. Department of
Veterans Affairs.

The following table summarizes the Master Servicer’s one− to four−family residential mortgage loan origination activity for the periods
shown below.
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Year ended December 31,

2001 2002 2003 2004 2005(1)

(Dollars in Thousands)
Originations and Purchases $ 5,537,589 $ 8,650,316 $ 11,497,312 $ 16,175,683 $ 14,076,139
______________
(1) Through June 30, 2005.

Loan Servicing; The Subservicing Agreement. The Master Servicer and WMB are parties to a subservicing agreement dated as of April 9,
2001 (the “Subservicing Agreement”) pursuant to which the Master Servicer appointed WMB, effective April 9, 2001, to service all of the mortgage loans
the Master Servicer originates that are retained in the Master Servicer’s loan servicing portfolio, except certain loans that were delinquent at the time, and at
least a majority of the loans originated by the Master Servicer that have been sold to investors. All mortgage loans including the mortgage loans that were
delinquent on April 9, 2001 are currently being serviced by WMB pursuant to the Subservicing Agreement. Servicing includes collecting and remitting loan
payments, accounting for principal and interest, contacting delinquent mortgagors, and supervising foreclosure in the event of unremedied defaults. All of
the Mortgage Loans are serviced by WMB.

The Master Servicer’s and WMB’s servicing activities are examined periodically by applicable regulatory authorities. Certain financial
records of each of the Master Servicer and WMB relating to their loan servicing activities are reviewed annually as part of the audit of the Master Servicer’s
and WMB’s financial statements conducted by their independent accountants.

Collection Procedures. WMB’s collection procedures are substantially similar to those formerly used by the Master Servicer. When a
mortgagor fails to make a required payment on a residential mortgage loan, WMB attempts to cause the deficiency to be cured by communicating with the
mortgagor. In most cases, deficiencies are cured promptly. Pursuant to WMB’s customary procedures for residential mortgage loans serviced by it for its
own account, WMB generally mails a notice of intent to foreclose to the mortgagor after the loan is delinquent two payments and, within one month
thereafter, if the loan remains delinquent, typically institutes appropriate legal action to foreclose on the property securing the loan. If foreclosed, the
property is sold at public or private sale and may be purchased by the Master Servicer or WMB. In California, real estate lenders are generally unable as a
practical matter to obtain a deficiency judgment against the mortgagor on a loan secured by single−family real estate.

Loan Servicing Portfolio, Delinquency and Loss Experience. The following table sets forth the delinquency and loss experience at the dates
indicated for the Master Servicer’s total loan servicing portfolio. The information set forth in the table reflects the delinquency and loan loss experience of
the Master Servicer’s loan servicing portfolio since WMB began servicing this portfolio in April 2001:
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As of

June 30, 2005

As of

December 31, 2004

As of

December 31, 2003

As of

December 31, 2002

(Dollars in Thousands)
Total Outstanding Principal Balance $ 33,089,301 $ 24,960,388 $ 19,263,657 $ 14,228,059
Number of Loans 224,970 173,630 136,081 104,674
DELINQUENCY
Period of Delinquency:
31−60 Days

Principal Balance $ 585,635 $ 501,006 $ 486,059 $ 507,885
Number of Loans 4,699 4,260 4,274 4,363
Delinquency as a Percentage of Total Outstanding Principal Balance 1.77% 2.01% 2.52% 3.57%
Delinquency as a Percentage of Number of Loans 2.09% 2.45% 3.14% 4.17%

61−90 Days
Principal Balance $ 238,456 $ 201,448 $ 211,392 $ 209,501
Number of Loans 1,962 1,767 1,808 1,829
Delinquency as a Percentage of Total Outstanding Principal Balance 0.72% 0.81% 1.10% 1.47%
Delinquency as a Percentage of Number of Loans 0.87% 1.02% 1.33% 1.75%

91 Days or More
Principal Balance $ 856,092 $ 960,709 $ 1,155,663 $ 1,017,329
Number of Loans 7,412 8,675 10,597 9,676
Delinquency as a Percentage of Total Outstanding Principal Balance 2.59% 3.85% 6.00% 7.15%
Delinquency as a Percentage of Number of Loans 3.29% 5.00% 7.79% 9.24%

Total Delinquencies
Principal Balance $ 1,680,183 $ 1,663,162 $ 1,853,115 $ 1,734,715
Number of Loans 14,073 14,702 16,679 15,868
Delinquency as a Percentage of Total Outstanding Principal Balance 5.08% 6.66% 9.62% 12.19%
Delinquency as a Percentage of Number of Loans 6.26% 8.47% 12.26% 15.16%

FORECLOSURES PENDING(1)
Principal Balance $ 476,740 $ 513,030 $ 593,138 $ 452,175
Number of Loans 3,756 4,577 5,276 4,292
Foreclosures Pending as a Percentage of Total Outstanding Principal

Balances 1.44% 2.06% 3.08% 3.18%
Foreclosures Pending as a Percentage of Number of Loans 1.67% 2.64% 3.88% 4.10%

NET LOAN LOSSES

for the indicated six months ending June 30, 2005 and the indicated
years ending December 31, 2004, 2003 and 2002(2) $ 159,720 $ 317,007 $ 144,482 $ 60,747

NET LOAN LOSSES as a Percentage of Total Outstanding Principal
Balance 0.48% 1.27% 0.75% 0.43%

______________
(1) Includes mortgage loans which are in foreclosure but as to which title to the mortgaged property has not been acquired, at the dates indicated. Foreclosures pending are included

in the delinquencies set forth above.
(2) Net Loan Losses is calculated for loans conveyed to REMIC trust funds as the aggregate of the net loan loss for all such loans liquidated during the period indicated. The Net

Loan Loss for any such loan is equal to the difference between (a) the principal balance plus accrued interest through the date of liquidation plus all liquidation expenses related
to such loan and (b) all amounts received in connection with the liquidation of such loan. The majority of residential loans reflected in this table have been conveyed to REMIC
trust funds.
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As of June 30, 2005, 2,948 one− to four−family residential properties relating to loans in the Master Servicer’s loan servicing portfolio had
been acquired through foreclosure or deed in lieu of foreclosure and were not liquidated.

The delinquency and loss experience of the Mortgage Loans is unlikely to correspond to the delinquency and loss experience of the Master
Servicer’s loan servicing portfolio set forth in the foregoing table. The statistics shown above represent the delinquency and loss experience for the Master
Servicer’s total loan servicing portfolio only for the periods presented, whereas the aggregate delinquency and loss experience on the Mortgage Loans will
depend on the results obtained over the life of the Trust. In addition, the statistics shown above should not be considered as a basis of assessing the
likelihood, amount or severity of losses on the Mortgage Loans. If the residential real estate market should experience an overall decline in property values,
the actual rates of delinquencies, foreclosures and losses could be higher than those previously experienced by the Master Servicer and WMB. In addition,
adverse economic conditions (which may or may not affect real property values) may affect the timely payment by mortgagors of scheduled payments of
principal and interest on the Mortgage Loans and, accordingly, the actual rates of delinquencies, foreclosures and losses with respect to the Mortgage Loans.

The delinquency and loss experience percentages set forth above in the immediately preceding table are calculated on the basis of the total
mortgage loans serviced at the dates indicated. However, because the total outstanding principal balance of residential loans serviced by the Master
Servicer, and subserviced by WMB, has increased from $14,228,059,000 at December 31, 2002 to $33,089,301,166 at June 30, 2005, the total outstanding
principal balance of originated loans serviced at the dates indicated includes many loans that will not have been outstanding long enough to give rise to
some or all of the indicated periods of delinquency. In the absence of such substantial and continual additions of newly originated loans to the total amount
of loans serviced, the percentages indicated above would be higher and could be substantially higher. The actual delinquency percentages with respect to the
Mortgage Loans may be expected to be substantially higher than the delinquency percentages indicated above because the composition of the Mortgage
Loans will not change. In addition, the Mortgage Loans may be more recently originated and not included in the information regarding the delinquency and
loss experience of the loan servicing portfolio.

Underwriting Guidelines

The Mortgage Loans have been, or will be, acquired by the Depositor from the Seller (referred to in this Section as “Long Beach”). All of
the Mortgage Loans were, or will be, originated, acquired or re−underwritten upon acquisition by Long Beach generally in accordance with the
underwriting guidelines described below.

The information regarding Long Beach’s underwriting guidelines has been provided by Long Beach. None of the Depositor, the Subservicer,
the Trustee, the Underwriters, or any of their affiliates has made any independent investigation of such information or has made or will make any
representation as to the accuracy or completeness of such information.

The Mortgage Loans were originated or re−underwritten, in the case of Mortgage Loans acquired by Long Beach, generally in accordance
with guidelines established by Long Beach under its Full Documentation (“Full Doc”), Limited Documentation (“Limited Doc”) or Stated Income
Documentation (“Stated Income”) residential loan programs. Long Beach’s underwriting guidelines are primarily intended to evaluate the mortgagor’s
credit standing and repayment ability and the value and adequacy of the mortgaged property as collateral. On a case−by−case basis and only with the
approval of a lending officer with appropriate risk level authority, Long Beach may determine that, based upon compensating factors, a prospective
mortgagor not strictly qualifying under its underwriting risk category guidelines warrants an underwriting exception. Compensating factors may include, but
are not limited to, low loan−to−value ratio, low debt−to−income ratio, good credit history, stable employment and time in residence at the applicant’s
current address. It is expected that a substantial number of the Mortgage Loans to be included in the Mortgage Pool will represent exceptions to the
underwriting guidelines.

Under Long Beach’s programs, during the underwriting or re−underwriting process, Long Beach reviews and verifies the loan applicant’s
sources of income (only under the Full Doc residential loan program), calculates the amount of income from all such sources indicated on the loan
application, reviews the credit history of the applicant and calculates the debt−to−income ratio to determine the applicant’s ability to repay the loan, and
determines whether the mortgaged property complies with Long Beach’s underwriting
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guidelines. Long Beach applies its underwriting guidelines in accordance with a procedure which complies with applicable federal and state laws and
regulations and requires (i) an appraisal of the mortgaged property which generally conforms to Fannie Mae and Freddie Mac standards and (ii) a review of
that appraisal. The appraisal review may be conducted by a representative of Long Beach or WMB and, depending upon the original principal balance and
loan−to−value ratio of the mortgaged property, may include an administrative review, technical review, desk review or field review of the original appraisal
or a drive−by review appraisal of the mortgaged property.

Long Beach’s first mortgage underwriting guidelines permit first lien mortgage loans with loan−to−value ratios at origination of up to 100%,
or 80% if at the time of origination of the first lien mortgage loan, the originator also originated a second lien mortgage loan. The maximum allowable
loan−to−value ratio varies based upon the residential loan program, income documentation, property type, creditworthiness and debt service−to−income
ratio of the mortgagor and the overall risks associated with the loan decision. Under the residential loan programs, the maximum combined loan−to−value
ratio, including any second liens subordinate to Long Beach’s first lien, is generally 100% under the “Premium A,” “A,” “A−,” “B+” and “B” risk
categories, 95% under the “C” risk category, and 90% under the “D” risk category.

All of the Mortgage Loans are either originated under Long Beach’s underwriting programs based on loan application packages submitted
through mortgage brokerage companies or purchased from approved originators. Loan application packages submitted through mortgage brokerage
companies, containing relevant credit, property and underwriting information on the loan request, are compiled by the mortgage brokerage company and
submitted to Long Beach for approval and funding. The mortgage brokerage companies receive a portion of the loan origination fee charged to the
mortgagor at the time the loan is made. No single mortgage brokerage company accounts for more than 5%, measured by outstanding principal balance, of
the mortgage loans originated by Long Beach.

Each prospective mortgagor completes an application, which includes information with respect to the applicant’s liabilities, income, credit
history and employment history, as well as certain other personal information. Long Beach obtains a credit report on each applicant from a credit reporting
company or, in the case of the mortgage loans purchased from correspondent originators, reviews the credit report on the mortgagor obtained when the
mortgage loan was originated. The report typically contains information relating to such matters as credit history with local and national merchants and
lenders, installment debt payments and any record of defaults, bankruptcy, repossession, suits or judgments. Under the Full Doc residential loan program,
self−employed individuals are generally required to submit their most recent federal income tax return. As part of its quality control system, Long Beach
re−verifies information with respect to the foregoing matters that has been provided by the mortgage brokerage company prior to funding a loan and WMB,
as subservicer, periodically audits files based on a statistical sample of closed loans. In the course of its pre−funding audit, Long Beach re−verifies the
income of each mortgagor or, for a self−employed individual, reviews the income documentation obtained under the Full Doc and Limited Doc residential
loan programs. Long Beach generally requires the evidence of funds available for the down payment.

The mortgaged properties are appraised by licensed independent appraisers who have satisfied WMB’s appraiser screening process. In most
cases, properties in below average condition, including properties requiring major deferred maintenance, are not acceptable under the Long Beach
underwriting programs. Each appraisal includes a market data analysis based on recent sales of comparable homes in the area and, where deemed
appropriate, replacement cost analysis based on the current cost of constructing a similar home. Every independent appraisal is reviewed by a representative
of Long Beach or WMB before the loan is funded or re−underwritten.

Long Beach uses a credit scoring methodology as part of its underwriting and re−underwriting process. The credit scoring methodology
assesses a prospective borrower’s ability to repay a mortgage loan based upon predetermined mortgage loan characteristics and credit risk factors. The
credit scoring methodology generates a credit score (also known as a FICO score) ranging from around 250 to 900, with a higher score indicating a
borrower with a relatively more favorable credit history. The credit score is based upon such factors as the prospective borrower’s payment history,
delinquencies on accounts, levels of outstanding debt, length of credit history and types of credit and bankruptcy experience.

Long Beach originates or acquires mortgage loans that generally do not conform to the underwriting guidelines typically applied by banks
and other primary lending institutions, particularly with respect to a prospective borrower’s credit history and debt−to−income ratio. Borrowers who qualify
under Long Beach’s underwriting guidelines generally
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have equity in their property and repayment ability but may have a record of major derogatory credit items such as outstanding judgments or prior
bankruptcies. All debts in bankruptcy must be paid off or discharged or the proceeding dismissed prior to the funding of the mortgage loan. The
underwriting guidelines permit Chapter 13 bankruptcy buyouts. Long Beach originates mortgage loans based on its underwriting guidelines and does not
determine whether such mortgage loans would be acceptable for purchase by Fannie Mae or Freddie Mac. Long Beach’s underwriting guidelines establish
the maximum permitted loan−to−value ratio for each loan type based upon these and other risk factors.

Under the Limited Doc and Stated Income residential loan programs, the mortgagor’s employment and income sources must be stated on the
mortgagor’s application. The mortgagor’s income as stated must be reasonable for the related occupation and such determination as to reasonableness is
subject to the loan underwriter’s discretion. However, the mortgagor’s income as stated on the application is not independently verified. Verification of
employment is required for salaried mortgagors. Maximum loan−to−value ratios are generally lower under the Stated Income residential loan programs than
those permitted under the Full Doc and Limited Doc residential loan program. Except as otherwise stated above, the same mortgage credit, consumer credit
and collateral property underwriting guidelines that apply to the Full Doc residential loan program apply to the Limited Doc and Stated Income residential
loan programs.

Long Beach requires that all mortgage loans in its underwriting programs have title insurance and be secured by liens on real property. Long
Beach also requires that fire and extended coverage casualty insurance be maintained on the secured property in an amount at least equal to the principal
balance of the mortgage loan or the replacement cost of the property, whichever is less. Long Beach does not require that the mortgage loans originated or
re−underwritten under its underwriting programs be covered by a primary mortgage insurance policy.

Long Beach’s Risk Categories

Under Long Beach’s underwriting programs, various risk categories are used to grade the likelihood that the mortgagor will satisfy the
repayment conditions of the mortgage loan. These risk categories establish the maximum permitted loan−to−value ratio and loan amount, given the
occupancy status of the mortgaged property and the mortgagor’s credit history and debt ratio.

Mortgage Loans were originated under Long Beach’s underwriting guidelines having the following categories and criteria for grading the
potential likelihood that an applicant will satisfy the repayment obligations of a mortgage loan:

Credit Grade: “Premium A”. Under the “Premium A” risk category, the borrower must have a credit report reflecting a one year credit
history and a prior mortgage or rental history evidencing no 30−day late payments during the last 12 months. No notice of default filings or foreclosures
may have occurred during the preceding 36 months. No open lawsuits are permitted; however, the borrower may be a plaintiff in a lawsuit if a reasonable
explanation is provided. Maximum qualifying debt service−to−income ratio is 55. A maximum loan−to−value ratio of 100% is permitted for owner
occupied single−family, two−unit and condominium properties, a maximum loan−to−value ratio of 95% is permitted for second homes, and a maximum
loan−to−value ratio of 85% is permitted for owner occupied mortgage properties consisting of three−to−four units. A maximum loan−to−value ratio of 90%
is permitted for non−owner occupied single−family, two−unit and condominium properties, and a maximum loan−to−value ratio of 80% is permitted for
non−owner occupied properties consisting of three−to−four units.

Credit Grade: “A”. Under the “A” risk category, a maximum of one 30−day late payment within the last 12 months is permitted on an
existing mortgage loan. A maximum of one rolling 30−day late payment is allowed. No notice of default filings or foreclosures may have occurred during
the preceding 36 months. The mortgaged property must be in at least average condition. A maximum loan−to−value ratio of 100% is permitted for owner
occupied single−family, two−unit and condominium properties, a maximum loan−to−value ratio of 95% is permitted for second homes, and a maximum
loan−to−value ratio of 90% is permitted for owner occupied mortgaged properties consisting of three−to−four units. A maximum loan−to−value ratio of
90% is permitted for non−owner occupied single−family, two−unit and condominium properties, and a maximum loan−to−value ratio of 80% is permitted
for non−owner occupied mortgaged properties consisting of three−to−four units. Generally, the debt service−to−income ratio maximum may be 55% based
on the mortgagor’s net disposable income and if the loan−to−value ratio is less than or equal to 90%. In addition, the applicant must have a credit score of
500 or higher (550 or higher for interest only mortgage loans).
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Credit Grade: “A−”. Under the “A−” risk category, a maximum of two 30−day late payments within the last 12 months is permitted on an
existing mortgage loan. A maximum of two rolling 30−day late payments is allowed. No notice of default filings or foreclosures may have occurred during
the preceding 36 months. The mortgaged property must be in at least average condition. A maximum loan−to−value ratio of 95% is permitted for owner
occupied single−family, two−unit and condominium properties, a maximum loan−to−value ratio of 90% is permitted for second homes, and a maximum
loan−to−value ratio of 85% is permitted for owner occupied mortgaged properties consisting of three−to−four units. A maximum loan−to−value ratio of
90% is permitted for non−owner occupied single−family, two−unit and condominium properties, and a maximum loan−to−value ratio of 80% is permitted
for non−owner occupied mortgaged properties consisting of three−to−four units. Generally, the debt service−to−income ratio maximum may be 55% based
on the mortgagor’s net disposable income and if the loan−to−value ratio is less than or equal to 90%. In addition, the applicant must have a credit score of
500 or higher (550 or higher for interest only mortgage loans).

Credit Grade: “B+”. Under the “B+” risk category, a maximum of three 30−day late payments within the last 12 months is permitted on an
existing mortgage loan. No notice of default filings or foreclosures may have occurred during the preceding 24 months. The mortgaged property must be in
at least average condition. A maximum loan−to−value ratio of 95% is permitted for owner occupied single−family, two−unit and condominium properties, a
maximum loan−to−value ratio of 90% is permitted for second homes, and a maximum loan−to−value ratio of 85% is permitted for owner occupied
mortgaged properties consisting of three−to−four units. A maximum loan−to−value ratio of 90% is permitted for non−owner occupied single−family,
two−unit and condominium properties, and a maximum loan−to−value ratio of 80% is permitted for non−owner occupied mortgaged properties consisting
of three−to−four units. Generally, the debt service−to−income ratio must be 55% or less based on the mortgagor’s net disposable income and/or
loan−to−value ratio. In addition, the applicant must have a credit score of 500 or higher (550 or higher for interest only mortgage loans).

Credit Grade: “B”. Under the “B” risk category, a maximum of one 60−day late payment within the last 12 months is permitted on an
existing mortgage loan. No notice of default filings or foreclosures may have occurred during the preceding 18 months. The mortgaged property must be in
at least average condition. A maximum loan−to−value ratio of 90% is permitted for owner occupied single−family, two−unit and condominium properties, a
maximum loan−to−value ratio of 85% is permitted for second homes, and a maximum loan−to−value ratio of 80% is permitted for owner occupied
mortgaged properties consisting of three−to−four units. A maximum loan−to−value ratio of 85% is permitted for non−owner occupied single−family,
two−unit and condominium properties, and a maximum loan−to−value ratio of 75% is permitted for non−owner occupied mortgaged properties consisting
of three−to−four units. Generally, the debt service−to−income ratio must be 55% or less based on the mortgagor’s net disposable income and/or
loan−to−value ratio. In addition, the applicant must have a credit score of 500 or higher (550 or higher for interest only mortgage loans).

Credit Grade: “C”. Under the “C” risk category, the applicant may have experienced significant credit problems in the past. A maximum of
four 60−day late payments and no 90−day late payments, or three 60−day late payments and one 90−day late payment, or if the loan−to−value ratio does not
exceed 70%, two 90−day late payments and one 120−day late payment, within the last 12 months is permitted on an existing mortgage loan. No notice of
default filings or foreclosures may have occurred during the preceding 12 months. The mortgaged property must be in at least average condition. A
maximum loan−to−value ratio of 85% is permitted for owner occupied single−family, two−unit and condominium properties, a maximum loan−to−value
ratio of 80% is permitted for second homes, and a maximum loan−to−value ratio of 75% is permitted for owner occupied mortgaged properties consisting of
three−to−four units. A maximum loan−to−value ratio of 80% is permitted for non−owner occupied single−family, two−unit and condominium properties,
and a maximum loan−to−value ratio of 70% is permitted for non−owner occupied mortgaged properties consisting of three−to−four units. Generally, the
debt service−to−income ratio must not exceed 55%.

Credit Grade: “D”. Under the “D” risk category, the applicant may have experienced significant credit problems in the past. The mortgaged
property must be in at least average condition. A maximum loan−to−value ratio of 65% is permitted for owner occupied single−family, two−unit and
condominium properties, a maximum loan−to−value ratio of 60% is permitted for second homes, and a maximum loan−to−value ratio of 55% is permitted
for owner occupied mortgaged properties consisting of three−to−four units. A maximum loan−to−value ratio of 60% is permitted for non−owner occupied
single−family, two−unit and condominium properties, and a maximum loan−to−value ratio of 50% is permitted for non−owner occupied mortgaged
properties consisting of three−to−four units. Generally, the debt service−to−income ratio must not exceed 55%. Cash−out refinance mortgage loans are not
permitted under the “D” risk category.
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There can be no assurance that every Mortgage Loan was originated in conformity with the applicable underwriting guidelines in all material
respects. Long Beach’s underwriting guidelines include a set of specific criteria pursuant to which the underwriting evaluation is made. The application of
Long Beach’s underwriting guidelines does not imply that each specific criterion was satisfied with respect to every Mortgage Loan. Rather, a Mortgage
Loan will be considered to be originated in accordance with a given set of underwriting guidelines if, based on an overall qualitative evaluation, the
Mortgage Loan is in substantial compliance with those underwriting guidelines. For example, a Mortgage Loan may be considered to comply with a set of
underwriting guidelines, even if one or more specific criteria included in those underwriting guidelines were not satisfied, if other factors compensated for
the criteria that were not satisfied or if the Mortgage Loan is considered to be in substantial compliance with the underwriting guidelines.

The Seller will make representations and warranties as of the Closing Date with respect to the Mortgage Loans, and will be obligated to
replace or repurchase any such Mortgage Loan in respect of which a breach of the representations and warranties it has made has occurred (other than those
breaches which have been cured) if such breach of any such representation or warranty materially and adversely affects the value of any Mortgage Loan or
the Certificateholders’ interests in such Mortgage Loan.
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THE POOLING AGREEMENT

General

The Certificates will be issued pursuant to the Pooling Agreement. The Trust created under the Pooling Agreement will consist of (i) all of
the Depositor’s right, title and interest in the Mortgage Loans, the related mortgage notes, Mortgages and other related documents, (ii) all scheduled
payments on the Mortgage Loans due after the Cut−off Date and all unscheduled collections of principal in respect of the Mortgage Loans received after the
Cut−off Date (other than the portion of such collections due on or prior to the Cut−off Date), together with any proceeds thereof, (iii) any Mortgaged
Properties acquired on behalf of Certificateholders by foreclosure or by deed in lieu of foreclosure, and any revenues received thereon, (iv) the rights of the
Trustee under all insurance policies required to be maintained pursuant to the Pooling Agreement, (v) the Reserve Fund and the rights of the Trustee under
the Cap Agreements, (vi) the Supplemental Interest Account and the rights of the Trustee under the Swap Agreement, (vii) the Final Maturity Reserve
Account and (viii) certain rights of the Depositor under the Mortgage Loan Purchase Agreement. The Offered Certificates will be transferable and
exchangeable at the corporate trust offices of the Trustee.

The NIMS Insurer, if any, will be a third party beneficiary of the Pooling Agreement and will have certain other rights.See“Risk
Factors—Certain Rights of the NIMS Insurer May Adversely Affect the Rights of Holders of the Offered Certificates and the Class B Certificates.” The
Swap Counterparty will also be a third party beneficiary of the Pooling Agreement.

Assignment of the Mortgage Loans

On the Closing Date, the Depositor will transfer to the Trust all of its right, title and interest in and to each Mortgage Loan, the related
mortgage note, Mortgage, assignment of mortgage in recordable form in blank or to the Trustee and other related documents (collectively, the “Related
Documents”), including all scheduled payments with respect to each such Mortgage Loan due after the Cut−off Date and all unscheduled collections of
principal in respect of the Mortgage Loans received after the Cut−off Date (other than the portion of such collections due on or prior to the Cut−off Date).
The Trustee, concurrently with such transfer and deposit, will deliver the Certificates to the Depositor. Each Mortgage Loan transferred to the Trust will be
identified on a schedule (as amended from time to time, the “Mortgage Loan Schedule”) delivered to the Trustee pursuant to the Pooling Agreement. The
Mortgage Loan Schedule will include information such as the Scheduled Principal Balance of each Mortgage Loan as of the Cut−off Date, its Mortgage
Rate as well as other information with respect to each Mortgage Loan.

The Pooling Agreement will require that, within the time period specified therein, the Depositor will deliver or cause to be delivered to the
Trustee (or another custodian, as the Trustee’s agent for such purpose) the mortgage notes endorsed to the Trustee on behalf of the Certificateholders and
the Related Documents. In lieu of delivery of an original of certain of the Related Documents, if such original is not available or lost, the Depositor may
deliver or cause to be delivered true and correct copies thereof, together with, in the case of a lost mortgage note, a lost note affidavit executed by the Seller.
The assignments of mortgage are generally required to be recorded by or on behalf of the Depositor in the appropriate offices for real property records;
provided, however, that such assignments of mortgage are required to be recorded unless each Rating Agency determines that such recording is not required
in order for such Rating Agency to assign the initial rating to the Offered Certificates, the Class B Certificates and the NIMS (without regard to the NIMS
Policy); provided further, however, upon the occurrence of certain events set forth in the Pooling Agreement, each such assignment of mortgage will be
recorded by the Master Servicer or the Trustee as set forth in the Pooling Agreement. The Depositor expects that the Rating Agencies will determine that no
such recordation is required and that the assignments of mortgage for substantially all of the Mortgage Loans will not initially be recorded. Any cost
associated with the recording of such assignments of mortgage will be borne by the Seller without reimbursement; provided, however, if the Seller fails to
pay the cost of recording, such expense will be paid by the Master Servicer or the Trustee, as applicable, and will be reimbursable to such party (other than
the Master Servicer so long as the Seller is also the Master Servicer) by the Trust prior to any distribution to Certificateholders.

On or prior to the Closing Date, the Trustee will review the Mortgage Loans and the Related Documents to the limited extent required
pursuant to the Pooling Agreement. If at any time any Mortgage Loan or Related Document is found to be defective in any material respect and such defect
is not cured within 90 days following notification thereof to the Seller by the Trustee, the Seller will be obligated to either (i) substitute for such Mortgage
Loan a Qualified
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Substitute Mortgage Loan, provided that such substitution is permitted only within two years of the Closing Date and may not be made unless an opinion of
counsel is provided to the effect that such substitution will not disqualify any of the REMICs as a REMIC or result in a prohibited transaction tax under the
Code, or (ii) purchase such Mortgage Loan at a price (the “Purchase Price”) equal to the Stated Principal Balance of such Mortgage Loan as of the date of
purchase, plus all accrued and unpaid interest thereon, computed at the applicable Mortgage Rate through the end of the calendar month in which the
purchase is effected, plus the amount of any unreimbursed Advances and Servicing Advances made by the Master Servicer, plus in the case of a Mortgage
Loan required to be purchased because such Mortgage Loan is in breach of the representation that it is in compliance with certain predatory and
abusive−lending laws, any additional costs or damages in excess of the amounts to be paid pursuant to this clause (ii) incurred by the Trust as assignee or
purchaser of such Mortgage Loan. The Purchase Price will be required to be remitted to the Master Servicer for deposit in the Collection Account on or
prior to the next succeeding Determination Date after such obligation arises. The obligation of the Seller to repurchase or substitute for a Deleted Mortgage
Loan is the sole remedy regarding any defects in the Mortgage Loans and Related Documents available to the Trustee or the Certificateholders.

In connection with the substitution of a Qualified Substitute Mortgage Loan, the Seller will be required to deposit in the Collection Account
on or prior to the next succeeding Determination Date after such obligation arises an amount (the “Substitution Adjustment”) equal to the excess of the
Purchase Price of the related Deleted Mortgage Loan over the Stated Principal Balance of such Qualified Substitute Mortgage Loan together with one
month’s interest on such Stated Principal Balance at the applicable net Mortgage Rate and all related Advances and Servicing Advances.

A “Qualified Substitute Mortgage Loan” is a mortgage loan substituted by the Seller for a Deleted Mortgage Loan which must, on the date
of such substitution, (i) have an outstanding Scheduled Principal Balance (or in the case of a substitution of more than one Mortgage Loan for a Deleted
Mortgage Loan, an aggregate Scheduled Principal Balance) not in excess of, and not more than 5% less than, the Scheduled Principal Balance of the
Deleted Mortgage Loan; (ii) have a Mortgage Rate not less than the Mortgage Rate of the Deleted Mortgage Loan and not more than 1% in excess of the
Mortgage Rate of such Deleted Mortgage Loan; (iii) with respect to an adjustable−rate Mortgage Loan, have a Maximum Mortgage Rate not greater than,
and a Minimum Mortgage Rate not less than, those of the Deleted Mortgage Loan, have a Gross Margin equal to or greater than that of the Deleted
Mortgage Loan and have a next Adjustment Date not more than two months later than the next Adjustment Date on the Deleted Mortgage Loan; (iv) have a
lien priority equal to or superior to that of the Deleted Mortgage Loan; (v) have a remaining term to maturity not more than one year earlier and not later
than the remaining term to maturity of the Deleted Mortgage Loan; (vi) have a loan−to−value ratio equal to or lower than the loan−to−value ratio of the
Deleted Mortgage Loan; (vii) comply with each representation and warranty as to the Mortgage Loans set forth in the Mortgage Loan Purchase Agreement
(deemed to be made as of the date of substitution); (viii) have been underwritten or re−underwritten by the Seller in accordance with the same or more
favorable underwriting guidelines as the Deleted Mortgage Loan being replaced; (ix) have a risk grading of at least equal to the risk grading assigned on the
Deleted Mortgage Loan; (x) be current (with no contractual delinquencies outstanding) as of the date of substitution; (xi) be secured by the same property
type as the Deleted Mortgage Loan; (xii) with respect to Qualified Substitute Mortgage Loans substituted for Deleted Mortgage Loans that are Group I
Mortgage Loans or Group II Mortgage Loans, have had an original Principal Balance that conformed to Fannie Mae and Freddie Mac loan limits as of the
date of its origination; and (xiii) satisfy certain other conditions specified in the Pooling Agreement.

The Seller will make certain representations and warranties as to the accuracy in all material respects of certain information furnished to the
Trustee with respect to each Mortgage Loan (e.g., aggregate Scheduled Principal Balance as of the Cut−off Date and Mortgage Rate). In addition, the Seller
will represent and warrant on the Closing Date that, among other things: (i) at the time of transfer to the Depositor, the Seller has transferred or assigned all
of its right, title and interest in each Mortgage Loan and the Related Documents, free of any lien, and (ii) each Mortgage Loan complied, at the time of
origination, in all material respects with applicable state and federal laws. Upon discovery of a breach of any such representation and warranty which
materially and adversely affects the value of any Mortgage Loan or the interests of the Certificateholders in the related Mortgage Loan and Related
Documents, the Seller will have a period of 90 days after the earlier of discovery or receipt of written notice of the breach to effect a cure. If the breach
cannot be cured within the 90−day period, the Seller will be obligated to (i) substitute for such Mortgage Loan a Qualified Substitute Mortgage Loan or (ii)
purchase such Mortgage Loan from the Trust. The same procedure and limitations that are set forth above for the substitution or purchase of Mortgage
Loans as a result of deficient documentation relating thereto will apply to the substitution or purchase of a Mortgage Loan as a result of a breach of a
representation or
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warranty in the Mortgage Loan Purchase Agreement that materially and adversely affects the interests of the Certificateholders.

Mortgage Loans required to be substituted for or purchased by the Seller as described in the preceding paragraphs are referred to as “Deleted
Mortgage Loans.” The Master Servicer will be required under the Pooling Agreement to furnish, or cause to be furnished, information regarding its
borrower credit files to reporting agencies in compliance with the Fair Credit Reporting Act and the applicable implementing regulations in a timely
manner.

Pursuant to the Pooling Agreement, the Master Servicer will be responsible for the servicing and administration of the Mortgage Loans as
more fully set forth therein.

Payments on Mortgage Loans; Deposits to Collection Account and Distribution Account

The Master Servicer will establish and maintain or cause to be maintained a separate trust account (the “Collection Account”) for the benefit
of the Certificateholders. The Collection Account will be an Eligible Account (as defined in the Pooling Agreement). Upon receipt by the Master Servicer of
amounts in respect of the Mortgage Loans (excluding amounts representing the Servicing Fee or other servicing compensation, reimbursement for Advances
and Servicing Advances and Insurance Proceeds to be applied to the restoration or repair of a Mortgaged Property or similar items), the Master Servicer will
deposit such amounts in the Collection Account. Amounts so deposited may be invested in Permitted Investments (as described in the Pooling Agreement)
maturing no later than one business day prior to the date on which the amount on deposit therein is required to be deposited in the Distribution Account. The
Trustee will establish an account (the “Distribution Account”) into which will be deposited amounts withdrawn from the Collection Account for distribution
to Certificateholders on a Distribution Date and payment of certain fees and expenses of the Trust. The Distribution Account will be an Eligible Account.
Amounts on deposit therein may be invested in Permitted Investments maturing on or before the business day prior to the related Distribution Date unless
such Permitted Investments are invested in investments managed or advised by the Trustee or an affiliate thereof, in which case such Permitted Investments
may mature on the related Distribution Date.

Advances

Subject to the following limitations, the Master Servicer will be obligated to advance or cause to be advanced on or before each Distribution
Date its own funds, or funds in the Collection Account that are not included in the Available Funds for such Distribution Date, in an amount equal to the
aggregate of all payments of principal and interest (net of Servicing Fees) that were due during the related Due Period on the Mortgage Loans and that were
delinquent on the related Determination Date, plus certain amounts representing assumed payments not covered by any current net income on the
Mortgaged Properties acquired by foreclosure or deed in lieu of foreclosure (any such advance, an “Advance” and together, the “Advances”).

Advances are required to be made only to the extent they are deemed by the Master Servicer to be recoverable from related late collections,
Insurance Proceeds, condemnation proceeds or liquidation proceeds. The purpose of making such Advances is to maintain a regular cashflow to the
Certificateholders, rather than to guarantee or insure against losses. The Master Servicer will not be required, however, to make any Advances with respect
to reductions in the amount of the monthly payments on the Mortgage Loans due to bankruptcy proceedings or the application of the Relief Act. Subject to
the recoverability standard above, the Master Servicer’s obligation to make Advances as to any Mortgage Loan will continue until the Mortgage Loan is
paid in full or until the recovery of all liquidation proceeds and Insurance Proceeds thereon.

All Advances will be reimbursable to the Master Servicer from late collections, Insurance Proceeds, condemnation proceeds and liquidation
proceeds from the related Mortgage Loan unless such amounts are deemed to be nonrecoverable by the Master Servicer from the proceeds of the related
Mortgage Loan, in which event reimbursement will be made to the Master Servicer from general funds in the Collection Account. The Master Servicer may
recover from amounts in the Collection Account the amount of any Advance that remains unreimbursed to the Master Servicer from the related liquidation
proceeds after the final liquidation of the related Mortgage Loan or at such other time that such Advance is determined by the Master Servicer to be
nonrecoverable from the proceeds of the related Mortgage Loan, and such reimbursement amount will not be available for remittance to the Trustee for
distribution on the Certificates. In the event the Master Servicer fails in its obligation to make any required Advance, the Trustee in its

S−72

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 79 of 303



capacity as successor Master Servicer, will be obligated to make any such Advance, to the extent required in the Pooling Agreement.

In the course of performing its servicing obligations, the Master Servicer will pay all reasonable and customary “out−of−pocket” costs and
expenses (including reasonable attorneys’ fees and disbursements) incurred in the performance of its servicing obligations, including, but not limited to, the
cost of (i) the preservation, restoration, inspection and protection of the Mortgaged Properties, (ii) environmental audit reports, (iii) any enforcement or
judicial proceedings, including foreclosures, (iv) the management and liquidation of Mortgaged Properties acquired in satisfaction of the related mortgage
and (v) certain insurance premiums and certain ongoing expenses associated with the Mortgage Pool and incurred by the Master Servicer in connection with
its responsibilities under the Pooling Agreement. Each such expenditure will constitute a “Servicing Advance.”

The Master Servicer’s right to reimbursement for Servicing Advances is limited to late collections on the related Mortgage Loan, including
liquidation proceeds, condemnation proceeds, released mortgaged property proceeds, Insurance Proceeds and such other amounts as may be collected by the
Master Servicer from the related mortgagor or otherwise relating to the Mortgage Loan in respect of which such unreimbursed amounts are owed, unless
such amounts are deemed to be nonrecoverable by the Master Servicer from the proceeds of the related Mortgage Loan, in which event reimbursement will
be made to the Master Servicer from general funds in the Collection Account.

The Pooling Agreement provides that the Trustee at the direction of the Master Servicer, on behalf of the Trust and with the consent of the
parties set forth in the Pooling Agreement, may enter into a facility with any person which provides that such person (an “Advancing Person”) may fund
Advances and/or Servicing Advances, although no such facility may reduce or otherwise affect the Master Servicer’s obligation to fund such Advances
and/or Servicing Advances. Any Advances and/or Servicing Advances made by an Advancing Person will be reimbursed to the Advancing Person in the
same manner as reimbursements would be made to the Master Servicer.

Servicing and Other Compensation and Payment of Expenses

The principal compensation to be paid to the Master Servicer in respect of its servicing activities (the “Servicing Fee”) for the Mortgage
Loans will be at the “Servicing Fee Rate” of 0.50% per annum on the Principal Balance of each Mortgage Loan. As additional servicing compensation, the
Master Servicer is entitled to retain all service−related fees, including assumption fees, modification fees, extension fees, late payment charges,
non−sufficient fund fees and other ancillary fees (but not prepayment charges, which will be distributed to the holders of the Class P Certificates), to the
extent collected from mortgagors, together with any interest or other income earned on funds held in the Collection Account and any servicing accounts. For
any Distribution Date with respect to a Mortgage Loan for which a principal prepayment in full is applied on or after the first calendar day of the month of
such Distribution Date and before the 15th calendar day of such month, the Master Servicer is also entitled to retain as additional servicing compensation
the amount of interest collected on such prepayment at the applicable Mortgage Rate (net of the Servicing Fee Rate) from the first day of the month in
which such Distribution Date occurs through the day on which such prepayment is applied (the “Prepayment Interest Excess”). The Master Servicer is
obligated to deposit into the Collection Account the amount of any Prepayment Interest Shortfall (payments made by the Master Servicer in satisfaction of
such obligation, “Compensating Interest”) but only up to the amount of its Servicing Fee for the related Distribution Date. The Master Servicer will be
solely responsible for subservicing fees payable to WMB which shall be paid from the Servicing Fee.

The “Determination Date” with respect to any Distribution Date will be the 15th day of the calendar month in which such Distribution Date
occurs or, if such 15th day is not a business day, the business day immediately preceding such 15th day. With respect to any Determination Date and each
Mortgage Loan as to which a principal prepayment is applied during the portion of the related Prepayment Period (except for principal prepayments in full
received during the period from the first through the 14th day of the month of the related Distribution Date), the “Prepayment Interest Shortfall” is an
amount equal to interest at the applicable Mortgage Rate (net of the Servicing Fee Rate) on the amount of such principal prepayment for the lesser of (i) the
number of days from the date on which the principal prepayment is applied until the last day of the month in which such principal prepayment is applied and
(ii) 30 days. Principal prepayments in full on the Mortgage Loans applied from the first day through the 14th day of any month will be passed through to the
Certificateholders on the Distribution Date in the same month (except for principal prepayments in full applied through August 14, 2005, which will be
passed through to the Certificateholders on the Distribution Date in September 2005), rather than on the Distribution Date of the following month, together
with a full month’s interest for
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the prior month. Accordingly, no Compensating Interest will be payable for principal prepayments in full applied during that period. Principal prepayments
in full applied during the period from the 15th day through the last day of any month will be passed through on the Distribution Date in the following
month, and, in order to provide for a full month’s interest payment for the prior month, Compensating Interest will be passed through to the
Certificateholders for that period.

Events of Default

In addition to those Events of Default described under “Description of the Securities—Events of Default under the Governing Agreement
and Rights Upon Events of Default” in the accompanying prospectus, as set forth in the Pooling Agreement, the failure of the Master Servicer to continue to
engage WMB or another eligible subservicer as the subservicer of the Mortgage Loans will constitute an event of default of the Master Servicer, whereupon
the Master Servicer may be removed as master servicer of the Mortgage Loans in accordance with the terms of the Pooling Agreement.

Any successor to the Master Servicer appointed under the Pooling Agreement, which may be the Trustee, must be a housing loan servicing
institution acceptable to each Rating Agency and the NIMS Insurer, if any, with a net worth at the time of such appointment of at least $15,000,000, and
meet the other requirements set forth in the Pooling Agreement. We refer you to “Description of the Securities—Events of Default under the Governing
Agreement and Rights Upon Events of Default” in the accompanying prospectus.

The Trustee

Deutsche Bank National Trust Company, a national banking association organized and existing under the laws of the United States, will be
named Trustee pursuant to the Pooling Agreement. The Trustee’s offices for notices under the Pooling Agreement are located at 1761 East St. Andrew
Place, Santa Ana, California 92705−4934, Attention: LB05W2, and its telephone number is (714) 247−6000. The principal compensation to be paid to the
Trustee in respect of its obligations under the Pooling Agreement will be certain income earnings on amounts on deposit in the Distribution Account. The
Pooling Agreement will provide that the Trustee and any director, officer, employee or agent of the Trustee will be indemnified by the Trust and will be
held harmless against any loss, liability or expense incurred by the Trustee arising out of or in connection with the acceptance or administration of its
obligations and duties under the Pooling Agreement, other than any loss, liability or expense (i) resulting from the Master Servicer’s actions or omissions in
connection with the Pooling Agreement (for which the Master Servicer is required to indemnify the Trustee under the terms of the Pooling Agreement), (ii)
that constitutes a specific liability of the Trustee under certain specific sections of the Pooling Agreement or (iii) incurred by reason of willful misfeasance,
bad faith or negligence in the performance of the Trustee’s duties under the Pooling Agreement or as a result of a breach, or by reason of reckless disregard,
of the Trustee’s obligations and duties under the Pooling Agreement.

The indemnification provided to the Trustee in the Pooling Agreement will not include expenses, disbursements and advances incurred or
made by the Trustee, including the compensation and the expenses and disbursements of its agents and counsel, in the ordinary course of the Trustee’s
performance in accordance with the provisions of the Pooling Agreement.

Moreover, the indemnification provided to the Trustee in the Pooling Agreement will be subject to monthly and aggregate limits in the case
of certain legal counsel fees and expenses associated with certain third party claims. The failure of the Trustee to incur this type of expense in excess of the
limits set forth in the Pooling Agreement could result in greater harm, loss or liability being incurred by the Trust than might otherwise be the case. By
accepting their Certificates, the Certificateholders agree to hold the Trustee harmless for any consequences to the Certificateholders resulting from any
failure of the Trustee to incur, in excess of the specified limits, any expenses that are limited by the Pooling Agreement.

Voting Rights

At all times, 98% of all voting rights will be allocated among the holders of the Class A Certificates, the Mezzanine Certificates, the Class B
Certificates and the Class C Certificates in proportion to the then outstanding Certificate Principal Balances of their respective Certificates. At all times, 1%
of all voting rights will be allocated to the

S−74

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 81 of 303



holders of the Class P Certificates and 1% of all voting rights will be allocated to the holders of the Class R Certificates, provided that, if and for so long as
the Class C Certificates and the Class P Certificates are held by one or more foreign entities and serve as collateral for the NIMS, the total combined voting
power of the Class C Certificates and the Class P Certificates will not exceed 8.9%. The voting rights allocated to any class of Certificates will be allocated
among all Certificateholders of such class in proportion to the outstanding percentage interests of such holders in such class.

Amendment

The Pooling Agreement may be amended under the circumstances set forth under “Description of the Securities—Amendment of the
Governing Agreements” in the accompanying prospectus, subject to certain rights of the NIMS Insurer, if any. The Pooling Agreement may also be
amended as necessary or desirable in order to maintain the qualification of the trust fund as a REMIC and for related purposes. In addition to the conditions
described above, the consent of the Swap Counterparty will also be necessary for certain amendments of the Pooling Agreement that materially affect the
Swap Counterparty’s rights thereunder, as more fully described in the Pooling Agreement.

Termination

The majority holder of the Class C Certificates, except if such holder is Long Beach or any of its affiliates (or if the majority holder of the
Class C Certificates fails to exercise such right, the Master Servicer, or if the Master Servicer fails to exercise such right, the NIMS Insurer, if any), will
have the right to purchase all of the Mortgage Loans and REO Properties and thereby effect the early retirement of the Certificates on any Distribution Date
on which the aggregate Stated Principal Balance of such Mortgage Loans and REO Properties is equal to or less than 10% of the aggregate Stated Principal
Balance of the Mortgage Loans as of the Cut−off Date. In the event that the option is exercised by the Master Servicer, the purchase will be made at a price
(the “Master Servicer Termination Price”) generally equal to the par value of the Mortgage Loans and the appraised value of any REO Properties plus
accrued interest for each Mortgage Loan at the related Mortgage Rate to but not including the first day of the month in which such purchase price is paid.
The Master Servicer will have the right to exercise such option only if the Master Servicer Termination Price is equal to or less than the fair market value of
all the Mortgage Loans and REO Properties in the Trust (as determined by the Master Servicer) plus accrued interest for each Mortgage Loan at the related
Mortgage Rate to but not including the first day of the month in which such Master Servicer Termination Price is paid. Additionally, if NIMS are
outstanding or amounts are owed to the NIMS Insurer, the Master Servicer will have the right to exercise such option only if the amount of the Master
Servicer Termination Price will result in distributions on the Class C Certificates sufficient to cause the NIMS to be retired and to result in the NIMS Insurer
being paid the amounts owed to it. In the event that the option is exercised by the majority holder of the Class C Certificates or the NIMS Insurer, the
purchase will be made at a price (the “Non−Master Servicer Termination Price”) generally equal to the greater of (i) the par value of the Mortgage Loans
and the appraised value of any REO Properties and (ii) the fair market value of all the Mortgage Loans and REO Properties in the Trust (as determined by
the majority holder of the Class C Certificates or the NIMS Insurer, as applicable), in each case plus accrued interest for each Mortgage Loan at the related
Mortgage Rate to but not including the first day of the month in which such purchase price is paid. Each of the Master Servicer Termination Price and the
Non−Master Servicer Termination Price is referred to in this prospectus supplement as the “Termination Price.” If NIMS are outstanding or amounts are
owed to the NIMS Insurer, the Non−Master Servicer Termination Price will also include any amount necessary to result in distributions on the Class C
Certificates sufficient to cause the NIMS to be retired and to result in the NIMS Insurer being paid the amounts owed to it. In the event the majority holder
of the Class C Certificates, the Master Servicer or the NIMS Insurer exercises this option, the portion of the related Termination Price allocable to the
Offered Certificates and the Class B Certificates will be distributed in accordance with the priorities described under “Description of the
Certificates—Allocation of Available Funds” and “—Credit Enhancement—Excess Interest” in this prospectus supplement. The distribution of the related
Termination Price allocable to the Offered Certificates and the Class B Certificates will result in the following amounts, to the extent of available funds,
being distributed on the Offered Certificates and the Class B Certificates:

(i) 100% of the then outstanding Certificate Principal Balance of the Offered Certificates and the Class B Certificates, plus

(ii) interest for the final Accrual Period on the then outstanding Certificate Principal Balance of the Offered Certificates and the Class B
Certificates at the then applicable Pass−Through Rate for each class of the Offered Certificates and the Class B Certificates, plus

S−75

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 82 of 303



(iii) any previously accrued but unpaid interest thereon to which the holders of the Offered Certificates and the Class B Certificates are
entitled, together with the amount of any Net WAC Rate Carryover Amounts, plus

(iv) in the case of the Class I−A2 Certificates, the Class II−A2 Certificates, the Class III−A1A Certificates, the Mezzanine Certificates
and the Class B Certificates, any previously unpaid Allocated Realized Loss Amount.

Master Servicer Alternatives to Foreclosure

The Master Servicer may foreclose on any delinquent Mortgage Loan or, subject to certain limitations set forth in the Pooling Agreement,
work out an agreement with the mortgagor, which may involve waiving or modifying any term of the Mortgage Loan; provided that in the judgment of the
Master Servicer, any such modification or waiver could reasonably be expected to result in collections and other recoveries in respect of such Mortgage
Loan in excess of Net Liquidation Proceeds that would be recovered upon the foreclosure of, or other realization upon, such Mortgage Loan. If the Master
Servicer extends the payment period or accepts a lesser amount than stated in the mortgage note in satisfaction of the mortgage note, your yield may be
reduced.

Optional Purchase of Defaulted Loans

As to any Mortgage Loan which is 90 days or more in default, the holder of the Class C Certificates (except if such holder is Long Beach or
any of its affiliates) may, at its option, purchase such Mortgage Loan from the Trust at the Purchase Price for such Mortgage Loan. However, the holder of
the Class C Certificates must first purchase the Mortgage Loan that, as of the time of such purchase, has been in default for the longest period before
purchasing Mortgage Loans that have been in default for shorter periods. In the event the holder of the Class C Certificates does not exercise its option to
purchase such Mortgage Loan, the NIMS Insurer, if any, will be entitled to purchase such Mortgage Loan.
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DESCRIPTION OF THE CERTIFICATES

General

The Offered Certificates will be issued pursuant to the Pooling Agreement. Summaries of the specific terms and provisions pursuant to
which such Certificates will be issued are set forth below. The following summaries do not purport to be complete and are subject to, and are qualified in
their entirety by reference to, the provisions of the Pooling Agreement. When particular provisions or terms used in the Pooling Agreement are referred to,
the actual provisions (including definitions of terms) are incorporated by reference.

The Trust will issue (i) the Class I−A1 Certificates and the Class I−A2 Certificates (together, the “Group I Senior Certificates”), (ii) the
Class II−A1 Certificates and the Class II−A2 Certificates (together, the “Group II Senior Certificates”), (iii) the Class III−A1 Certificates, the Class
III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates (collectively, the “Group III Senior
Certificates,” and collectively with the Group I Senior Certificates and the Group II Senior Certificates, the “Class A Certificates”), (iv) the Class M−1
Certificates, the Class M−2 Certificates, the Class M−3 Certificates, the Class M−4 Certificates, the Class M−5 Certificates, the Class M−6 Certificates, the
Class M−7 Certificates, the Class M−8 Certificates, the Class M−9 Certificates and the Class M−10 Certificates (collectively, the “Mezzanine Certificates”),
(v) the Class B−1 Certificates, the Class B−2 Certificates and the Class B−3 Certificates (collectively, the “Class B Certificates”), (vi) the Class C
Certificates, (vii) the Class P Certificates and (viii) the Class R Certificates, the Class R−CX Certificates and the Class R−PX Certificates (collectively, the
“Residual Certificates”). The Class A Certificates, the Mezzanine Certificates, the Class B Certificates, the Class C Certificates, the Class P Certificates and
the Residual Certificates are collectively referred to in this prospectus supplement as the “Certificates.”Only the Class A Certificates and the Mezzanine
Certificates are offered by this prospectus supplement.

The Class I−A1 Certificates and the Class I−A2 Certificates will generally represent interests in the Group I Mortgage Loans, the Class
II−A1 Certificates and the Class II−A2 Certificates will generally represent interests in the Group II Mortgage Loans, and the Class III−A1 Certificates, the
Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will generally represent interests in
the Group III Mortgage Loans. The Mezzanine Certificates and the Class B Certificates will represent interests in all of the Mortgage Loans. The Mezzanine
Certificates, the Class B Certificates and the Class C Certificates are collectively referred to in this prospectus supplement as the “Subordinate Certificates.”

The Class A Certificates and the Mezzanine Certificates will have the Original Certificate Principal Balances specified on the cover hereof.
The Class B−1 Certificates will have an Original Certificate Principal Balance of $27,557,000, the Class B−2 Certificates will have an Original Certificate
Principal Balance of $28,935,000 and the Class B−3 Certificates will have an Original Certificate Principal Balance of $26,179,000. The Original
Certificate Principal Balance of the Class C Certificates will be approximately $22,046,568, which will be equal to the excess of the aggregate Principal
Balance of the Mortgage Loans as of the Cut−off Date over the Original Certificate Principal Balances of the Class A Certificates, the Mezzanine
Certificates, the Class B Certificates and the Class P Certificates. The Class P Certificates will have an Original Certificate Principal Balance of $100 and
will not bear interest. The Class P Certificates will be entitled to all prepayment charges received in respect of the related Mortgage Loans and such amounts
will not be available for distribution to the holders of the Offered Certificates or the Class B Certificates. The Residual Certificates will not have Original
Certificate Principal Balances and will not bear interest.

The Offered Certificates and the Class B Certificates will be issued in book−entry form as described below. The Offered Certificates and the
Class B Certificates will be issued in minimum denominations of $25,000 Original Certificate Principal Balance and integral multiples of $1.00 in excess
thereof. The final scheduled Distribution Date (the “Final Scheduled Distribution Date”) for the Offered Certificates and the Class B Certificates is in
August 2035. The Final Scheduled Distribution Date for the Offered Certificates and the Class B Certificates is determined as the date on which the last of
the Offered Certificates and the Class B Certificates is paid to zero based upon the assumption that the Mortgage Loans pay at a constant prepayment rate of
0%. It is intended that the amounts deposited in the Final Maturity Reserve Account will be sufficient to retire the Offered Certificates and the Class B
Certificates on the Final Scheduled Distribution Date, even though Mortgage Loans having 40−year original terms to maturity may remain outstanding. The
actual final Distribution Date for the Offered Certificates and the Class B Certificates may occur earlier or later, and could be significantly earlier, than the
Final Scheduled Distribution Date.
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Distributions on the Offered Certificates and the Class B Certificates will be made by the Trustee on the 25th day of each month, or if such
day is not a business day, on the first business day thereafter, commencing in September 2005 (each, a “Distribution Date”), to the persons in whose names
such Certificates are registered at the close of business on the related Record Date. The “Record Date” for the Offered Certificates and the Class B
Certificates and any Distribution Date (for so long as they are Book−Entry Certificates) is the business day immediately preceding such Distribution Date.

A NIMS Policy may be issued by the NIMS Insurer covering certain payments to be made on NIMS which may be issued by an affiliate of
the Depositor or of Credit Suisse First Boston LLC or by one or more entities sponsored by an affiliate of the Depositor or of Credit Suisse First Boston
LLC after the Closing Date. The NIMS are not offered hereby and, if issued, the NIMS would be backed, in whole or in part, by cashflow received on the
Class C Certificates and the Class P Certificates, which are not offered hereby. The NIMS, if issued,would notbe backed by the Trust (other than by the
interests therein represented by the Class C Certificates and the Class P Certificates) or by any of the Offered Certificates or the Class B Certificates.

Book Entry Certificates

The Offered Certificates and the Class B Certificates will be book−entry Certificates (for so long as they are registered in the name of the
applicable depository or its nominee, the “Book−Entry Certificates”). Persons acquiring beneficial ownership interests in the Book−Entry Certificates
(“Certificate Owners”) will hold such Certificates through The Depository Trust Company (“DTC”) in the United States, or, upon request, through
Clearstream Banking Luxembourg, formerly known as Cedelbank SA (“Clearstream”), or the Euroclear System (“Euroclear”) in Europe, if they are
participants of such systems, or indirectly through organizations which are participants in such systems. The Book−Entry Certificates will be issued in one
or more certificates which equal the aggregate Certificate Principal Balance of such Certificates and will initially be registered in the name of Cede & Co.,
the nominee of DTC. Clearstream and Euroclear will hold omnibus positions on behalf of their participants through customers’ securities accounts in
Clearstream’s and Euroclear’s names on the books of their respective depositaries which in turn will hold such positions in customers’ securities accounts in
the depositaries’ names on the books of DTC. Citibank will act as depositary for Clearstream and JP Morgan Chase Bank will act as depositary for
Euroclear (in such capacities, individually the “Relevant Depositary” and collectively the “European Depositaries”). Investors may hold such beneficial
interests in the Book−Entry Certificates in minimum denominations of $25,000. Except as described below, no Certificate Owner acquiring a Book−Entry
Certificate (each, a “beneficial owner”) will be entitled to receive a physical certificate representing such Certificate (a “Definitive Certificate”). Unless and
until Definitive Certificates are issued, it is anticipated that the only “Certificateholder” of the Offered Certificates and the Class B Certificates will be Cede
& Co., as nominee of DTC. Certificate Owners will not be Certificateholders as that term is used in the Pooling Agreement. Certificate Owners are only
permitted to exercise their rights indirectly through DTC and participants of DTC (“DTC Participants”).

The Certificate Owner’s ownership of a Book−Entry Certificate will be recorded on the records of the brokerage firm, bank, thrift institution
or other financial intermediary (each, a “Financial Intermediary”) that maintains the Certificate Owner’s account for such purpose. In turn, the Financial
Intermediary’s ownership of such Book−Entry Certificate will be recorded on the records of DTC (or of a participating firm that acts as agent for the
Financial Intermediary, whose interest will in turn be recorded on the records of DTC, if the beneficial owner’s Financial Intermediary is not a DTC
Participant and on the records of Clearstream or Euroclear, as appropriate).

Certificate Owners will receive all distributions of principal of and interest on the Book−Entry Certificates from the Trustee through DTC
and DTC Participants. While the Book−Entry Certificates are outstanding (except under the circumstances described below), under the rules, regulations
and procedures creating and affecting DTC and its operations (the “Rules”), DTC is required to make book−entry transfers among DTC Participants on
whose behalf it acts with respect to the Book−Entry Certificates and is required to receive and transmit distributions of principal of, and interest on, the
Book−Entry Certificates. DTC Participants and indirect participants with whom Certificate Owners have accounts with respect to Book−Entry Certificates
are similarly required to make book−entry transfers and receive and transmit such distributions on behalf of their respective Certificate Owners.
Accordingly, although Certificate Owners will not possess certificates representing their respective interests in the Book−Entry Certificates, the Rules
provide a mechanism by which Certificate Owners will receive distributions and will be able to transfer their interest.
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Certificate Owners will not receive or be entitled to receive certificates representing their respective interests in the Book−Entry Certificates,
except under the limited circumstances described below. Unless and until Definitive Certificates are issued, Certificate Owners who are not DTC
Participants may transfer ownership of Book−Entry Certificates only through DTC Participants and indirect participants by instructing such DTC
Participants and indirect participants to transfer Book−Entry Certificates, by book−entry transfer, through DTC for the account of the purchasers of such
Book−Entry Certificates, which account is maintained with their respective DTC Participants. Under the Rules and in accordance with DTC’s normal
procedures, transfers of ownership of Book−Entry Certificates will be executed through DTC and the accounts of the respective DTC Participants at DTC
will be debited and credited. Similarly, the DTC Participants and indirect participants will make debits or credits, as the case may be, on their records on
behalf of the selling and purchasing Certificate Owners.

Because of time zone differences, credits of securities received in Clearstream or Euroclear as a result of a transaction with a DTC
Participant will be made during subsequent securities settlement processing and dated the business day following the DTC settlement date. Such credits or
any transactions in such securities settled during such processing will be reported to the relevant Euroclear Participants or Clearstream Participants on such
business day. Cash received in Clearstream or Euroclear as a result of sales of securities by or through a Clearstream Participant or Euroclear Participant to
a DTC Participant will be received with value on the DTC settlement date but will be available in the relevant Clearstream or Euroclear cash account only
as of the business day following settlement in DTC. For information with respect to tax documentation procedures relating to the Certificates,see “Federal
Income Tax Consequences—REMICs—Backup Withholding With Respect to REMIC Certificates” and “—Foreign Investors in REMIC Certificates” in
the accompanying prospectus and “Global Clearance, Settlement and Tax Documentation Procedures—Certain U.S. Federal Income Tax Documentation
Requirements” in Annex I hereto.

Transfers between DTC Participants will occur in accordance with DTC rules. Transfers between Clearstream Participants and Euroclear
Participants will occur in accordance with their respective rules and operating procedures.

Cross−market transfers between persons holding directly or indirectly through DTC, on the one hand, and directly or indirectly through
Clearstream Participants or Euroclear Participants, on the other, will be effected in DTC in accordance with DTC rules on behalf of the relevant European
international clearing system by the Relevant Depositary; however, such cross market transactions will require delivery of instructions to the relevant
European international clearing system by the counterparty in such system in accordance with its rules and procedures and within its established deadlines
(European time). The relevant European international clearing system will, if the transaction meets its settlement requirements, deliver instructions to the
Relevant Depositary to take action to effect final settlement on its behalf by delivering or receiving securities in DTC, and making or receiving payment in
accordance with normal procedures for same day funds settlement applicable to DTC. Clearstream Participants and Euroclear Participants may not deliver
instructions directly to the European Depositaries.

DTC which is a New York−chartered limited purpose trust company, performs services for its DTC Participants, some of which (and/or their
representatives) own DTC. In accordance with its normal procedures, DTC is expected to record the positions held by each DTC Participant in the
Book−Entry Certificates, whether held for its own account or as a nominee for another person. In general, beneficial ownership of Book−Entry Certificates
will be subject to the Rules, as in effect from time to time.

Clearstream, 67 Bd Grande−Duchesse Charlotte, L−133l Luxembourg, a Luxembourg limited liability company, was formed in January
2000 through the merger of Cedel International and Deutsche Boerse Clearing, the shareholders of which comprise 93 of the world’s major financial
institutions.

Clearstream is registered as a bank in Luxembourg, and as such is subject to regulation by the Institute Monetaire Luxembourgeois, “IML,”
the Luxembourg Monetary Authority, which supervises Luxembourg banks.

Clearstream holds securities for its customers (“Clearstream Participants”) and facilitates the clearance and settlement of securities
transactions by electronic book−entry transfers between their accounts. Clearstream provides various services, including safekeeping, administration,
clearance and settlement of internationally traded securities and securities lending and borrowing. Clearstream also deals with domestic securities markets in
several countries through established depository and custodial relationships. Clearstream has established an electronic bridge with the Euroclear
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Operator in Brussels to facilitate settlement of trades between systems. Clearstream currently accepts over 70,000 securities issues on its books.

Clearstream’s customers are world−wide financial institutions including underwriters, securities brokers and dealers, banks, trust companies
and clearing corporations. Clearstream’s United States customers are limited to securities brokers and dealers and banks. Currently, Clearstream has
approximately 3,000 customers located in over 60 countries, including all major European countries, Canada, and the United States. Indirect access to
Clearstream is available to other institutions which clear through or maintain a custodial relationship with an account holder of Clearstream.

Euroclear was created in 1968 to hold securities for its participants (“Euroclear Participants”) and to clear and settle transactions between
Euroclear Participants through simultaneous electronic book−entry delivery against payment, thereby eliminating the need for physical movement of
certificates and any risk from lack of simultaneous transfers of securities and cash. The Euroclear System is owned by Euroclear plc and operated through a
license agreement by Euroclear Bank S.A./N.V., a bank incorporated under the laws of the Kingdom of Belgium (the “Euroclear Operator”). The Euroclear
Operator is regulated and examined by the Belgian Banking and Finance Commission and the National Bank of Belgium.

The Euroclear Operator holds securities and book−entry interests in securities for participating organizations and facilitates the clearance and
settlement of securities transactions between Euroclear Participants, and between Euroclear Participants and participants of certain other securities
intermediaries, through electronic book−entry changes in accounts of such participants or other securities intermediaries. The Euroclear Operator provides
Euroclear Participants, among other things, with safekeeping, administration, clearance and settlement, securities lending and borrowing, and related
services.

Non−Participants of Euroclear may hold and transfer book−entry interests in the Book−Entry Certificates through accounts with a Euroclear
Participant or any other securities intermediary that holds a book−entry interest in the Book− Entry Certificates through one or more securities
intermediaries standing between such other securities intermediary and the Euroclear Operator.

Securities clearance accounts and cash accounts with the Euroclear Operator are governed by the Terms and Conditions Governing Use of
Euroclear and the related Operating Procedures of the Euroclear System and applicable Belgian law (collectively, the “Terms and Conditions”). The Terms
and Conditions govern transfers of securities and cash within Euroclear, withdrawals of securities and cash from Euroclear, and receipts of payments with
respect to securities in Euroclear. All securities in Euroclear are held on a fungible basis without attribution of specific certificates to specific securities
clearance accounts. The Euroclear Operator acts under the Terms and Conditions only on behalf of Euroclear Participants, and has no record of or
relationship with persons holding through Euroclear Participants.

Distributions on the Book−Entry Certificates will be made on each Distribution Date by the Trustee to Cede & Co. DTC will be responsible
for crediting the amount of such payments to the accounts of the applicable DTC Participants in accordance with DTC’s normal procedures. Each DTC
Participant will be responsible for disbursing such payments to the Certificate Owners of the Book−Entry Certificates that it represents and to each Financial
Intermediary for which it acts as agent. Each such Financial Intermediary will be responsible for disbursing funds to the Certificate Owners of the
Book−Entry Certificates that it represents.

Under a book−entry format, Certificate Owners of the Book−Entry Certificates may experience some delay in their receipt of payments,
since such payments will be forwarded by the Trustee to Cede & Co. Distributions with respect to Certificates held through Clearstream or Euroclear will be
credited to the cash accounts of Clearstream Participants or Euroclear Participants in accordance with the relevant system’s rules and procedures, to the
extent received by the Relevant Depositary. Such distributions will be subject to tax reporting in accordance with relevant United States tax laws and
regulations.See“Federal Income Tax Consequences—REMICs—Backup Withholding With Respect to REMIC Certificates” and “—Foreign Investors in
REMIC Certificates” in the accompanying prospectus. Because DTC can only act on behalf of Financial Intermediaries, the ability of a Certificate Owner to
pledge Book−Entry Certificates to persons or entities that do not participate in the Depository system, or otherwise take actions in respect of such
Book−Entry Certificates, may be limited due to the lack of physical certificates for such Book−Entry Certificates. In addition, issuance of the Book−Entry
Certificates in book−entry form may reduce the liquidity of such Certificates in the
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secondary market since certain potential investors may be unwilling to purchase Certificates for which they cannot obtain physical certificates.

Monthly and annual reports on the Trust will be provided to Cede & Co., as nominee of DTC, and may be made available by Cede & Co. to
Certificate Owners upon request, in accordance with the rules, regulations and procedures creating and affecting the Depository, and to the Financial
Intermediaries to whose DTC accounts the Book−Entry Certificates of such Certificate Owners are credited.

DTC has advised the Trustee that, unless and until Definitive Certificates are issued, DTC will take any action permitted to be taken by the
holders of the Book−Entry Certificates under the Pooling Agreement only at the direction of one or more Financial Intermediaries to whose DTC accounts
the Book−Entry Certificates are credited, to the extent that such actions are taken on behalf of Financial Intermediaries whose holdings include such
Book−Entry Certificates. Clearstream or the Euroclear Operator, as the case may be, will take any other action permitted to be taken by a Certificateholder
under the Pooling Agreement on behalf of a Clearstream Participant or Euroclear Participant only in accordance with its relevant rules and procedures and
subject to the ability of the Relevant Depositary to effect such actions on its behalf through DTC. DTC may take actions, at the direction of the related DTC
Participants, with respect to some Book−Entry Certificates which conflict with actions taken with respect to other Book−Entry Certificates.

Definitive Certificates will be issued to Certificate Owners of the Book−Entry Certificates, or their nominees, rather than to DTC or its
nominee, only if (a) DTC or the Depositor advises the Trustee in writing that DTC is no longer willing, qualified or able to discharge properly its
responsibilities as nominee and depository with respect to the Book− Entry Certificates and the Depositor or the Trustee is unable to locate a qualified
successor, (b) the Depositor notifies the Trustee and DTC of its intent to terminate the book−entry system through DTC and, upon receipt of notice of such
intent from DTC, the participants with a position in the Book−Entry Certificates agree to initiate such termination or (c) after the occurrence of a Master
Servicer Event of Default (as defined in the Pooling Agreement), Certificate Owners having percentage interests aggregating not less than 51% of the
Book−Entry Certificates advise the Trustee and DTC through the Financial Intermediaries and the DTC Participants in writing that the continuation of a
book−entry system through DTC (or a successor thereto) is no longer in the best interests of Certificate Owners.

Upon the occurrence of any of the events described in the immediately preceding paragraph, the Trustee will be required to notify all
Certificate Owners of the occurrence of such event and the availability through DTC of Definitive Certificates. Upon surrender by DTC of the global
certificate or certificates representing the Book−Entry Certificates and instructions for re−registration at the office of the Trustee’s agent located at DB
Services Tennessee, 648 Grassmere Park Road, Nashville, TN 37211−3658, Attn: Transfer Unit, or such other address as the Trustee may designate from
time to time, the Trustee will issue Definitive Certificates, and thereafter the Trustee will recognize the holders of such Definitive Certificates as
Certificateholders under the Pooling Agreement.

Although DTC, Clearstream and Euroclear have agreed to the foregoing procedures in order to facilitate transfers of Book−Entry Certificates
among DTC Participants of DTC, Clearstream and Euroclear, they are under no obligation to perform or continue to perform such procedures and such
procedures may be discontinued at any time.

None of the Depositor, the Master Servicer or the Trustee will have any responsibility for any aspect of the records relating to or payments
made on account of beneficial ownership interests of the Book−Entry Certificates held by Cede & Co., as nominee for DTC, or for maintaining, supervising
or reviewing any records relating to such beneficial ownership interests.

Allocation of Available Funds

Distributions with respect to the Offered Certificates and the Class B Certificates will be made on each Distribution Date primarily from
Available Funds. With respect to any Distribution Date, “Available Funds” will be equal to the sum of the following amounts with respect to the Mortgage
Loans, net of amounts reimbursable therefrom to the Master Servicer or the Trustee: (i) the aggregate amount of monthly payments on the Mortgage Loans
due on the related Due Date and received by the Determination Date (as defined in the Pooling Agreement), after deduction of the Servicing Fee for such
Distribution Date and any accrued and unpaid Servicing Fees in respect of any prior Distribution Dates, (ii) certain unscheduled payments in respect of the
Mortgage Loans, including any prepayments, Insurance Proceeds, Net Liquidation Proceeds, Subsequent Recoveries, Termination Price deposits and
proceeds from repurchases
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of and substitutions for such Mortgage Loans occurring during the related Prepayment Period, excluding prepayment charges and any Prepayment Interest
Excess, and (iii) payments from the Master Servicer in connection with Advances and Prepayment Interest Shortfalls for such Distribution Date. The
holders of the Class P Certificates will be entitled to all prepayment charges received on the Mortgage Loans and such amounts will not be part of Available
Funds or available for distribution with respect to the Offered Certificates or the Class B Certificates.

The Class I−A1 Certificates and the Class I−A2 Certificates will generally represent interests in the Group I Mortgage Loans, the Class
II−A1 Certificates and the Class II−A2 Certificates will generally represent interests in the Group II Mortgage Loans, and the Class III−A1 Certificates, the
Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will generally represent interests in
the Group III Mortgage Loans. The Mezzanine Certificates and the Class B Certificates will represent interests in all of the Mortgage Loans.

Interest Distributions on the Offered Certificates and the Class B Certificates

On each Distribution Date, the Trustee will withdraw from the Distribution Account that portion of Available Funds equal to the Group I
Interest Remittance Amount, the Group II Interest Remittance Amount and the Group III Interest Remittance Amount for such Distribution Date, and make
the following disbursements and transfers in the order of priority described below, in each case to the extent of the Group I Interest Remittance Amount, the
Group II Interest Remittance Amount or the Group III Interest Remittance Amount, as applicable, remaining for such Distribution Date:
(i) the Group I Interest Remittance Amount will be distributed as follows:

(A)     first, to the Final Maturity Reserve Account, the Group I Final Maturity Reserve Amount for such Distribution Date;

(B)     second, to the Final Maturity Reserve Account, the Group II Final Maturity Reserve Amount and the Group III Final Maturity
Reserve Amount, in each case, to the extent not paid pursuant to clauses (ii)(A) and (iii)(B),pro rata, based on the amounts due;

(C)     third, concurrently, to the Class I−A1 Certificates and the Class I−A2 Certificates, the Monthly Interest Distributable Amount
for such classes, allocated between the Class I−A1 Certificates and the Class I−A2 Certificates,pro rata, based on their respective
entitlements;

(D)     fourth,concurrently, to the Class II−A1 Certificates, the Class II−A2 Certificates, the Class III−A1 Certificates (if a Swap
Default has occurred and is continuing), the Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates
and the Class III−A4 Certificates, the Monthly Interest Distributable Amount for such classes, to the extent not paid pursuant to
clauses (ii)(C) and (iii)(D), allocated among the Class II−A1 Certificates, the Class II−A2 Certificates, the Class III−A1 Certificates
(if a Swap Default has occurred and is continuing), the Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3
Certificates and the Class III−A4 Certificates,pro rata, based on their respective entitlements;

(E)     fifth, concurrently, to the Class I−A1 Certificates and the Class I−A2 Certificates, any Unpaid Interest Shortfall Amount for
such classes, allocated between the Class I−A1 Certificates and the Class I−A2 Certificates,pro rata, based on their respective
entitlements;

(F)      sixth, to the Supplemental Interest Account for payment to the Swap Counterparty, the Trust Swap Payment, provided a Swap
Default has not occurred and is not continuing, and any Swap Termination Payment (if a Swap Default is attributable to the Trust) as
applicable for the related Distribution Date, to the extent not paid pursuant to clause (iii)(A); and

(G)     seventh, concurrently, (a) so long as an Early Termination Date has not been effectively designated, to the Supplemental
Interest Account, for payment to the Swap Counterparty, any due and unpaid Trust Swap Payments from previous Distribution
Dates, with interest thereon at the Pass−Through Rate for the Class III−A1 Certificates for the related Distribution Date, to the extent
not paid pursuant to clause (iii)(F), and (b) concurrently, to the Class II−A1 Certificates, the Class II−A2
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Certificates, the Class III−A1 Certificates (if a Swap Default has occurred and is continuing), the Class III−A1A Certificates, the
Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates, any Unpaid Interest Shortfall Amount for
such classes, to the extent not paid pursuant to clauses (ii)(E) and (iii)(F), allocated among the Class II−A1 Certificates, the Class
II−A2 Certificates, the Class III−A1 Certificates (if a Swap Default has occurred and is continuing), the Class III−A1A Certificates,
the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates,pro rata, based on their respective
entitlements; provided, however, if the amount available to make the required distributions pursuant to clauses (i)(G)(a) and (b) is
insufficient, such available amount will be allocated between such clauses,pro rata, based upon the amounts required to be
distributed pursuant to such clauses.

(ii) the Group II Interest Remittance Amount will be distributed as follows:

(A)     first, to the Final Maturity Reserve Account, the Group II Final Maturity Reserve Amount for such Distribution Date;

(B)     second, to the Final Maturity Reserve Account, the Group I Final Maturity Reserve Amount and the Group III Final Maturity
Reserve Amount, in each case, to the extent not paid pursuant to clauses (i)(A) and (iii)(B),pro rata, based on the amounts due;

(C)     third,concurrently, to the Class II−A1 Certificates and the Class II−A2 Certificates, the Monthly Interest Distributable
Amount for such classes, allocated between the Class II−A1 Certificates and the Class II−A2 Certificates,pro rata, based on their
respective entitlements;

(D)     fourth, concurrently, to the Class I−A1 Certificates, the Class I−A2 Certificates, the Class III−A1 Certificates (if a Swap
Default has occurred and is continuing), the Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates
and the Class III−A4 Certificates, the Monthly Interest Distributable Amount for such classes, to the extent not paid pursuant to
clauses (i)(C) and (iii)(D), allocated among the Class I−A1 Certificates, the Class I−A2 Certificates, the Class III−A1 Certificates (if
a Swap Default has occurred and is continuing), the Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3
Certificates and the Class III−A4 Certificates,pro rata, based on their respective entitlements;

(E)     fifth, concurrently, to the Class II−A1 Certificates and the Class II−A2 Certificates, any Unpaid Interest Shortfall Amount for
such classes, allocated between the Class II−A1 Certificates and the Class II−A2 Certificates,pro rata, based on their respective
entitlements;

(F)      sixth, to the Supplemental Interest Account for payment to the Swap Counterparty, the Trust Swap Payment, provided a Swap
Default has not occurred and is not continuing, and any Swap Termination Payment (if a Swap Default is attributable to the Trust) as
applicable for the related Distribution Date, to the extent not paid pursuant to clause (iii)(A); and

(G)     seventh, concurrently, (a) so long as an Early Termination Date has not been effectively designated, to the Supplemental
Interest Account, for payment to the Swap Counterparty, any due and unpaid Trust Swap Payments from previous Distribution
Dates, with interest thereon at the Pass−Through Rate for the Class III−A1 Certificates for the related Distribution Date, to the extent
not paid pursuant to clause (iii)(F), and (b) concurrently, to the Class I−A1 Certificates, the Class I−A2 Certificates, the Class III−A1
Certificates (if a Swap Default has occurred and is continuing), the Class III−A1A Certificates, the Class III−A2 Certificates, the
Class III−A3 Certificates and the Class III−A4 Certificates, any Unpaid Interest Shortfall Amount for such classes, to the extent not
paid pursuant to clauses (i)(E) and (iii)(F), allocated among the Class I−A1 Certificates, the Class I−A2 Certificates, the Class
III−A1 Certificates (if a Swap Default has occurred and is continuing), the Class III−A1A Certificates, the Class III−A2 Certificates,
the Class III−A3 Certificates and the Class III−A4 Certificates,pro rata, based on their respective entitlements; provided, however,
if the amount available to make the required distributions pursuant to clauses (ii)(G)(a) and (b) is insufficient, such
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available amount will be allocated between such clauses,pro rata, based upon the amounts required to be distributed pursuant to
such clauses.

(iii) the Group III Interest Remittance Amount will be distributed as follows:

(A)     first, to the Supplemental Interest Account for payment to the Swap Counterparty, the Trust Swap Payment, provided a Swap
Default has not occurred and is not continuing, and any Swap Termination Payment (if a Swap Default is attributable to the Trust) as
applicable for the related Distribution Date;

(B)     second, to the Final Maturity Reserve Account, the Group III Final Maturity Reserve Amount for such Distribution Date;

(C)     third, to the Final Maturity Reserve Account, the Group I Final Maturity Reserve Amount and the Group II Final Maturity
Reserve Amount, in each case, to the extent not paid pursuant to clauses (i)(A) and (ii)(A),pro rata, based on the amounts due;

(D)     fourth, concurrently, to the Class III−A1 Certificates (if a Swap Default has occurred and is continuing), the Class III−A1A
Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates, the Monthly Interest
Distributable Amount for such classes, in each case allocated among the Class III−A1 Certificates (if a Swap Default has occurred
and is continuing), the Class III−A1A Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4
Certificates,pro rata, based on their respective entitlements;

(E)     fifth, concurrently, to the Class I−A1 Certificates, the Class I−A2 Certificates, the Class II−A1 Certificates and the Class
II−A2 Certificates, the Monthly Interest Distributable Amount for such classes, to the extent not paid pursuant to clauses (i)(C) and
(ii)(C), allocated among the Class I−A1 Certificates, the Class I−A2 Certificates, the Class II−A1 Certificates and the Class II−A2
Certificatespro rata, based on their respective entitlements;

(F)      sixth, concurrently, (a) so long as an Early Termination Date has not been effectively designated, to the Supplemental Interest
Account, for payment to the Swap Counterparty, any due and unpaid Trust Swap Payments from previous Distribution Dates, with
interest thereon at the Pass−Through Rate for the Class III−A1 Certificates for the related Distribution Date, and (b) concurrently, to
the Class III−A1 Certificates (if a Swap Default has occurred and is continuing), the Class III−A1A Certificates, the Class III−A2
Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates, any Unpaid Interest Shortfall Amount for such classes,
allocated among the Class III−A1 Certificates (if a Swap Default has occurred and is continuing), the Class III−A1A Certificates, the
Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates,pro rata, based on their respective
entitlements; provided, however, if the amount available to make the required distributions pursuant to clauses (iii)(F)(a) and (b) is
insufficient, such available amount will be allocated between such clauses,pro rata, based upon the amounts required to be
distributed pursuant to such clauses; and

(G)     seventh, concurrently, to the Class I−A1 Certificates, the Class I−A2 Certificates, the Class II−A1 Certificates and the Class
II−A2 Certificates, any Unpaid Interest Shortfall Amount for such classes, to the extent not paid pursuant to clauses (i)(E) and
(ii)(E), allocated among the Class I−A1 Certificates, the Class I−A2 Certificates, the Class II−A1 Certificates and the Class II−A2
Certificates,pro rata, based on their respective entitlements.

(iv) the sum of any Group I Interest Remittance Amount, Group II Interest Remittance Amount and Group III Interest Remittance Amount
remaining undistributed following the distributions pursuant to clauses (i), (ii) and (iii) above will be distributed as follows:

first, to the Class M−1 Certificates, the related Monthly Interest Distributable Amount;
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second, to the Class M−2 Certificates, the related Monthly Interest Distributable Amount;

third, to the Class M−3 Certificates, the related Monthly Interest Distributable Amount;

fourth, to the Class M−4 Certificates, the related Monthly Interest Distributable Amount;

fifth, to the Class M−5 Certificates, the related Monthly Interest Distributable Amount;

sixth, to the Class M−6 Certificates, the related Monthly Interest Distributable Amount;

seventh, to the Class M−7 Certificates, the related Monthly Interest Distributable Amount;

eighth, to the Class M−8 Certificates, the related Monthly Interest Distributable Amount;

ninth, to the Class M−9 Certificates, the related Monthly Interest Distributable Amount;

tenth, to the Class M−10 Certificates, the related Monthly Interest Distributable Amount;

eleventh, to the Class B−1 Certificates, the related Monthly Interest Distributable Amount;

twelfth, to the Class B−2 Certificates, the related Monthly Interest Distributable Amount; and

thirteenth, to the Class B−3 Certificates, the related Monthly Interest Distributable Amount.

Any Group I Interest Remittance Amount, Group II Interest Remittance Amount and Group III Interest Remittance Amount remaining
undistributed following these distributions will be used in determining the amount of Net Monthly Excess Cashflow, if any, for such Distribution Date.

For distributions pursuant to clauses (i)(B), (D), (F) and (G), (ii)(B), (D), (F) and (G), and (iii)(C), (E) and (G) above, each such priority of
distribution from the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and the Group III Interest Remittance Amount,
respectively, will be distributed: concurrently among clauses (i)(B), (ii)(B) and (iii)(C); concurrently among clauses (i)(D), (ii)(D) and (iii)(E); concurrently
between clauses (i)(F) and (ii)(F); and concurrently among clauses (i)(G), (ii)(G) and (iii)(G), in each case, in proportion to the amounts distributable under
each clause.

On any Distribution Date, any shortfalls resulting from the application of the Relief Act (the “Relief Act Interest Shortfalls”) and any
Prepayment Interest Shortfalls to the extent not covered by Compensating Interest paid by the Master Servicer will be allocated, first, to the Monthly
Interest Distributable Amount with respect to the Class C Certificates and thereafter, to the Monthly Interest Distributable Amounts with respect to the
Offered Certificates and the Class B Certificates, on apro rata basis based on the respective amounts of interest accrued on such Certificates for such
Distribution Date. The holders of the Offered Certificates and the Class B Certificates may be reimbursed for any Prepayment Interest Shortfalls not covered
by the Compensating Interest paid by the Master Servicer and any Relief Act Interest Shortfalls on a later Distribution Date, according to the priorities set
forth under “Description of the Certificates—Credit Enhancement—Excess Interest.”

If on any Distribution Date, the Offered Certificates or the Class B Certificates do not receive the related Monthly Interest Distributable
Amount and the related Unpaid Interest Shortfall Amount, if any, then such unpaid amounts will be recoverable by the holders of such classes, with interest
thereon, on future Distribution Dates, as Unpaid Interest Shortfall Amounts, subject to the priorities described in this prospectus supplement.

Principal Distributions on the Offered Certificates and the Class B Certificates

On each Distribution Date (a) prior to the Stepdown Date or (b) on which a Trigger Event is in effect, the Offered Certificates and the Class
B Certificates will be entitled to receive distributions in respect of principal to the extent of the Group I Principal Distribution Amount, the Group II
Principal Distribution Amount and the Group III Principal Distribution Amount in the following amounts and order of priority:
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(i) first,
(A) the Group I Principal Distribution Amount will be distributed as follows:

(I) to the Supplemental Interest Account for payment to the Swap Counterparty, any unpaid Swap Termination
Payment (only if the Swap Default is attributable to the Trust) remaining unpaid after giving effect to the
distributions of the Interest Remittance Amounts and the Group III Principal Distribution Amount for such
Distribution Date; then

(II) to the Group I Senior Certificates (allocated between the Group I Senior Certificates in the priority described
below), until the Certificate Principal Balances thereof have been reduced to zero; and then

(III) concurrently, to the Group II Senior Certificates (allocated between the Group II Senior Certificates in the
priority described below) and the Group III Senior Certificates (allocated among the Group III Senior
Certificates in the priority described below),pro rata, based on the aggregate Certificate Principal Balances
of the Group II Senior Certificates and the Group III Senior Certificates after giving effect to the
distributions pursuant to clauses (i)(B)(II) and (i)(C)(II), until the Certificate Principal Balances thereof have
been reduced to zero.

(B) the Group II Principal Distribution Amount will be distributed as follows:
(I) to the Supplemental Interest Account for payment to the Swap Counterparty, any unpaid Swap Termination

Payment (only if the Swap Default is attributable to the Trust) remaining unpaid after giving effect to the
distributions of the Interest Remittance Amounts and the Group III Principal Distribution Amount for such
Distribution Date; then

(II) to the Group II Senior Certificates (allocated between the Group II Senior Certificates in the priority
described below), until the Certificate Principal Balances thereof have been reduced to zero; and then

(III) concurrently, to the Group I Senior Certificates (allocated between the Group I Senior Certificates in the
priority described below) and the Group III Senior Certificates (allocated among the Group III Senior
Certificates in the priority described below),pro rata, based on the aggregate Certificate Principal Balances
of the Group I Senior Certificates and the Group III Senior Certificates after giving effect to the distributions
pursuant to clauses (i)(A)(II) and (i)(C)(II), until the Certificate Principal Balances thereof have been
reduced to zero.

(C) the Group III Principal Distribution Amount will be distributed as follows:
(I) to the Supplemental Interest Account for payment to the Swap Counterparty, any unpaid Swap Termination

Payment (only if the Swap Default is attributable to the Trust) remaining unpaid after giving effect to the
distributions of the Interest Remittance Amounts for such Distribution Date; then

(II) to the Group III Senior Certificates (allocated among the Group III Senior Certificates in the priority
described below), until the Certificate Principal Balances thereof have been reduced to zero; and then

(III) concurrently, to the Group I Senior Certificates (allocated between the Group I Senior Certificates in the
priority described below) and the Group II Senior
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Certificates (allocated between the Group II Senior Certificates in the priority described below),pro rata,
based on the aggregate Certificate Principal Balances of the Group I Senior Certificates and the Group II
Senior Certificates after giving effect to the distributions pursuant to clauses (i)(A)(II) and (i)(B)(II), until the
Certificate Principal Balances thereof have been reduced to zero.

(ii) second, the sum of any Group I Principal Distribution Amount, Group II Principal Distribution Amount and Group III Principal Distribution
Amount remaining undistributed following the distributions pursuant to clause (i) above will be distributed in the following order of
priority:

first, to the Class M−1 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

second, to the Class M−2 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

third, to the Class M−3 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

fourth, to the Class M−4 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

fifth, to the Class M−5 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

sixth, to the Class M−6 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

seventh, to the Class M−7 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

eighth, to the Class M−8 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

ninth, to the Class M−9 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

tenth, to the Class M−10 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

eleventh, to the Class B−1 Certificates, until the Certificate Principal Balance thereof has been reduced to zero;

twelfth, to the Class B−2 Certificates, until the Certificate Principal Balance thereof has been reduced to zero; and

thirteenth, to the Class B−3 Certificates, until the Certificate Principal Balance thereof has been reduced to zero.

Any principal remaining undistributed following these distributions will be used in determining the amount of Net Monthly Excess
Cashflow, if any, for such Distribution Date.

With respect to the Group I Senior Certificates, on any Distribution Date prior to the Stepdown Date or on which a Trigger Event is in effect,
all principal distributions will be allocated concurrently to the Class I−A1 Certificates and the Class I−A2 Certificates,pro rata, based on their Certificate
Principal Balances, with the exception that beginning on the first Distribution Date on or after which the Certificate Principal Balances of the Mezzanine
Certificates and the
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Class B Certificates have been reduced to zero and the Net Monthly Excess Cashflow and Overcollateralized Amount for such Distribution Date are
insufficient to cover Realized Losses on the Group I Mortgage Loans or if a Sequential Trigger Event is in effect, principal distributions will be allocated
sequentially, to the Class I−A1 Certificates and the Class I−A2 Certificates, in that order, in each case until the Certificate Principal Balances thereof have
been reduced to zero.

With respect to the Group II Senior Certificates, on any Distribution Date prior to the Stepdown Date or on which a Trigger Event is in
effect, all principal distributions will be allocated concurrently to the Class II−A1 Certificates and the Class II−A2 Certificates,pro rata, based on their
Certificate Principal Balances, with the exception that beginning on the first Distribution Date on or after which the Certificate Principal Balances of the
Mezzanine Certificates and the Class B Certificates have been reduced to zero and the Net Monthly Excess Cashflow and Overcollateralized Amount for
such Distribution Date are insufficient to cover Realized Losses on the Group II Mortgage Loans or if a Sequential Trigger Event is in effect, principal
distributions will be allocated sequentially, to the Class II−A1 Certificates and the Class II−A2 Certificates, in that order, in each case until the Certificate
Principal Balances thereof have been reduced to zero.

With respect to the Group III Senior Certificates, on any Distribution Date prior to the Stepdown Date or on which a Trigger Event is in
effect, all principal distributions will be allocated concurrently to (i) the Class III−A1 Certificates and the Class III−A1A Certificates and (ii) the Class
III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates,pro rata, based on the aggregate Certificate Principal Balance of the
Class III−A1 Certificates and the Class III−A1A Certificates and the aggregate Certificate Principal Balance of the Class III−A2 Certificates, the Class
III−A3 Certificates and the Class III−A4 Certificates. With respect to the Class III−A1 Certificates and the Class III−A1A Certificates, on any Distribution
Date prior to the Stepdown Date or on which a Trigger Event is in effect, all principal distributions will be allocated concurrently to the Class III−A1
Certificates and the Class III−A1A Certificates,pro rata, based on their Certificate Principal Balances, with the exception that beginning on the first
Distribution Date on or after which the Certificate Principal Balances of the Mezzanine Certificates and the Class B Certificates have been reduced to zero
and the Net Monthly Excess Cashflow and Overcollateralized Amount for such Distribution Date are insufficient to cover Realized Losses on the Group III
Mortgage Loans or if a Sequential Trigger Event is in effect, principal distributions will be allocated sequentially, to the Class III−A1 Certificates and the
Class III−A1A Certificates, in that order, in each case until the Certificate Principal Balances thereof have been reduced to zero. With respect to the Class
III−A2 Certificates, the Class III−A3 and the Class III−A4 Certificates, on any Distribution Date prior to the Stepdown Date or on which a Trigger Event is
in effect, all principal distributions among the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will be allocated
sequentially, in that order, in each case until the Certificate Principal Balances thereof have been reduced to zero, with the exception that beginning on the
first Distribution Date on or after which the Certificate Principal Balances of the Mezzanine Certificates and the Class B Certificates have been reduced to
zero and the Net Monthly Excess Cashflow and Overcollateralized Amount for such Distribution Date are insufficient to cover Realized Losses on the
Group III Mortgage Loans, principal distributions among the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will
be allocated concurrently,pro rata, based on their Certificate Principal Balances.

For distributions pursuant to clauses (i)(A)(I) and (III), (i)(B)(I) and (III), and (i)(C)(III) above, each such priority of distribution from the
Group I Principal Distribution Amount, the Group II Principal Distribution Amount and the Group III Principal Distribution Amount, respectively, will be
distributed: concurrently between clauses (i)(A)(I) and (i)(B)(I); and concurrently among clauses (i)(a)(III), (i)(B)(III) and (i)(C)(III), in each case, in
proportion to the amounts distributable under each clause.
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On each Distribution Date (a) on or after the Stepdown Date and (b) on which a Trigger Event is not in effect, the Offered Certificates and
the Class B Certificates will be entitled to receive distributions in respect of principal to the extent of the Group I Principal Distribution Amount, the Group
II Principal Distribution Amount and the Group III Principal Distribution Amount in the following amounts and order of priority (the “Post−Stepdown
Monthly Principal Distribution”):
(i) first,

(A) the Group I Principal Distribution Amount will be distributed as follows:
(I) to the Supplemental Interest Account for payment to the Swap Counterparty, any unpaid Swap Termination

Payment (only if the Swap Default is attributable to the Trust) remaining unpaid after giving effect to the
distributions of the Interest Remittance Amounts and the Group III Principal Distribution Amount for such
Distribution Date; then

(II) to the Group I Senior Certificates, the Group I Senior Principal Distribution Amount (allocated between the
Group I Senior Certificates in the priority described below), until the Certificate Principal Balances thereof
have been reduced to zero; and then

(III) concurrently, to the Group II Senior Certificates, the Group II Senior Principal Distribution Amount, to the
extent not paid pursuant to clause (i)(B)(II) (allocated between the Group II Senior Certificates in the
priority described below), and the Group III Senior Certificates, the Group III Senior Principal Distribution
Amount, to the extent not paid pursuant to clause (i)(C)(II) (allocated among the Group III Senior
Certificates in the priority described below),pro rata, based on the aggregate Certificate Principal Balances
of the Group II Senior Certificates and the Group III Senior Certificates after giving effect to the
distributions pursuant to clauses (i)(B)(II) and (i)(C)(II), until the Certificate Principal Balances thereof have
been reduced to zero.

(B) the Group II Principal Distribution Amount will be distributed as follows:
(I) to the Supplemental Interest Account for payment to the Swap Counterparty, any unpaid Swap Termination

Payment (only if the Swap Default is attributable to the Trust) remaining unpaid after giving effect to the
distributions of the Interest Remittance Amounts and the Group III Principal Distribution Amount for such
Distribution Date; then

(II) to the Group II Senior Certificates, the Group II Senior Principal Distribution Amount (allocated between
the Group II Senior Certificates in the priority described below), until the Certificate Principal Balances
thereof have been reduced to zero; and then

(III) concurrently, to the Group I Senior Certificates, the Group I Senior Principal Distribution Amount, to the
extent not paid pursuant to clause (i)(A)(II) (allocated between the Group I Senior Certificates in the priority
described below), and the Group III Senior Certificates, the Group III Senior Principal Distribution Amount,
to the extent not paid pursuant to clause (i)(C)(II) (allocated among the Group III Senior Certificates in the
priority described below),pro rata, based on the aggregate Certificate Principal Balances of the Group I
Senior Certificates and the Group III Senior Certificates after giving effect to the distributions pursuant to
clauses (i)(A)(II) and (i)(C)(II), until the Certificate Principal Balances thereof have been reduced to zero.
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(C) the Group III Principal Distribution Amount will be distributed as follows:
(I) to the Supplemental Interest Account for payment to the Swap Counterparty, any unpaid Swap Termination

Payment (only if the Swap Default is attributable to the Trust) remaining unpaid after giving effect to the
distributions of the Interest Remittance Amounts for such Distribution Date; then

(II) to the Group III Senior Certificates, the Group III Senior Principal Distribution Amount (allocated among
the Group III Senior Certificates in the priority described below), until the Certificate Principal Balances
thereof have been reduced to zero; and then

(III) concurrently, to the Group I Senior Certificates, the Group I Senior Principal Distribution Amount, to the
extent not paid pursuant to clause (i)(A)(II) (allocated between the Group I Senior Certificates in the priority
described below), and the Group II Senior Certificates, the Group II Senior Principal Distribution Amount,
to the extent not paid pursuant to clause (i)(B)(II) (allocated between the Group II Senior Certificates in the
priority described below),pro rata, based on the aggregate Certificate Principal Balances of the Group I
Senior Certificates and the Group II Senior Certificates after giving effect to the distributions pursuant to
clauses (i)(A)(II) and (i)(B)(II), until the Certificate Principal Balances thereof have been reduced to zero.

(ii) second,the sum of any Group I Principal Distribution Amount, Group II Principal Distribution Amount and Group III Principal Distribution
Amount remaining undistributed following the distribution pursuant to clause (i) above will be distributed in the following order of priority:

first, to the Class M−1 Certificates, the Class M−1 Principal Distribution Amount, until the Certificate Principal Balance thereof has
been reduced to zero;

second, to the Class M−2 Certificates, the Class M−2 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero;

third, to the Class M−3 Certificates, the Class M−3 Principal Distribution Amount, until the Certificate Principal Balance thereof has
been reduced to zero;

fourth, to the Class M−4 Certificates, the Class M−4 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero;

fifth, to the Class M−5 Certificates, the Class M−5 Principal Distribution Amount, until the Certificate Principal Balance thereof has
been reduced to zero;

sixth, to the Class M−6 Certificates, the Class M−6 Principal Distribution Amount, until the Certificate Principal Balance thereof has
been reduced to zero;

seventh, to the Class M−7 Certificates, the Class M−7 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero;

eighth, to the Class M−8 Certificates, the Class M−8 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero;

ninth, to the Class M−9 Certificates, the Class M−9 Principal Distribution Amount, until the Certificate Principal Balance thereof has
been reduced to zero;

tenth, to the Class M−10 Certificates, the Class M−10 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero;
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eleventh, to the Class B−1 Certificates, the Class B−1 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero;

twelfth, to the Class B−2 Certificates, the Class B−2 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero; and

thirteenth, to the Class B−3 Certificates, the Class B−3 Principal Distribution Amount, until the Certificate Principal Balance thereof
has been reduced to zero.

Any principal remaining undistributed following these distributions will be used in determining the amount of Net Monthly Excess
Cashflow, if any, for such Distribution Date.

With respect to the Group I Senior Certificates, on any Distribution Date on or after the Stepdown Date and on which a Trigger Event is not
in effect, all principal distributions will be allocated concurrently to the Class I−A1 Certificates and the Class I−A2 Certificates,pro rata, based on their
Certificate Principal Balances, with the exception that beginning on the first Distribution Date on or after which the Certificate Principal Balances of the
Mezzanine Certificates and the Class B Certificates have been reduced to zero and the Net Monthly Excess Cashflow and Overcollateralized Amount for
such Distribution Date are insufficient to cover Realized Losses on the Group I Mortgage Loans, principal distributions will be allocated sequentially, to the
Class I−A1 Certificates and the Class I−A2 Certificates, in that order, in each case until the Certificate Principal Balances thereof have been reduced to zero.

With respect to the Group II Senior Certificates, on any Distribution Date on or after the Stepdown Date and on which a Trigger Event is not
in effect, all principal distributions will be allocated concurrently to the Class II−A1 Certificates and the Class II−A2 Certificates,pro rata, based on their
Certificate Principal Balances, with the exception that beginning on the first Distribution Date on or after which the Certificate Principal Balances of the
Mezzanine Certificates and the Class B Certificates have been reduced to zero and the Net Monthly Excess Cashflow and Overcollateralized Amount for
such Distribution Date are insufficient to cover Realized Losses on the Group II Mortgage Loans, principal distributions will be allocated sequentially, to
the Class II−A1 Certificates and the Class II−A2 Certificates, in that order, in each case until the Certificate Principal Balances thereof have been reduced to
zero.

With respect to the Group III Senior Certificates, on any Distribution Date on or after the Stepdown Date and on which a Trigger Event is
not in effect, all principal distributions will be allocated concurrently to (i) the Class III−A1 Certificates and the Class III−A1A Certificates and (ii) the
Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates,pro rata, based on the aggregate Certificate Principal Balance of
the Class III−A1 Certificates and the Class III−A1A Certificates and the aggregate Certificate Principal Balance of the Class III−A2 Certificates, the Class
III−A3 Certificates and the Class III−A4 Certificates. With respect to the Class III−A1 Certificates and the Class III−A1A Certificates, on any Distribution
Date on or after the Stepdown Date and on which a Trigger Event is not in effect, all principal distributions will be allocated concurrently to the Class
III−A1 Certificates and the Class III−A1A Certificates,pro rata, based on their Certificate Principal Balances, with the exception that beginning on the first
Distribution Date on or after which the Certificate Principal Balances of the Mezzanine Certificates and the Class B Certificates have been reduced to zero
and the Net Monthly Excess Cashflow and Overcollateralized Amount for such Distribution Date are insufficient to cover Realized Losses on the Group III
Mortgage Loans, principal distributions will be allocated sequentially, to the Class III−A1 Certificates and the Class III−A1A Certificates, in that order, in
each case until the Certificate Principal Balances thereof have been reduced to zero. With respect to the Class III−A2 Certificates, the Class III−A3 and the
Class III−A4 Certificates, on any Distribution Date on or after the Stepdown Date or on which a Trigger Event is not in effect, all principal distributions
among the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will be allocated sequentially, in that order, in each case
until the Certificate Principal Balances thereof have been reduced to zero, with the exception that beginning on the first Distribution Date on or after which
the Certificate Principal Balances of the Mezzanine Certificates and the Class B Certificates have been reduced to zero and the Net Monthly Excess
Cashflow and Overcollateralized Amount for such Distribution Date are insufficient to cover Realized Losses on the Group III Mortgage Loans, principal
distributions among the Class III−A2 Certificates, the Class III−A3 Certificates and the Class III−A4 Certificates will be allocated concurrently,pro rata,
based on their Certificate Principal Balances.
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For distributions pursuant to clauses (i)(A)(I) and (III), (i)(B)(I) and (III), and (i)(C)(III) above, each such priority of distribution from the
Group I Principal Distribution Amount, the Group II Principal Distribution Amount and the Group III Principal Distribution Amount, respectively, will be
distributed: concurrently between clauses (i)(A)(I) and (i)(B)(I); and concurrently among clauses (i)(a)(III), (i)(B)(III) and (i)(C)(III), in each case, in
proportion to the amounts distributable under each clause.

The allocation of distributions in respect of principal to the Class A Certificates on each Distribution Date (a) prior to the Stepdown Date or
(b) on which a Trigger Event has occurred, will have the effect of accelerating the amortization of the Class A Certificates while, in the absence of Realized
Losses, increasing the respective percentage interest in the principal balance of the Mortgage Loans evidenced by the Subordinate Certificates. Increasing
the respective percentage interest in the Trust of the Subordinate Certificates relative to that of the Class A Certificates is intended to preserve the
availability of the subordination provided by the Subordinate Certificates.

Credit Enhancement

The credit enhancement provided for the benefit of the holders of the Offered Certificates and the Class B Certificates consists of
subordination, excess interest, overcollateralization, allocation of losses and cross−collateralization, each as described in this prospectus supplement.

Subordination

The rights of the Subordinate Certificates to receive distributions will be subordinated, to the extent described in this prospectus supplement,
to the rights of the Class A Certificates. This subordination is intended to enhance the likelihood of regular receipt by the holders of the Class A Certificates
of the full amount of their scheduled monthly payments of interest and principal, and to afford such holders protection against Realized Losses.

The protection afforded to the Class A Certificates by means of the subordination of the Subordinate Certificates will be accomplished by (i)
the preferential right of the Class A Certificates to receive on any Distribution Date, prior to distributions on the Subordinate Certificates, distributions in
respect of interest and principal, subject to funds available for such distributions, and (ii) if necessary, the right of the Class A Certificates to receive future
distributions of amounts that would otherwise be payable to the Subordinate Certificates.

The Class M−1 Certificates, the Class M−2 Certificates, the Class M−3 Certificates, the Class M−4 Certificates, the Class M−5 Certificates,
the Class M−6 Certificates, the Class M−7 Certificates, the Class M−8 Certificates, the Class M−9 Certificates, the Class M−10 Certificates, the Class B−1
Certificates, the Class B−2 Certificates and then, the Class B−3 Certificates will have the right to receive distributions in respect of the Mortgage Loans in
that order. The rights of the Mezzanine Certificates and the Class B Certificates to receive distributions in respect of the Mortgage Loans will be senior to
the rights of the Class C Certificates to the extent described in this prospectus supplement. This subordination is intended to enhance the likelihood of
regular receipt by the more senior classes of Certificates of distributions in respect of interest and principal and to afford such classes of Certificates
protection against Realized Losses.

Excess Interest

The weighted average net Mortgage Rate for the Mortgage Loans each month is generally expected to be higher than the weighted average
of the Pass−Through Rates on the Offered Certificates and the Class B Certificates, the Final Maturity Reserve Rate, and the Swap Fee Rate for the related
Distribution Date. As a result of the foregoing and as a result of overcollateralization, interest collections on the Mortgage Loans each month are expected to
be generated in excess of the amount of interest payable to the Offered Certificates, the Class B Certificates, the Swap Fees, the Final Maturity Reserve
Amounts and the related fees and expenses payable by the Trust on the related Distribution Date. The Pooling Agreement will require that, on each
Distribution Date, any Net Monthly Excess Cashflow be applied on such Distribution Date as an accelerated payment of principal on the class or classes of
Certificates then entitled to receive distributions in respect of principal, but only to the limited extent hereafter set forth.

With respect to any Distribution Date, any Net Monthly Excess Cashflow will be paid in the following order of priority, in each case to the
extent of the Net Monthly Excess Cashflow remaining undistributed:
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(i)       to the Certificates then entitled to receive distributions in respect of principal, in an amount equal to the sum of any Extra Principal
Distribution Amount and the Remaining Principal Distribution Amount for such Distribution Date, payable to such Certificates as part of the Group I
Principal Distribution Amount, the Group II Principal Distribution Amount or the Group III Principal Distribution Amount, as applicable, as described
under “Allocation of Available Funds—Principal Distributions on the Offered Certificates and the Class B Certificates” above;

(ii)      concurrently, to the Class A Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such classes for such
Distribution Date to the extent remaining unpaid after distribution of the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and
the Group III Interest Remittance Amount on such Distribution Date, allocated among such classes pro rata, based on their respective entitlements;

(iii)     concurrently, to the Class I−A2 Certificates, the Class II−A2 Certificates and the Class III−A1A Certificates, in an amount equal to
the Allocated Realized Loss Amount, if any, for such classes for such Distribution Date, allocated between such classespro rata, based on their Certificate
Principal Balances;

(iv)     to the Class M−1 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(v)      to the Class M−1 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(vi)     to the Class M−2 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(vii)    to the Class M−2 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(viii)   to the Class M−3 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(ix)     to the Class M−3 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(x)      to the Class M−4 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xi)     to the Class M−4 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xii)    to the Class M−5 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xiii)   to the Class M−5 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xiv)   to the Class M−6 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xv)    to the Class M−6 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xvi)   to the Class M−7 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xvii)  to the Class M−7 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;
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(xviii) to the Class M−8 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xix)   to the Class M−8 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xx)    to the Class M−9 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xxi)   to the Class M−9 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xxii)  to the Class M−10 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such
Distribution Date;

(xxiii) to the Class M−10 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xxiv) to the Class B−1 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xxv)   to the Class B−1 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xxvi) to the Class B−2 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xxvii) to the Class B−2 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xxviii) to the Class B−3 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if any, for such class for such Distribution
Date;

(xxix)  to the Class B−3 Certificates, in an amount equal to the Allocated Realized Loss Amount, if any, for such class for such Distribution
Date;

(xxx)   to the Supplemental Interest Account, for payment to the Swap Counterparty, in an amount equal to any Swap Reimbursement
Amount for such Distribution Date;

(xxxi)  to the Class A Certificates,pro rata based on their respective entitlement pursuant to this clause, in an amount equal to each such
class’ previously allocated and not reimbursed share of Prepayment Interest Shortfalls and Relief Act Interest Shortfalls, if any;

(xxxii) to the Class M−1 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xxxiii) to the Class M−2 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xxxiv) to the Class M−3 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xxxv)  to the Class M−4 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;
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(xxxvi) to the Class M−5 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xxxvii) to the Class M−6 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xxxviii) to the Class M−7 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act
Interest Shortfalls, if any;

(xxxix) to the Class M−8 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xl)     to the Class M−9 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xli)    to the Class M−10 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xlii)   to the Class B−1 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xliii)  to the Class B−2 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xliv)  to the Class B−3 Certificates, previously allocated and not reimbursed related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls, if any;

(xlv)   concurrently (a) to the Supplemental Interest Account, for payment to the Swap Counterparty, in an amount equal to any unpaid Swap
Reimbursement Amounts for prior Distribution Dates, with interest thereon at the Formula Rate applicable to the Class III−A1 Certificates for the related
Distribution Date, and (b) to the Reserve Fund, the amount equal to the difference between (x) the sum of (A) any excess of the sum of the Net WAC Rate
Carryover Amounts with respect to the Group I Senior Certificates for such Distribution Date over any amounts on deposit in the Reserve Fund on such
Distribution Date with respect to the Group I Senior Cap Agreement, (B) any excess of the sum of the Net WAC Rate Carryover Amounts with respect to
the Group II Senior Certificates for such Distribution Date over any amounts on deposit in the Reserve Fund on such Distribution Date with respect to the
Group II Senior Cap Agreement, (C) any excess of the sum of the Net WAC Rate Carryover Amounts with respect to the Group III Senior Certificates for
such Distribution Date over any amounts on deposit in the Reserve Fund on such Distribution Date with respect to the Group III Senior Cap Agreement, and
(D) any excess of the sum of the Net WAC Rate Carryover Amounts with respect to the Mezzanine Certificates and the Class B Certificates for such
Distribution Date over any amounts on deposit in the Reserve Fund on such Distribution Date with respect to the Subordinate Cap Agreement and (y) any
amounts deposited in the Reserve Fund pursuant to this clause (xlv) that were not distributed on the prior Distribution Dates; provided, however, if the
amount available to make the required distributions pursuant to clauses (a) and (b) above is insufficient, such available amount will be allocated between
such clauses,pro rata, based on the amounts required to be distributed pursuant to such clauses;

(xlvi)  to the Supplemental Interest Account, for payment to the Swap Counterparty, any Swap Termination Payment (only if the Swap
Default is attributable to the Swap Counterparty) for such Distribution Date;

(xlvii) to the Final Maturity Reserve Account, the Supplemental Final Maturity Reserve Amount for such Distribution Date;

(xlviii) if such Distribution Date follows the Prepayment Period during which occurs the latest date on which a prepayment charge may be
required to be paid in respect of any Mortgage Loan, to the Class P Certificates, in reduction of the Certificate Principal Balance thereof, until the Certificate
Principal Balance thereof is reduced to zero;
(xlix) to the Class C Certificates as provided in the Pooling Agreement; and
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(l) any remaining amounts to the Residual Certificates as provided in the Pooling Agreement.

On each Distribution Date, after making the distributions of the Available Funds (including the Net Monthly Excess Cashflow) as set forth
above and after depositing in the Reserve Fund any payments received under the Cap Agreements, the Trustee will withdraw from the Reserve Fund the
amounts on deposit therein and will distribute such amounts to the Offered Certificates and the Class B Certificates as set forth under “Pass−Through Rates”
below in this prospectus supplement.

On each Distribution Date, the Trustee will withdraw from the Distribution Account all amounts representing prepayment charges in respect
of the Mortgage Loans received during the related Prepayment Period and will distribute those amounts to the Class P Certificates.

Overcollateralization Provisions

As of the Closing Date, the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off Date will exceed the aggregate
Certificate Principal Balance of the Class A Certificates, the Mezzanine Certificates, the Class B Certificates and the Class P Certificates on the Closing
Date by approximately $22,046,568, which will be equal to the Original Certificate Principal Balance of the Class C Certificates. Such amount represents
approximately 0.80% of the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off Date, and is approximately equal to the initial
amount of overcollateralization that will be required to be provided under the Pooling Agreement. Excess interest generated by the Mortgage Loans will be
distributed as a payment of principal to the Offered Certificates and the Class B Certificates then entitled to distributions of principal to the extent necessary
to maintain the required level of overcollateralization. The required level of overcollateralization may be permitted to step down as provided in the Pooling
Agreement. We cannot assure you that sufficient interest will be generated by the Mortgage Loans to maintain the required level of overcollateralization.

Allocation of Losses

Any Realized Losses on any Distribution Date, first, will reduce amounts distributable in respect of the Class C Certificates (through the
reduction of the Net Monthly Excess Cashflow), second, will be absorbed by the reduction of overcollateralization and, third, will be allocated to the
Mezzanine Certificates and the Class B Certificates in the following order, in each case until the Certificate Principal Balance thereof has been reduced to
zero: to the Class B−3 Certificates, to the Class B−2 Certificates, to the Class B−1 Certificates, to the Class M−10 Certificates, to the Class M−9
Certificates, to the Class M−8 Certificates, to the Class M−7 Certificates, to the Class M−6 Certificates, to the Class M−5 Certificates, to the Class M−4
Certificates, to the Class M−3 Certificates, to the Class M−2 Certificates and to the Class M−1 Certificates. In addition, after the aggregate Certificate
Principal Balance of the Mezzanine Certificates and the Class B Certificates is reduced to zero, the remaining Realized Losses on the Group I Mortgage
Loans will be allocated to the Class I−A2 Certificates, the remaining Realized Losses on the Group II Mortgage Loans will be allocated to the Class II−A2
Certificates and an amount equal to remaining Realized Losses on the Group III Mortgage Loans multiplied by the Group III Fraction will be allocated to
the Class III−A1A Certificates, in each case until the Certificate Principal Balance thereof has been reduced to zero.

Any allocation of Realized Losses to the Class I−A2 Certificates, the Class II−A2 Certificates, the Class III−A1A Certificates, the
Mezzanine Certificates or the Class B Certificates will be made by reducing the Certificate Principal Balance thereof by the amount so allocated as of the
Distribution Date in the month following the Prepayment Period in which such Realized Loss was incurred. Notwithstanding anything to the contrary in this
prospectus supplement, in no event will the Certificate Principal Balance of any Class I−A2 Certificate, Class II−A2 Certificate, Class III−A1A Certificate,
Mezzanine Certificate or Class B Certificate be reduced more than once in respect of any particular amount both (i) allocable to such Certificate in respect
of Realized Losses and (ii) payable as principal to such Certificate from Net Monthly Excess Cashflow.

Once Realized Losses have been allocated to the Class I−A2 Certificates, the Class II−A2 Certificates, the Class III−A1A Certificates, the
Mezzanine Certificates or the Class B Certificates, such amounts with respect to such Certificates will no longer accrue interest and will not be reinstated
thereafter (other than amounts reinstated due to Subsequent Recoveries on a Liquidated Mortgage Loan). However, Allocated Realized Loss Amounts may
be paid to
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the Class I−A2 Certificates, the Class II−A2 Certificates, the Class III−A1A Certificates, the Mezzanine Certificates and the Class B Certificates from the
Net Monthly Excess Cashflow, according to the priorities set forth under “Excess Interest” above.

Any Allocated Realized Loss Amounts to be reinstated on any Distribution Date due to Subsequent Recoveries with respect to the Group I
Mortgage Loans will be reinstated to the Class I−A2 Certificates, any Allocated Realized Loss Amounts to be reinstated on any Distribution Date due to
Subsequent Recoveries with respect to the Group II Mortgage Loans will be reinstated to the Class II−A2 Certificates and any Allocated Realized Loss
Amounts to be reinstated on any Distribution Date due to Subsequent Recoveries with respect to the Group III Mortgage Loans will be reinstated to the
Class III−A1A Certificates, in each case until the related Allocated Realized Loss Amount has been reduced to zero. Thereafter, any Allocated Realized
Loss Amounts to be reinstated on any Distribution Date due to Subsequent Recoveries will be reinstated to the Mezzanine Certificates and the Class B
Certificates in the following order, in each case until the related Allocated Realized Loss Amount has been reduced to zero:first to the Class M−1
Certificates,secondto the Class M−2 Certificates,third to the Class M−3 Certificates,fourth to the Class M−4 Certificates,fifth to the Class M−5
Certificates,sixth to the Class M−6 Certificates,seventhto the Class M−7 Certificates,eighth to the Class M−8 Certificates,ninth to the Class M−9
Certificates,tenth to the Class M−10 Certificates,eleventh to the Class B−1 Certificates,twelfth to the Class B−2 Certificates andthirteenthto the Class
B−3 Certificates. Any Allocated Realized Loss Amounts to be reinstated to the Class I−A2 Certificates, the Class II−A2 Certificates, the Class III−A1A
Certificates, the Mezzanine Certificates or the Class B Certificates due to Subsequent Recoveries will be made by increasing the Certificate Principal
Balance thereof by the amount so reinstated as of the Distribution Date in the month following the Prepayment Period in which such Subsequent Recoveries
occurred.

The Pooling Agreement will not permit the allocation of Realized Losses to the Class A Certificates (other than the Class I−A2 Certificates,
the Class II−A2 Certificates and the Class III−A1A Certificates), the Class P Certificates or the Residual Certificates. Investors in the Class A Certificates
(other than the Class I−A2 Certificates, the Class II−A2 Certificates and the Class III−A1A Certificates) should note that although Realized Losses cannot
be allocated to such Certificates, under certain loss scenarios there will not be enough principal and interest on the Mortgage Loans to pay such Certificates
all interest and principal amounts to which such classes are then entitled.

Cross−Collateralization

The Trust provides for limited cross−collateralization of the Group I Senior Certificates, the Group II Senior Certificates and the Group III
Senior Certificates through the application of interest generated by one Loan Group to fund interest shortfalls on the Class A Certificates primarily
supported by the other Loan Groups and through the application of principal generated by one Loan Group to fund certain distributions of principal on the
Class A Certificates primarily supported by the other Loan Groups.

The Cap Agreements

Each of the Group I Senior Certificates, the Group II Senior Certificates, the Group III Senior Certificates (other than the Class III−A1
Certificates) and the Mezzanine Certificates (together with the Class B Certificates) will have the benefit of a separate interest rate cap agreement. The
“Group I Senior Cap Agreement” is the interest rate cap agreement that includes the Group I Senior Cap Scheduled Notional Amount and will benefit the
Group I Senior Certificates. The “Group II Senior Cap Agreement” is the interest rate cap agreement that includes the Group II Senior Cap Scheduled
Notional Amount and will benefit the Group II Senior Certificates. The “Group III Senior Cap Agreement” is the interest rate cap agreement that includes
the Group III Senior Cap Scheduled Notional Amount and will benefit the Group III Senior Certificates (other than the Class III−A1 Certificates). The
“Subordinate Cap Agreement” is the interest rate cap agreement that includes the Subordinate Cap Scheduled Notional Amount and will benefit the
Mezzanine Certificates and the Class B Certificates. The Group I Senior Cap Agreement, the Group II Senior Cap Agreement, the Group III Senior Cap
Agreement and the Subordinate Cap Agreement are collectively referred to herein as the “Cap Agreements.” Each Cap Agreement will be documented by a
1992 ISDA Master Agreement (Multicurrency−Cross Border), together with a Schedule and Confirmation.

Pursuant to each Cap Agreement, Credit Suisse First Boston International (together with any successor, the “Cap Provider”) will agree to
pay to the Trust a monthly payment in an amount equal to the product of:
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(1)      the excess, if any, of one−month LIBOR (determined in accordance with the related Cap Agreement) (which is subject to a maximum
rate of (i) 10.23% in the case of the Group I Senior Cap Agreement, (ii) 10.24% in the case of the Group II Senior Agreement, (iii) 10.23% in the case of the
Group III Senior Cap Agreement and (iv) 8.54% in the case of the Subordinate Cap Agreement), in each case over the rate for the related Cap Agreement
specified in this prospectus supplement under “Annex II; Strike Rate” for that Distribution Date;

(2)      the Group I Senior Cap Notional Amount, in the case of the Group I Senior Cap Agreement, the Group II Senior Cap Notional
Amount, in the case of the Group II Senior Cap Agreement, the Group III Senior Cap Notional Amount, in the case of the Group III Senior Agreement and
the Subordinate Cap Notional Amount, in the case of the Subordinate Cap Agreement; and

(3)      a fraction, the numerator of which is the actual number of days elapsed from the previous Distribution Date to but excluding the
current Distribution Date (or, for the first Distribution Date, the actual number of days elapsed from the Closing Date to but excluding the first Distribution
Date), and the denominator of which is 360.

Each “Group I Senior Cap Scheduled Notional Amount,” “Group II Senior Cap Scheduled Notional Amount,” “Group III Senior Cap
Scheduled Notional Amount” and “Subordinate Cap Scheduled Notional Amount” is set forth with respect to each Distribution Date in Annex II to this
prospectus supplement. The Group I Senior Cap Scheduled Notional Amount for the second Distribution Date is $346,249,529, the Group II Senior Cap
Scheduled Notional Amount for the second Distribution Date is $667,906,580, the Group III Senior Cap Scheduled Notional Amount for the second
Distribution Date is $771,834,135, and the Subordinate Cap Scheduled Notional Amount for the second Distribution Date is $599,367,000 and thereafter
each declines in accordance with the expected amortization of the Group I Senior Certificates, the Group II Senior Certificates, the Group III Senior
Certificates (other than the Class III−A1 Certificates) and the Mezzanine Certificates and the Class B Certificates, respectively. The Group I Senior Cap
Notional Amount for any Distribution Date will be the lesser of (i) the Group I Senior Cap Scheduled Notional Amount for such Distribution Date and (ii)
the aggregate Certificate Principal Balance of the Group I Senior Certificates immediately prior to such Distribution Date. The Group II Senior Cap
Notional Amount for any Distribution Date will be the lesser of (i) the Group II Senior Cap Scheduled Notional Amount for such Distribution Date and (ii)
the aggregate Certificate Principal Balance of the Group II Senior Certificates immediately prior to such Distribution Date. The Group III Senior Cap
Notional Amount for any Distribution Date will be the lesser of (i) the Group III Senior Cap Scheduled Notional Amount for such Distribution Date and (ii)
the aggregate Certificate Principal Balance of the Group III Senior Certificates (other than the Class III−A1 Certificates) immediately prior to such
Distribution Date. The Subordinate Cap Notional Amount for any Distribution Date will be the lesser of (i) the Subordinate Cap Scheduled Notional
Amount for such Distribution Date and (ii) the aggregate Certificate Principal Balance of the Mezzanine Certificates and the Class B Certificates
immediately prior to such Distribution Date. Each of the Group I Senior Cap Agreement, the Group II Senior Cap Agreement, the Group III Senior Cap
Agreement will terminate after the Distribution Date in November 2008 and the Subordinate Cap Agreement will terminate after the Distribution Date in
May 2008.

Each Cap Agreement will be governed by and construed in accordance with the laws of the State of New York. The obligations of the Cap
Provider are limited to those specifically set forth in each Cap Agreement.

The Swap Agreement

The Class III−A1 Certificates will have the benefit of a swap agreement (the “Swap Agreement”) documented by a 1992 ISDA Master
Agreement (Multicurrency−Cross Border), together with a Schedule, Credit Support Annex and Confirmation between the Trustee and Credit Suisse First
Boston International (in such capacity, the “Swap Counterparty”).

Under the Swap Agreement, on each Distribution Date until the earlier of (i) the Distribution Date on which the Certificate Principal Balance
of the Class III−A1 Certificates is reduced to zero, (ii) the Distribution Date on which the holder of the majority of the Class C Certificates, the Master
Servicer or the NIMS Insurer, if any, exercises its optional termination right as described herein under “The Pooling Agreement—Termination,” (iii) the day
on which all of the Trust’s obligations under the Pooling Agreement expire, and (iv) the Distribution Date in August 2035 (the “Swap Termination Date”),
the Trust will be obligated to pay to the Swap Counterparty an amount equal to the product of (a) the lesser of (1) the sum of (A) the Formula Rate for the
Class III−A1 Certificates for the related Accrual Period and (B) a per annum rate, not to exceed 0.20% (the “Swap Fee Rate”) and (2) the Net WAC Rate
with respect to the Group III
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Senior Certificates for the related Accrual Period, (b) a notional amount equal to the lesser of (1) the Certificate Principal Balance of the Class III−A1
Certificates immediately prior to the related Distribution Date and (2) the aggregate Stated Principal Balance of the Group III Mortgage Loans as of the last
day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced,
and unscheduled collections of principal received during the related Prepayment Period) multiplied by the Group III Fraction (the “Swap Notional
Amount”) and (c) a fraction, the numerator of which is the actual number of days elapsed in the related Accrual Period and the denominator of which is 360
(the “Trust Swap Payment”), and the Swap Counterparty will be obligated to pay to the Trust an amount equal to the product of (x) the Formula Rate for the
Class III−A1 Certificates for that Distribution Date, (y) the Swap Notional Amount for that Distribution Date, and (z) a fraction, the numerator of which is
the actual number of days elapsed in each Accrual Period and the denominator of which is 360 (the “Swap Counterparty Payment”). The portion of the
Trust Swap Payment based on the Swap Fee Rate is referred to herein as the “Swap Fee Amount.”

In addition, on each Distribution Date, the Trust will be obligated to pay to the Swap Counterparty the Gross Swap Reimbursement Amount
(if any) in accordance with the priority of payments set forth herein under “Description of the Certificates—Credit Enhancement—Excess Interest.” For the
avoidance of doubt, failure to pay a Gross Swap Reimbursement Amount shall not constitute a Failure to Pay or Deliver in respect of the Trust.

“Gross Swap Reimbursement Amount” means, in respect of an Accrual Period, the sum of the Swap Reimbursement Amount in respect of
such Accrual Period, any Swap Reimbursement Amount(s), or part thereof, that remain unpaid in respect of any prior Accrual Period and interest in respect
of such amount(s) charged at a rate equal to the Formula Rate in respect of the Class III−A1 Certificates.

“Swap Reimbursement Amount” with respect to any Distribution Date is the excess, if any, of the Swap Counterparty Payment over an
amount equal to the product of (a) the lesser of (1) the Formula Rate for the Class III−A1 Certificates for the related Accrual Period and (2) the Net WAC
Rate with respect to the Group III Senior Certificates for the related Accrual Period, (b) the Swap Notional Amount and (c) a fraction, the numerator of
which is the actual number of days elapsed in the related Accrual Period and the denominator of which is 360.

Payments under the Swap Agreement will be made on a net basis.

If on any Distribution Date, the Monthly Interest Distribution Amount for the Class III−A1 Certificates is to be reduced by net Prepayment
Interest Shortfalls or Relief Act Interest Shortfalls, both the Trust Swap Payment and the Swap Counterparty Payment will be reduced by such reduction. If
the aggregate Principal Balance of the Group III Mortgage Loans is reduced below the Certificate Principal Balance of the Class III−A1 Certificates due to
losses on the Group III Mortgage Loans, both the Trust Swap Payment and the Swap Counterparty Payment will be calculated based on such lower
aggregate Principal Balance, resulting in interest distributions on the Class III−A1 Certificates below the applicable Pass−Through Rate.

The Swap Agreement and any payments made by the Swap Counterparty thereunder will be assets of the Trust but will not be assets of any
REMIC. All payments to the Swap Counterparty from the Trust and all payments to the Trust from the Swap Counterparty required to be made under the
Swap Agreement will be made through a reserve fund account (the “Supplemental Interest Account”).

The respective obligations of the Swap Counterparty and the Trust to pay specified amounts due under the Swap Agreement will be subject
to the following conditions precedent: (1) no Swap Event of Default or event that with the giving of notice or lapse of time or both would become a Swap
Event of Default shall have occurred and be continuing with respect to the Swap Agreement and (2) no “Early Termination Date” (as defined in the ISDA
Master Agreement) has occurred or been effectively designated with respect to the Swap Agreement.

“Swap Default” means the occurrence of a Swap Event of Default, a Termination Event with respect to the Swap Agreement or an
Additional Termination Event with respect to the Swap Agreement.

“Events of Default” under the Swap Agreement (each a “Swap Event of Default”) include the following standard events of default as
described in Sections 5(a)(i), 5(a)(vii) and 5(a)(viii) of the ISDA Master Agreement:
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• “Failure to Pay or Deliver,”

• “Bankruptcy,” and

• “Merger without Assumption” (but only with respect to the Swap Counterparty).

“Termination Events” under the Swap Agreement (each a “Termination Event”) consist of the following standard events under the ISDA
Master Agreement:

• “Illegality” (which generally relates to changes in law causing it to become unlawful for either party to perform its obligations under the
Swap Agreement);

• “Tax Event” (which generally relates to either party to the Swap Agreement receiving a payment under the Swap Agreement from which an
amount has been deducted or withheld for or on account of taxes due to a change in tax law); and

• “Tax Event Upon Merger” (which generally relates to the Swap Counterparty’s making a payment under the Swap Agreement from which
an amount has been deducted or withheld for or on account of taxes resulting from a merger).

In addition, there are “Additional Termination Events”
(a) relating to the Trust, as specified in the Swap Agreement; and

(b) relating to the Swap Counterparty’s ratings whereby, if the rating of the debt obligations of the Swap Counterparty falls below the
levels specified in the Swap Agreement and the Swap Counterparty fails to perform one or more of the specified actions described
below within the time specified in the Swap Agreement.

If the rating of the debt obligations of the Swap Counterparty:
• falls below a short−term credit rating of “A−1” by S&P or, if no short−term credit rating is available from S&P, a long−term credit rating of

“A+” by S&P or
• falls below a short−term credit rating of “P−1” (or are rated “P−1” and such rating is on credit watch for possible downgrade) and a

long−term credit rating of “A1,” (or are rated “A1” and such rating is on credit watch for possible downgrade), or if no short−term credit
rating is available from Moody’s, a long−term credit rating of “Aa3,” (or are rated “Aa3” and such rating is on credit watch for possible
downgrade), in each case by Moody’s;

then the Swap Counterparty is required, at its cost, to perform one or more actions, including, but not limited to:
• furnishing a guarantee of the Swap Counterparty’s obligations under the Swap Agreement from a guarantor with a long−term credit rating

greater than or equal to “A+” by S&P and “Aa3” by Moody’s;
• posting collateral securing its obligations under the Swap Agreement according to the terms of the Swap Agreement; or

• finding a substitute swap counterparty to replace the Swap Counterparty that has (i) either a short−term credit rating greater than or equal to
“A−1” or if no short term credit rating is available from S&P, a long−term credit rating greater than or equal to “A+,” in each case by S&P,
(ii) either a long−term credit rating greater than or equal to “A1” by Moody’s (and if rated “A1” by Moody’s, such rating is not on credit
watch for possible downgrade) and a short−term credit rating greater than or equal to “P−1” by Moody’s (and if rated “P−1” by Moody’s,
such rating is not on credit watch for possible downgrade) or, if no short−term credit rating is available from Moody’s, a long−term credit
rating greater than or equal to “Aa3” by Moody’s (and if rated
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“Aa3” by Moody’s, such rating is not on credit watch for possible downgrade) and (iii) either a short−term credit rating greater than or equal
to “F1” or a long−term credit rating greater than or equal to “A” by Fitch.

If the credit ratings of the Swap Counterparty are downgraded to a rating level below “BBB−” by S&P, “A3” or “P−2” by Moody’s, or “A”
or “F1” by Fitch, then the Swap Counterparty must seek to replace itself with a substitute counterparty and may in certain circumstances be required to post
collateral while such counterparty is being found. Failure to comply with the rating downgrade provisions set out in the Swap Agreement may constitute an
Additional Termination Event in respect of the Swap Counterparty.

Upon any Swap Default, the Trust or the Swap Counterparty may be liable to make a termination payment (the “Swap Termination
Payment”) to the other (regardless, if applicable, of which of the parties has caused the termination). The Swap Termination Payment will be based on the
value of the Swap Agreement computed in accordance with the procedures set forth in the Swap Agreement taking into account the present value of the
unpaid amounts that would have been owed by the Trust and the Swap Counterparty under the remaining scheduled term of the Swap Agreement. In the
event that the Trust is required to make a Swap Termination Payment, that payment will be paid from the Trust on the related Distribution Date, and on any
subsequent Distribution Dates until paid in full, in accordance with the priorities set forth under “Description of the Certificates—Allocation of Available
Funds.”

The Trust Swap Payments and any Swap Reimbursement Amounts deposited in the Supplemental Interest Account by the Trust as described
under “Description of the Certificates—Allocation of Available Funds” and “— Credit Enhancement—Excess Interest” will be distributed to the Swap
Counterparty on the related Distribution Date. The Swap Counterparty Payment deposited in the Supplemental Interest Account by the Swap Counterparty
will be distributed to the holders of the Class III−A1 Certificates on each Distribution Date.

The Cap Provider and the Swap Counterparty

Credit Suisse First Boston International (“CSFBi”) was incorporated in England and Wales under the Companies Act 1985 on May 9, 1990
with registered no. 2500199 and was re−registered as an unlimited liability company under the name “Credit Suisse Financial Products” on July 6, 1990. Its
registered office and principal place of business is at One Cabot Square, London E14 4QJ. CSFBi is an English bank and is regulated as a European Union
credit institution by The Financial Services Authority under the Financial Services and Markets Act 2000. The Financial Services Authority has issued a
scope of permission notice authorizing CSFBi to carry out specified regulated investment activities. Effective as of March 27, 2000, Credit Suisse Financial
Products was renamed “Credit Suisse First Boston International.” This change was a renaming only.

CSFBi is an unlimited liability company and, as such, its shareholders have a joint, several and unlimited obligation to meet any
insufficiency in the assets of CSFBi in the event of its liquidation. CSFBi’s ordinary voting shares are owned, as to 56%, by Credit Suisse, as to 24%, by
Credit Suisse First Boston (International) Holding AG and, as to 20%, by Credit Suisse Group. CSFBi commenced business on July 16, 1990. Its principal
business is banking, including the trading of derivative products linked to interest rates, equities, foreign exchange, commodities and credit.

CSFBi has been assigned a senior unsecured debt rating of “A+” by S&P, a senior debt rating of “Aa3” (stable outlook) by Moody’s and a
long−term rating of “AA−” (stable outlook) by Fitch.

CSFBi is an affiliate of Credit Suisse First Boston LLC, one of the Underwriters.

The Final Maturity Reserve Account

On the Closing Date, the Trustee will establish a final maturity reserve account (the “Final Maturity Reserve Account”), into which the
Depositor will make an initial deposit of $1,000. Beginning on the Distribution Date in September 2012 and on each Distribution Date up to and including
the Final Maturity Reserve Funding Date, if on such Distribution Date the constant prepayment rate of the Mortgage Loans is equal to or less than 5%, the
Trustee will deposit in the Final Maturity Reserve Account the Group I Final Maturity Reserve Amount, the Group II Final Maturity Reserve Amount and
the Group III Final Maturity Reserve Amount for each Distribution Date from the Interest Remittance Amounts as set forth under “Description of the
Certificates—Allocation of Available Funds—Interest Distributions on the Offered Certificates and the Class B Certificates” and beginning on the
Distribution Date in August

S−101

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 108 of 303



2022, the Trustee will deposit in the Final Maturity Reserve Account the Supplemental Final Maturity Reserve Amount for each Distribution Date from the
Net Monthly Excess Cashflow as set forth under “Description of the Certificates—Credit Enhancement—Excess Interest.”

On the earlier of the Distribution Date in August 2035 and the termination of the Trust Fund, all amounts on deposit in the Final Maturity
Reserve Account will be distributed to Certificateholders. It is intended that these amounts will be sufficient to retire the Offered Certificates and the Class
B Certificates on the Final Scheduled Distribution Date, even though the outstanding Principal Balance of the Mortgage Loans having 40−year original
terms to maturity have not been reduced to zero on the Final Scheduled Distribution Date. Any investment earnings on amounts on deposit in the Final
Maturity Reserve Account will remain in such account and will be distributed as described below.

Amounts on deposit in the Final Maturity Reserve Account will constitute an asset of the Trust Fund but will not be an asset of any REMIC.

Application of Amounts on Deposit in the Final Maturity Reserve Account

On the earlier of the Distribution Date in August 2035 and the termination of the Trust after giving effect to all other distributions, funds on
deposit in the Final Maturity Reserve Account will be distributed in the following order of priority:

(i)       concurrently, to the Class A Certificates, in reduction of their respective Certificate Principal Balances,pro rata, based on
their Certificate Principal Balances, until the Certificate Principal Balances thereof have been reduced to zero;

(ii)      to the Mezzanine Certificates and the Class B Certificates, in reduction of their respective Certificate Principal Balances, in
the following order of priority:first to the Class M−1 Certificates,second to the Class M−2 Certificates,third to the Class M−3 Certificates,
fourth to the Class M−4 Certificates,fifth to the Class M−5 Certificates,sixth to the Class M−6 Certificates,seventh to the Class M−7
Certificates,eighth to the Class M−8 Certificates,ninth to the Class M−9 Certificates,tenth to the Class M−10 Certificates,eleventh to the
Class B−1 Certificates,twelfth to the Class B−2 Certificates andthirteenth to the Class B−3 Certificates, in each case until the Certificate
Principal Balances thereof have been reduced to zero;

(iii)     concurrently, to the Class A Certificates, up to the amount of the related Monthly Interest Distributable Amount and any
Unpaid Interest Shortfall Amount for such classes remaining unpaid after giving effect to all other distributions, in each case allocated
among the Class A Certificates,pro rata, based on their Monthly Interest Distributable Amounts and any Unpaid Interest Shortfall Amounts;

(iv)     to the Mezzanine Certificates and the Class B Certificates, up to the amount of the related Monthly Interest Distributable
Amount for such classes remaining unpaid after giving effect to all other distributions, allocated among the Mezzanine Certificates and the
Class B Certificates in the following order of priority:first to the Class M−1 Certificates,second to the Class M−2 Certificates,third to the
Class M−3 Certificates,fourth to the Class M−4 Certificates,fifth to the Class M−5 Certificates,sixth to the Class M−6 Certificates,seventh
to the Class M−7 Certificates,eighth to the Class M−8 Certificates,ninth to the Class M−9 Certificates,tenth to the Class M−10
Certificates,eleventh to the Class B−1 Certificates,twelfth to the Class B−2 Certificates andthirteenth to the Class B−3 Certificates;

(v)      to the Mezzanine Certificates and the Class B Certificates, up to the amount of any related Unpaid Interest Shortfall Amount
for such classes remaining unpaid after giving effect to all other distributions, allocated among the Mezzanine Certificates and the Class B
Certificates in the following order of priority:first to the Class M−1 Certificates,secondto the Class M−2 Certificates,third to the Class
M−3 Certificates,fourth to the Class M−4 Certificates,fifth to the Class M−5 Certificates,sixth to the Class M−6 Certificates,seventhto
the Class M−7 Certificates,eighth to the Class M−8 Certificates,ninth to the Class M−9 Certificates,tenth to the Class M−10 Certificates,
eleventhto the Class B−1 Certificates,twelfth to the Class B−2 Certificates andthirteenthto the Class B−3 Certificates;
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(vi)     concurrently, to the Class A Certificates, up to the amount of the related Net WAC Rate Carryover Amount remaining unpaid
after giving effect to all other distributions, allocated among the Class A Certificates,pro rata, based on their unpaid Net WAC Rate
Carryover Amounts;

(vii)    to the Mezzanine Certificates and the Class B Certificates, up to the amount of the related Net WAC Rate Carryover Amount
remaining unpaid after giving effect to all other distributions, in the following order of priority:first to the Class M−1 Certificates,secondto
the Class M−2 Certificates,third to the Class M−3 Certificates,fourth to the Class M−4 Certificates,fifth to the Class M−5 Certificates,
sixth to the Class M−6 Certificates,seventhto the Class M−7 Certificates,eighth to the Class M−8 Certificates,ninth to the Class M−9
Certificates,tenth to the Class M−10 Certificates,eleventh to the Class B−1 Certificates,twelfth to the Class B−2 Certificates andthirteenth
to the Class B−3 Certificates;

(viii)   concurrently, to the Class I−A2 Certificates, the Class II−A2 Certificates and the Class III−A1A Certificates, up to the amount
of the related Allocated Realized Loss Amount remaining unpaid after giving effect to all other distributions, allocated among the Class
I−A2 Certificates, the Class II−A2 Certificates and the Class III−A1A Certificates,pro rata, based on their unpaid Allocated Realized Loss
Amounts;

(ix)     to the Mezzanine Certificates and the Class B Certificates, up to the amount of the related Allocated Realized Loss Amount
remaining unpaid after giving effect to all other distributions, in the following order of priority:first to the Class M−1 Certificates,secondto
the Class M−2 Certificates,third to the Class M−3 Certificates,fourth to the Class M−4 Certificates,fifth to the Class M−5 Certificates,
sixth to the Class M−6 Certificates,seventhto the Class M−7 Certificates,eighth to the Class M−8 Certificates,ninth to the Class M−9
Certificates,tenth to the Class M−10 Certificates,eleventh to the Class B−1 Certificates,twelfth to the Class B−2 Certificates andthirteenth
to the Class B−3 Certificates;

(x)      to the Supplemental Interest Account for payment to the Swap Counterparty, any unpaid Trust Swap Payments, Swap
Reimbursement Amounts and Swap Termination Payments;

(xi)     concurrently, to the Class A Certificates, up to the amount of the related Prepayment Interest Shortfalls and Relief Act Interest
Shortfalls remaining unpaid after giving effect to all other distributions, allocated among the Class A Certificates,pro rata, based on their
unpaid Prepayment Interest Shortfalls and Relief Act Interest Shortfalls;

(xii)    to the Mezzanine Certificates and the Class B Certificates, up to the amount of the related Prepayment Interest Shortfalls and
Relief Act Interest Shortfalls remaining unpaid after giving effect to all other distributions, in the following order of priority:first to the
Class M−1 Certificates,secondto the Class M−2 Certificates,third to the Class M−3 Certificates,fourth to the Class M−4 Certificates,fifth
to the Class M−5 Certificates,sixth to the Class M−6 Certificates,seventhto the Class M−7 Certificates,eighth to the Class M−8
Certificates,ninth to the Class M−9 Certificates,tenth to the Class M−10 Certificates,eleventh to the Class B−1 Certificates,twelfth to the
Class B−2 Certificates andthirteenth to the Class B−3 Certificates; and

(xiii) to the Class C Certificates, any remaining amount.

Definitions

The “Accrual Period” for the Offered Certificates and the Class B Certificates for any Distribution Date will be the actual number of days
(based on a 360−day year) included in the period commencing on the immediately preceding Distribution Date (or, in the case of the first such Accrual
Period, commencing on the Closing Date) and ending on the day immediately preceding such Distribution Date.

The “Aggregate Final Maturity Reserve Amount” means, with respect to any Distribution Date, the sum of the Group I Final Maturity
Reserve Amount, the Group II Final Maturity Reserve Amount and the Group III Final Maturity Reserve Amount.

An “Allocated Realized Loss Amount” with respect to any class of the Class I−A2 Certificates, the Class II−A2 Certificates, the Class
III−A1A Certificates, the Mezzanine Certificates and the Class B Certificates and any Distribution
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Date is an amount equal to (a) the sum of (i) any Realized Losses allocated to that class of the Certificates on such Distribution Date and (ii) any Allocated
Realized Loss Amount for that class of the Certificates remaining unpaid from the previous Distribution Date less (b) any Allocated Realized Loss Amounts
that have been reinstated with respect to such class of Certificates on prior Distribution Dates due to Subsequent Recoveries.

The “Certificate Principal Balance” of any Class A Certificate, Mezzanine Certificate, Class B Certificate or Class P Certificate immediately
prior to any Distribution Date will be equal to the Certificate Principal Balance thereof on the Closing Date (the “Original Certificate Principal Balance”)
reduced by the sum of all amounts actually distributed in respect of principal of such class and, in the case of a Class I−A2 Certificate, Class II−A2
Certificate, Class III−A1A Certificate, Mezzanine Certificate or Class B Certificate, Realized Losses allocated thereto on all prior Distribution Dates and, in
the case of a Class I−A2 Certificate, Class II−A2 Certificate, Class III−A1A Certificate, Mezzanine Certificate or Class B Certificate, increased by the
Allocated Realized Loss Amounts reinstated thereto on all prior Distribution Dates due to Subsequent Recoveries. The “Certificate Principal Balance” of the
Class C Certificates as of any date of determination is equal to the excess, if any, of (a) the then aggregate Stated Principal Balance of the Mortgage Loans
over (b) the sum of the then aggregate Certificate Principal Balances of the Class A Certificates, the Mezzanine Certificates, the Class B Certificates and the
Class P Certificates.

The “Class A Principal Distribution Amount” for any Distribution Date is the sum of the Group I Senior Principal Distribution Amount, the
Group II Senior Principal Distribution Amount and the Group III Senior Principal Distribution Amount.

The “Class B−1 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class B−1 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), (v) the aggregate Certificate
Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4 Principal Distribution Amount on such Distribution
Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into account the payment of the Class M−5 Principal
Distribution Amount on such Distribution Date), (vii) the aggregate Certificate Principal Balance of the Class M−6 Certificates (after taking into account the
payment of the Class M−6 Principal Distribution Amount on such Distribution Date), (viii) the aggregate Certificate Principal Balance of the Class M−7
Certificates (after taking into account the payment of the Class M−7 Principal Distribution Amount on such Distribution Date), (ix) the aggregate Certificate
Principal Balance of the Class M−8 Certificates (after taking into account the payment of the Class M−8 Principal Distribution Amount on such Distribution
Date), (x) the aggregate Certificate Principal Balance of the Class M−9 Certificates (after taking into account the payment of the Class M−9 Principal
Distribution Amount on such Distribution Date), (xi) the aggregate Certificate Principal Balance of the Class M−10 Certificates (after taking into account
the payment of the Class M−10 Principal Distribution Amount on such Distribution Date), and (xii) the aggregate Certificate Principal Balance of the Class
B−1 Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i) approximately 94.40% and (ii) the aggregate Stated
Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the
related Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) and (B) the
aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal
due during the related Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment
Period) minus the Overcollateralization Floor.

The “Class B−2 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class B−2 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class
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M−2 Certificates (after taking into account the payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate
Certificate Principal Balance of the Class M−3 Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such
Distribution Date), (v) the aggregate Certificate Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4
Principal Distribution Amount on such Distribution Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into
account the payment of the Class M−5 Principal Distribution Amount on such Distribution Date), (vii) the aggregate Certificate Principal Balance of the
Class M−6 Certificates (after taking into account the payment of the Class M−6 Principal Distribution Amount on such Distribution Date), (viii) the
aggregate Certificate Principal Balance of the Class M−7 Certificates (after taking into account the payment of the Class M−7 Principal Distribution
Amount on such Distribution Date), (ix) the aggregate Certificate Principal Balance of the Class M−8 Certificates (after taking into account the payment of
the Class M−8 Principal Distribution Amount on such Distribution Date), (x) the aggregate Certificate Principal Balance of the Class M−9 Certificates (after
taking into account the payment of the Class M−9 Principal Distribution Amount on such Distribution Date), (xi) the aggregate Certificate Principal Balance
of the Class M−10 Certificates (after taking into account the payment of the Class M−10 Principal Distribution Amount on such Distribution Date), (xii) the
aggregate Certificate Principal Balance of the Class B−1 Certificates (after taking into account the payment of the Class B−1 Principal Distribution Amount
on such Distribution Date), and (xiii) the aggregate Certificate Principal Balance of the Class B−2 Certificates immediately prior to such Distribution Date
over (y) the lesser of (A) the product of (i) approximately 96.50% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of
the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and
unscheduled collections of principal received during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Mortgage Loans
as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received
or advanced, and unscheduled collections of principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class B−3 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class B−3 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), (v) the aggregate Certificate
Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4 Principal Distribution Amount on such Distribution
Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into account the payment of the Class M−5 Principal
Distribution Amount on such Distribution Date), (vii) the aggregate Certificate Principal Balance of the Class M−6 Certificates (after taking into account the
payment of the Class M−6 Principal Distribution Amount on such Distribution Date), (viii) the aggregate Certificate Principal Balance of the Class M−7
Certificates (after taking into account the payment of the Class M−7 Principal Distribution Amount on such Distribution Date), (ix) the aggregate Certificate
Principal Balance of the Class M−8 Certificates (after taking into account the payment of the Class M−8 Principal Distribution Amount on such Distribution
Date), (x) the aggregate Certificate Principal Balance of the Class M−9 Certificates (after taking into account the payment of the Class M−9 Principal
Distribution Amount on such Distribution Date), (xi) the aggregate Certificate Principal Balance of the Class M−10 Certificates (after taking into account
the payment of the Class M−10 Principal Distribution Amount on such Distribution Date), (xii) the aggregate Certificate Principal Balance of the Class B−1
Certificates (after taking into account the payment of the Class B−1 Principal Distribution Amount on such Distribution Date), (xiii) the aggregate
Certificate Principal Balance of the Class B−2 Certificates (after taking into account the payment of the Class B−2 Principal Distribution Amount on such
Distribution Date), and (xiv) the aggregate Certificate Principal Balance of the Class B−3 Certificates immediately prior to such Distribution Date over (y)
the lesser of (A) the product of (i) approximately 98.40% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the
related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and
unscheduled collections of principal received during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Mortgage Loans
as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received
or
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advanced, and unscheduled collections of principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class M−1 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−1 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution Date)
and (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the
product of (i) approximately 65.40% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after
giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the
related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and
unscheduled collections of principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class M−2 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−2 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date) and (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates immediately prior to such
Distribution Date over (y) the lesser of (A) the product of (i) approximately 71.50% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans
as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received
or advanced, and unscheduled collections of principal received during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the
Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the
extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class M−3 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−3 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date) and (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i) approximately 75.50% and (ii) the aggregate Stated
Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the
related Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) and (B) the
aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal
due during the related Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment
Period) minus the Overcollateralization Floor.

The “Class M−4 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−4 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), and (v) the aggregate
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Certificate Principal Balance of the Class M−4 Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i)
approximately 78.50% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect
to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of principal received
during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period
(after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class M−5 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−5 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), (v) the aggregate Certificate
Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4 Principal Distribution Amount on such Distribution
Date) and (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates immediately prior to such Distribution Date over (y) the lesser of
(A) the product of (i) approximately 81.50% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due
Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled
collections of principal received during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Mortgage Loans as of the last
day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced,
and unscheduled collections of principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class M−6 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−6 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), (v) the aggregate Certificate
Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4 Principal Distribution Amount on such Distribution
Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into account the payment of the Class M−5 Principal
Distribution Amount on such Distribution Date) and (vii) the aggregate Certificate Principal Balance of the Class M−6 Certificates immediately prior to
such Distribution Date over (y) the lesser of (A) the product of (i) approximately 84.20% and (ii) the aggregate Stated Principal Balance of the Mortgage
Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent
received or advanced, and unscheduled collections of principal received during the related Prepayment Period) and (B) the aggregate Stated Principal
Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related
Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) minus the
Overcollateralization Floor.

The “Class M−7 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−7 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class
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M−2 Certificates (after taking into account the payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate
Certificate Principal Balance of the Class M−3 Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such
Distribution Date), (v) the aggregate Certificate Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4
Principal Distribution Amount on such Distribution Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into
account the payment of the Class M−5 Principal Distribution Amount on such Distribution Date), (vii) the aggregate Certificate Principal Balance of the
Class M−6 Certificates (after taking into account the payment of the Class M−6 Principal Distribution Amount on such Distribution Date) and (viii) the
aggregate Certificate Principal Balance of the Class M−7 Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i)
approximately 86.70% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect
to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of principal received
during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period
(after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class M−8 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−8 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), (v) the aggregate Certificate
Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4 Principal Distribution Amount on such Distribution
Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into account the payment of the Class M−5 Principal
Distribution Amount on such Distribution Date), (vii) the aggregate Certificate Principal Balance of the Class M−6 Certificates (after taking into account the
payment of the Class M−6 Principal Distribution Amount on such Distribution Date), (viii) the aggregate Certificate Principal Balance of the Class M−7
Certificates (after taking into account the payment of the Class M−7 Principal Distribution Amount on such Distribution Date), and (ix) the aggregate
Certificate Principal Balance of the Class M−8 Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i)
approximately 88.80% and (ii) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect
to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of principal received
during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period
(after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period) minus the Overcollateralization Floor.

The “Class M−9 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−9 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate Certificate
Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such Distribution
Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1 Principal
Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into account the
payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the Class M−3
Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), (v) the aggregate Certificate
Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4 Principal Distribution Amount on such Distribution
Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into account the payment of the Class M−5 Principal
Distribution Amount on such Distribution Date), (vii) the aggregate Certificate Principal Balance of the Class M−6 Certificates (after taking into account the
payment of the Class M−6 Principal Distribution Amount on such Distribution Date), (viii) the aggregate
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Certificate Principal Balance of the Class M−7 Certificates (after taking into account the payment of the Class M−7 Principal Distribution Amount on such
Distribution Date), (ix) the aggregate Certificate Principal Balance of the Class M−8 Certificates (after taking into account the payment of the Class M−8
Principal Distribution Amount on such Distribution Date), and (x) the aggregate Certificate Principal Balance of the Class M−9 Certificates immediately
prior to such Distribution Date over (y) the lesser of (A) the product of (i) approximately 90.80% and (ii) the aggregate Stated Principal Balance of the
Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the
extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) and (B) the aggregate Stated Principal
Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related
Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) minus the
Overcollateralization Floor.

The “Class M−10 Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate Certificate
Principal Balance of the Class M−10 Certificates immediately prior to such Distribution Date and (II) the excess of (x) the sum of (i) the aggregate
Certificate Principal Balance of the Class A Certificates (after taking into account the payment of the Class A Principal Distribution Amount on such
Distribution Date), (ii) the aggregate Certificate Principal Balance of the Class M−1 Certificates (after taking into account the payment of the Class M−1
Principal Distribution Amount on such Distribution Date), (iii) the aggregate Certificate Principal Balance of the Class M−2 Certificates (after taking into
account the payment of the Class M−2 Principal Distribution Amount on such Distribution Date), (iv) the aggregate Certificate Principal Balance of the
Class M−3 Certificates (after taking into account the payment of the Class M−3 Principal Distribution Amount on such Distribution Date), (v) the aggregate
Certificate Principal Balance of the Class M−4 Certificates (after taking into account the payment of the Class M−4 Principal Distribution Amount on such
Distribution Date), (vi) the aggregate Certificate Principal Balance of the Class M−5 Certificates (after taking into account the payment of the Class M−5
Principal Distribution Amount on such Distribution Date), (vii) the aggregate Certificate Principal Balance of the Class M−6 Certificates (after taking into
account the payment of the Class M−6 Principal Distribution Amount on such Distribution Date), (viii) the aggregate Certificate Principal Balance of the
Class M−7 Certificates (after taking into account the payment of the Class M−7 Principal Distribution Amount on such Distribution Date), (ix) the
aggregate Certificate Principal Balance of the Class M−8 Certificates (after taking into account the payment of the Class M−8 Principal Distribution
Amount on such Distribution Date), (x) the aggregate Certificate Principal Balance of the Class M−9 Certificates (after taking into account the payment of
the Class M−9 Principal Distribution Amount on such Distribution Date), and (xi) the aggregate Certificate Principal Balance of the Class M−10
Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i) approximately 92.40% and (ii) the aggregate Stated
Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal due during the
related Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) and (B) the
aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving effect to scheduled payments of principal
due during the related Due Period, to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment
Period) minus the Overcollateralization Floor.

The “Credit Enhancement Percentage” for any Distribution Date is the percentage obtained by dividing (x) the aggregate Certificate
Principal Balance of the Subordinate Certificates calculated prior to distribution of the Group I Principal Distribution Amount, the Group II Principal
Distribution Amount and the Group III Principal Distribution Amount in respect of the Certificates then entitled to distributions of principal on such
Distribution Date by (y) the aggregate Stated Principal Balance of the Mortgage Loans, calculated prior to taking into account payments of principal on the
Mortgage Loans due on the related Due Date or received during the related Prepayment Period.

A “Cumulative Loss Trigger Event” is in effect with respect to any Distribution Date in or after September 2007, if the percentage obtained
by dividing (x) the aggregate amount of Realized Losses incurred (less any Subsequent Recoveries received) with respect to the Mortgage Loans from the
Cut−off Date through the last day of the related Due Period by (y) the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off Date,
exceeds the applicable percentage set forth below for such Distribution Date:
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Distribution Date Occurring in Cumulative Loss Percentage

September 2007 through August 2008
1.30% for the first month, plus an additional 1/12th of 1.55% for
each month thereafter.

September 2008 through August 2009
2.85% for the first month, plus an additional 1/12th of 1.60% for
each month thereafter.

September 2009 through August 2010
4.45% for the first month, plus an additional 1/12th of 1.30% for
each month thereafter.

September 2010 through August 2011
5.75% for the first month, plus an additional 1/12th of 0.65% for
each month thereafter.

September 2011 and thereafter 6.40% for each month

A “Delinquency Trigger Event” is in effect with respect to a Distribution Date if the percentage obtained by dividing (x) the aggregate
Stated Principal Balance of (i) Mortgage Loans Delinquent 60 days or more, (ii) REO Properties and (iii) Mortgage Loans in foreclosure and in bankruptcy
(excluding any such Mortgage Loans which are less than 60 days Delinquent under the bankruptcy plan) by (y) the aggregate Stated Principal Balance of
the Mortgage Loans, in each case, calculated prior to taking into account payments of principal on the Mortgage Loans due on the related Due Date or
received during the related Prepayment Period, exceeds 31.00% of the Credit Enhancement Percentage.

A Mortgage Loan is “Delinquent” if any monthly payment due on a Due Date is not made by the close of business on the next scheduled
Due Date for such Mortgage Loan. A Mortgage Loan is “30 days Delinquent” if such monthly payment has not been received by the close of business on
the corresponding day of the month immediately succeeding the month in which such monthly payment was due or, if there was no such corresponding day
(e.g., as when a 30−day month follows a 31−day month in which a payment was due on the 31st day of such month), then on the last day of such
immediately succeeding month; and similarly for “60 days Delinquent” and “90 days Delinquent,” etc.

A “Due Period” with respect to any Distribution Date is the period commencing on the second day of the month preceding the month in
which such Distribution Date occurs and ending on the first day of the month in which such Distribution Date occurs.

The “Extra Principal Distribution Amount” with respect to any Distribution Date is the lesser of (x) the Net Monthly Excess Cashflow for
such Distribution Date and (y) the Overcollateralization Deficiency Amount for such Distribution Date.

The “Final Maturity Reserve Funding Date” is the earlier of (a) the Distribution Date in August 2035 and (b) the Distribution Date on which
amounts on deposit in the Final Maturity Reserve Account (after giving effect to all distributions on such Distribution Date other than distributions from the
Final Maturity Reserve Account) are equal to the Stated Principal Balance of the Mortgage Loans with original terms to maturity of 480 months (after
giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period).

The “Final Maturity Reserve Rate” is an annual rate of 0.60%.

The “Final Maturity Reserve Shortfall” means, with respect to any Distribution Date, the difference between the Stated Principal Balance of
the Mortgage Loans with original terms to maturity of 480 months (after giving effect to scheduled payments of principal due during the related Due Period,
to the extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) and amounts on deposit in the
Final Maturity Reserve Account (after giving effect to all distributions on such Distribution Date other than distributions from the Final Maturity Reserve
Account).

The “Group I Final Maturity Reserve Amount” means for any Distribution Date (a) on and after the Distribution Date in September 2012 up
to and including the Final Maturity Reserve Funding Date, if the constant prepayment rate of the Mortgage Loans is equal to or less than 5% on such
Distribution Date, the lesser of (A) the product of (i) the Final
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Maturity Reserve Rate, (ii) the aggregate Stated Principal Balance of the Group I Mortgage Loans on the first day of the related Due Period (not including
for this purpose the Group I Mortgage Loans for which prepayments in full have been received and distributed in the month prior to that Distribution Date)
and (iii) a fraction, the numerator of which is the actual number of days in the related Accrual Period and the denominator of which is 360 and (B) the Final
Maturity Reserve Shortfall for such Distribution Date multiplied by a fraction, (1) the numerator of which is the aggregate Stated Principal Balance of the
Group I Mortgage Loans on the first day of the related Due Period (not including for this purpose the Group I Mortgage Loans for which prepayments in
full have been received and distributed in the month prior to that Distribution Date), and (2) the denominator of which is the aggregate Stated Principal
Balance of the Mortgage Loans on the first day of the related Due Period (not including for this purpose the Mortgage Loans for which prepayments in full
have been received and distributed in the month prior to that Distribution Date), and (b) on any other Distribution Date, zero.

The “Group I Interest Remittance Amount” with respect to any Distribution Date is that portion of the Available Funds for such Distribution
Date attributable to interest received or advanced with respect to the Group I Mortgage Loans or to Compensating Interest paid by the Master Servicer with
respect to the Group I Mortgage Loans.

The “Group I Principal Allocation Percentage” for any Distribution Date is the percentage equivalent of a fraction, the numerator of which is
(x) the Group I Principal Remittance Amount for such Distribution Date, and the denominator of which is (y) the Principal Remittance Amount for such
Distribution Date.

The “Group I Principal Distribution Amount” for any Distribution Date is the sum of (i) (x) the Group I Principal Remittance Amount minus
(y) the amount of any Overcollateralization Release Amount for such Distribution Date multiplied by the Group I Principal Allocation Percentage, and (ii)
the Extra Principal Distribution Amount for such Distribution Date multiplied by the Group I Principal Allocation Percentage.

The “Group I Principal Remittance Amount” means with respect to any Distribution Date, the sum of (i) all scheduled payments of principal
collected or advanced on the Group I Mortgage Loans by the Master Servicer that were due during the related Due Period, (ii) all partial and full principal
prepayments of the Group I Mortgage Loans applied by the Master Servicer during the related Prepayment Period, (iii) the principal portion of all Net
Liquidation Proceeds, Insurance Proceeds and Subsequent Recoveries received during the related Prepayment Period with respect to the Group I Mortgage
Loans, (iv) that portion of the Purchase Price, representing principal of any repurchased Group I Mortgage Loan, deposited to the Collection Account during
the related Prepayment Period, (v) the principal portion of any Substitution Adjustments deposited in the Collection Account during the related Prepayment
Period with respect to the Group I Mortgage Loans, and (vi) on the Distribution Date on which the Trust is to be terminated in accordance with the Pooling
Agreement, that portion of the Termination Price representing principal with respect to the Group I Mortgage Loans.

The “Group I Senior Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate
Certificate Principal Balance of the Group I Senior Certificates immediately prior to such Distribution Date and (II) the excess of (x) the aggregate
Certificate Principal Balance of the Group I Senior Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i)
approximately 54.90% and (ii) the aggregate Stated Principal Balance of the Group I Mortgage Loans as of the last day of the related Due Period (after
giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period) and (B) the aggregate Principal Balance of the Group I Mortgage Loans as of the last date of the
related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and
unscheduled collections of principal received during the related Prepayment Period) minus 0.50% of the aggregate Stated Principal Balance of the Group I
Mortgage Loans as of the Cut−off Date.

The “Group II Final Maturity Reserve Amount” means for any Distribution Date (a) on and after the Distribution Date in September 2012 up
to and including the Final Maturity Reserve Funding Date, if the constant prepayment rate of the Mortgage Loans is equal to or less than 5% on such
Distribution Date, the lesser of (A) the product of (i) the Final Maturity Reserve Rate, (ii) the aggregate Stated Principal Balance of the Group II Mortgage
Loans on the first day of the related Due Period (not including for this purpose the Group II Mortgage Loans for which prepayments in full have been
received and distributed in the month prior to that Distribution Date) and (iii) a fraction, the numerator of which is the actual number of days in the related
Accrual Period and the denominator of which is 360
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and (B) the Final Maturity Reserve Shortfall for such Distribution Date multiplied by a fraction, (1) the numerator of which is the aggregate Stated Principal
Balance of the Group II Mortgage Loans on the first day of the related Due Period (not including for this purpose the Group II Mortgage Loans for which
prepayments in full have been received and distributed in the month prior to that Distribution Date), and (2) the denominator of which is the aggregate
Stated Principal Balance of the Mortgage Loans on the first day of the related Due Period (not including for this purpose the Mortgage Loans for which
prepayments in full have been received and distributed in the month prior to that Distribution Date), and (b) on any other Distribution Date, zero.

The “Group II Interest Remittance Amount” with respect to any Distribution Date is that portion of the Available Funds for such
Distribution Date attributable to interest received or advanced with respect to the Group II Mortgage Loans or to Compensating Interest paid by the Master
Servicer with respect to the Group II Mortgage Loans.

The “Group II Principal Allocation Percentage” for any Distribution Date is the percentage equivalent of a fraction, the numerator of which
is (x) the Group II Principal Remittance Amount for such Distribution Date, and the denominator of which is (y) the Principal Remittance Amount for such
Distribution Date.

The “Group II Principal Distribution Amount” for any Distribution Date is the sum of (i) (x) the Group II Principal Remittance Amount
minus (y) the amount of any Overcollateralization Release Amount for such Distribution Date multiplied by the Group II Principal Allocation Percentage,
and (ii) the Extra Principal Distribution Amount for such Distribution Date multiplied by the Group II Principal Allocation Percentage.

The “Group II Principal Remittance Amount” means with respect to any Distribution Date, the sum of (i) all scheduled payments of
principal collected or advanced on the Group II Mortgage Loans by the Master Servicer that were due during the related Due Period, (ii) all partial and full
principal prepayments of the Group II Mortgage Loans applied by the Master Servicer during the related Prepayment Period, (iii) the principal portion of all
Net Liquidation Proceeds, Insurance Proceeds and Subsequent Recoveries received during the related Prepayment Period with respect to the Group II
Mortgage Loans, (iv) that portion of the Purchase Price, representing principal of any repurchased Group II Mortgage Loan, deposited to the Collection
Account during the related Prepayment Period, (v) the principal portion of any Substitution Adjustments deposited in the Collection Account during the
related Prepayment Period with respect to the Group II Mortgage Loans and (vi) on the Distribution Date on which the Trust is to be terminated in
accordance with the Pooling Agreement, that portion of the Termination Price representing principal with respect to the Group II Mortgage Loans.

The “Group II Senior Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate
Certificate Principal Balance of the Group II Senior Certificates immediately prior to such Distribution Date and (II) the excess of (x) the aggregate
Certificate Principal Balance of the Group II Senior Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i)
approximately 54.90% and (ii) the aggregate Stated Principal Balance of the Group II Mortgage Loans as of the last day of the related Due Period (after
giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Group II Mortgage Loans as of the last date
of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and
unscheduled collections of principal received during the related Prepayment Period) minus 0.50% of the aggregate Stated Principal Balance of the Group II
Mortgage Loans as of the Cut−off Date.

The “Group III Final Maturity Reserve Amount” means for any Distribution Date (a) on and after the Distribution Date in September 2012
up to and including the Final Maturity Reserve Funding Date, if the constant prepayment rate of the Mortgage Loans is equal to or less than 5% on such
Distribution Date, the lesser of (A) the product of (i) the Final Maturity Reserve Rate, (ii) the aggregate Stated Principal Balance of the Group III Mortgage
Loans on the first day of the related Due Period (not including for this purpose the Group III Mortgage Loans for which prepayments in full have been
received and distributed in the month prior to that Distribution Date) and (iii) a fraction, the numerator of which is the actual number of days in the related
Accrual Period and the denominator of which is 360 and (B) the Final Maturity Reserve Shortfall for such Distribution Date multiplied by a fraction, (1) the
numerator of which is the aggregate Stated Principal Balance of the Group III Mortgage Loans on the first day of the related Due Period (not including for
this purpose the Group III Mortgage Loans for which prepayments in full have been received and distributed in the month prior to that Distribution Date),
and (2) the denominator of which is the aggregate Stated
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Principal Balance of the Mortgage Loans on the first day of the related Due Period (not including for this purpose the Mortgage Loans for which
prepayments in full have been received and distributed in the month prior to that Distribution Date), and (b) on any other Distribution Date, zero.

The “Group III Fraction” means, with respect to any Distribution Date, the Certificate Principal Balance of the Class III−A1 Certificates and
the Class III−A1A Certificates immediately prior to such Distribution Date divided by the Certificate Principal Balance of the Group III Senior Certificates
immediately prior to such Distribution Date.

The “Group III Interest Remittance Amount” with respect to any Distribution Date is that portion of the Available Funds for such
Distribution Date attributable to interest received or advanced with respect to the Group III Mortgage Loans or to Compensating Interest paid by the Master
Servicer with respect to the Group III Mortgage Loans.

The “Group III Principal Allocation Percentage” for any Distribution Date is the percentage equivalent of a fraction, the numerator of which
is (x) the Group III Principal Remittance Amount for such Distribution Date, and the denominator of which is (y) the Principal Remittance Amount for such
Distribution Date.

The “Group III Principal Distribution Amount” for any Distribution Date is the sum of (i) (x) the Group III Principal Remittance Amount
minus (y) the amount of any Overcollateralization Release Amount for such Distribution Date multiplied by the Group III Principal Allocation Percentage,
and (ii) the Extra Principal Distribution Amount for such Distribution Date multiplied by the Group III Principal Allocation Percentage.

The “Group III Principal Remittance Amount” means with respect to any Distribution Date, the sum of (i) all scheduled payments of
principal collected or advanced on the Group III Mortgage Loans by the Master Servicer that were due during the related Due Period, (ii) all partial and full
principal prepayments of the Group III Mortgage Loans applied by the Master Servicer during the related Prepayment Period, (iii) the principal portion of
all Net Liquidation Proceeds, Insurance Proceeds and Subsequent Recoveries received during the related Prepayment Period with respect to the Group III
Mortgage Loans, (iv) that portion of the Purchase Price, representing principal of any repurchased Group III Mortgage Loan, deposited to the Collection
Account during the related Prepayment Period, (v) the principal portion of any Substitution Adjustments deposited in the Collection Account during the
related Prepayment Period with respect to the Group III Mortgage Loans and (vi) on the Distribution Date on which the Trust is to be terminated in
accordance with the Pooling Agreement, that portion of the Termination Price representing principal with respect to the Group III Mortgage Loans.

The “Group III Senior Principal Distribution Amount” for any Distribution Date is an amount equal to the lesser of (I) the aggregate
Certificate Principal Balance of the Group III Senior Certificates immediately prior to such Distribution Date and (II) the excess of (x) the aggregate
Certificate Principal Balance of the Group III Senior Certificates immediately prior to such Distribution Date over (y) the lesser of (A) the product of (i)
approximately 54.90% and (ii) the aggregate Stated Principal Balance of the Group III Mortgage Loans as of the last day of the related Due Period (after
giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of
principal received during the related Prepayment Period) and (B) the aggregate Stated Principal Balance of the Group III Mortgage Loans as of the last date
of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and
unscheduled collections of principal received during the related Prepayment Period) minus 0.50% of the aggregate Stated Principal Balance of the Group III
Mortgage Loans as of the Cut−off Date.

“Insurance Proceeds” means the proceeds of any title policy, hazard policy or other insurance policy covering a Mortgage Loan to the extent
such proceeds are not to be applied to the restoration of the related Mortgaged Property or released to the mortgagor in accordance with the procedures that
the Master Servicer would follow in servicing mortgage loans held for its own account, subject to the terms and conditions of the related mortgage note and
Mortgage, or constitute Subsequent Recoveries with respect to such Mortgage Loan.

The “Interest Remittance Amount” means the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and the Group
III Interest Remittance Amount.

The “Monthly Interest Distributable Amount” for any Distribution Date and each class of Certificates equals the amount of interest accrued
during the related Accrual Period at the related Pass−Through Rate on the Certificate Principal
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Balance or Notional Amount of such class of Certificates immediately prior to such Distribution Date, in each case reduced by any net Prepayment Interest
Shortfalls and Relief Act Interest Shortfalls allocated to such class of Certificates, in each such case as such shortfall allocations are described under
“—Allocation of Available Funds—Interest Distributions on the Offered Certificates and the Class B Certificates” above.

The “Net Monthly Excess Cashflow” for any Distribution Date is an amount equal to the sum of (a) any Overcollateralization Release
Amount for such Distribution Date, (b) any Remaining Principal Distribution Amount and (c) the positive excess of (x) the Available Funds for such
Distribution Date over (y) the sum for such Distribution Date of (A) the Monthly Interest Distributable Amounts for the Offered Certificates and the Class B
Certificates, (B) the Unpaid Interest Shortfall Amounts for the Class A Certificates, (C) the Trust Swap Payment, (D) the Aggregate Final Maturity Reserve
Amount, (E) any Swap Termination Payment (only if the Swap Default is attributable to the Trust) and (F) the Principal Remittance Amount.

The “Optional Termination Date” is the first Distribution Date on which the aggregate Stated Principal Balance of the Mortgage Loans and
REO Properties is equal to or less than 10% of the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off Date.

An “Overcollateralization Deficiency Amount” with respect to any Distribution Date equals the amount, if any, by which the
Overcollateralization Target Amount exceeds the Overcollateralized Amount on such Distribution Date (assuming that 100% of the Principal Remittance
Amount is applied as a principal payment on such Distribution Date).

The “Overcollateralization Floor” means 0.50% of the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off Date.

The “Overcollateralization Release Amount” means, with respect to any Distribution Date, the lesser of (x) the Principal Remittance
Amount for such Distribution Date and (y) the excess, if any, of (i) the Overcollateralized Amount for such Distribution Date (assuming that 100% of the
Principal Remittance Amount is applied as a principal payment on such Distribution Date) over (ii) the Overcollateralization Target Amount for such
Distribution Date.

The “Overcollateralization Target Amount” means with respect to any Distribution Date (i) prior to the Stepdown Date, approximately
0.80% of the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off Date, (ii) on or after the Stepdown Date provided a Trigger Event
is not in effect, the greater of (x) the lesser of (I) approximately 0.80% of the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off
Date and (II) approximately 1.60% of the aggregate Stated Principal Balance of the Mortgage Loans as of the last day of the related Due Period (after giving
effect to scheduled payments of principal due during the related Due Period, to the extent received or advanced, and unscheduled collections of principal
received during the related Prepayment Period) and (y) 0.50% of the aggregate Stated Principal Balance of the Mortgage Loans as of the Cut−off Date, and
(iii) on or after the Stepdown Date if a Trigger Event is in effect, the Overcollateralization Target Amount for the immediately preceding Distribution Date.

The “Overcollateralized Amount” for any Distribution Date is the amount, if any, by which (i) the aggregate Stated Principal Balance of the
Mortgage Loans on the last day of the related Due Period (after giving effect to scheduled payments of principal due during the related Due Period, to the
extent received or advanced, and unscheduled collections of principal received during the related Prepayment Period) exceeds (ii) the aggregate Certificate
Principal Balance of the Class A Certificates, the Mezzanine Certificates, the Class B Certificates and the Class P Certificates as of such Distribution Date
(after giving effect to distributions of the Principal Remittance Amount to be made on such Distribution Date), but without giving effect to distributions of
any Extra Principal Distribution Amount to be made on such Distribution Date.

The “Prepayment Period” means, with respect to any Distribution Date (i) the period from the 15th day of the month immediately preceding
the month in which such Distribution Date occurs (or in the case of the first Distribution Date, the Cut−off Date) through the 14th day of the month in which
such Distribution Date occurs, inclusive, for purposes of principal prepayments in full; and (ii) the calendar month immediately preceding the month in
which such Distribution Date occurs, for any other purpose.
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The “Principal Remittance Amount” means with respect to any Distribution Date, the sum of the Group I Principal Remittance Amount, the
Group II Principal Remittance Amount and the Group III Principal Remittance Amount.

“Realized Loss” means, with respect to any defaulted Mortgage Loan that is finally liquidated (a “Liquidated Mortgage Loan”), the amount
of loss realized equal to the portion of the Principal Balance remaining unpaid after application of all liquidation proceeds, net of amounts reimbursable to
the Master Servicer for related Advances, Servicing Advances and Servicing Fees (such amount, the “Net Liquidation Proceeds”) and all Insurance
Proceeds in respect of such Mortgage Loan.

The “Remaining Principal Distribution Amount” means with respect to any Distribution Date (a) on or after the Stepdown Date and (b) on
which a Trigger Event is not in effect, an amount equal to the Principal Distribution Amount remaining after the distributions set forth in the Post−Stepdown
Monthly Principal Distribution.

A “Sequential Trigger Event” is in effect with respect to any Distribution Date (i) from the September 2005 Distribution Date through the
August 2008 Distribution Date if the percentage obtained by dividing (x) the aggregate amount of Realized Losses incurred (less any Subsequent
Recoveries received) with respect to the Mortgage Loans from the Cut−off Date through the last day of the related Due Period by (y) the aggregate Stated
Principal Balance of the Mortgage Loans as of the Cut−off Date is greater than the percentage set forth in the following table:

Distribution Date Occurring in Cumulative Loss Percentage
September 2005 through August 2007 1.30%
September 2007 through August 2008 1.30% for the first month, plus an additional 1/12th of the positive

difference between 2.85% and 1.35% for each month thereafter.

and (ii) on and after the Distribution Date in September 2008 if a Trigger Event is in effect.

The “Stated Principal Balance” with respect to any Mortgage Loan: (a) as of any date of determination up to but not including the
Distribution Date on which the proceeds, if any, of a liquidation event with respect to such Mortgage Loan would be distributed, the Scheduled Principal
Balance as of the Cut−off Date, as shown in the Mortgage Loan Schedule, minus the sum of (i) the principal portion of each monthly payment due on a Due
Date subsequent to the Cut−off Date, to the extent received from the Mortgagor or advanced by the Master Servicer and distributed on or before such date
of determination, (ii) all Principal Prepayments received after the Cut−off Date, to the extent distributed on or before such date of determination, (iii) all
liquidation proceeds and Insurance Proceeds to the extent distributed on or before such date of determination and (iv) any Realized Loss incurred with
respect thereto as a result of a deficient valuation made during or prior to the Due Period for the most recent Distribution Date coinciding with or preceding
such date of determination; and (b) as of any date of determination coinciding with or subsequent to the Distribution Date on which the proceeds, if any, of a
liquidation event with respect to such Mortgage Loan would be distributed, zero.

The “Stepdown Date” means the earlier of (a) the later of (i) the Distribution Date in September 2008 and (ii) the first Distribution Date on
which the Credit Enhancement Percentage (calculated for this purpose only after taking into account payments of principal on the Mortgage Loans due on
the related Due Date or received during the related Prepayment Period but prior to distribution of the Group I Principal Distribution Amount, the Group II
Principal Distribution Amount and the Group III Principal Distribution Amount in respect of the Certificates then entitled to distributions of principal on
such Distribution Date) is greater than or equal to approximately 45.10% and (b) the date on which the aggregate Certificate Principal Balance of the Class
A Certificates has been reduced to zero.

“Subsequent Recoveries” means unexpected recoveries related to a Liquidated Mortgage Loan received by the Master Servicer (net of
amounts reimbursable to the Master Servicer for related Advances, Servicing Advances and Servicing Fees), which were allocated as a Realized Loss, in
reducing a Certificate Principal Balance of a class of the Mezzanine Certificates or the Class B Certificates, on a Distribution Date prior to the Prepayment
Period in which such funds were received. Subsequent Recoveries may include but are not limited to unanticipated insurance settlements, tax refunds or
mortgage bankruptcy distributions.
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The “Supplemental Final Maturity Reserve Amount” means, with respect to any Distribution Date (a) prior to the Distribution Date in
August 2022, zero, (b) on and after the Distribution Date in August 2022 up to and including the Distribution Date in August 2035, the amount of the Net
Monthly Excess Cashflow for such Distribution Date remaining after the distribution pursuant to clause (xlvii) under “—Credit Enhancement—Excess
Interest” and (c) after the Distribution Date in August 2035, zero.

A “Trigger Event” is in effect with respect to any Distribution Date if either a Cumulative Loss Trigger Event or a Delinquency Trigger
Event is in effect on such Distribution Date.

The “Unpaid Interest Shortfall Amount” means (i) for each class of the Offered Certificates and the Class B Certificates and the first
Distribution Date, zero, and (ii) for such class of Certificates and any Distribution Date after the first Distribution Date, the amount, if any, by which (a) the
sum of (1) the Monthly Interest Distributable Amount for such class of Certificates for the immediately preceding Distribution Date and (2) the outstanding
Unpaid Interest Shortfall Amount, if any, for such class of Certificates for such preceding Distribution Date exceeds (b) the aggregate amount distributed on
such class of Certificates in respect of interest pursuant to clause (a) of this definition on such preceding Distribution Date, plus interest on the amount of
interest due but not paid on the class of Certificates on such preceding Distribution Date, to the extent permitted by law, at the Pass−Through Rate on such
Distribution Date for such class of Certificates for the related Accrual Period.

Pass−Through Rates

The “Pass−Through Rate” for the Class III−A1 Certificates (a) for any Distribution Date, provided a Swap Default has not occurred and is
not continuing, will equal the related Formula Rate for such Distribution Date and (b) for any Distribution Date (other than the first Distribution Date), if a
Swap Default has occurred and is continuing, will equal the lesser of (x) the related Formula Rate for such Distribution Date and (y) the related Net WAC
Rate for such Distribution Date.

The “Pass−Through Rate” for each class of the Offered Certificates (other than the Class III−A1 Certificates) and the Class B Certificates for
any Distribution Date (other than the first Distribution Date) will equal the lesser of (x) the related Formula Rate for such Distribution Date and (y) the
related Net WAC Rate for such Distribution Date.

The “Net WAC Rate” for any Distribution Date (other than the first Distribution Date) with respect to the Group I Senior Certificates is a per
annum rate equal to (a) the excess, if any, of (i) the weighted average of the Adjusted Net Mortgage Rates of the Group I Mortgage Loans, weighted on the
basis of the Stated Principal Balances thereof as of the Due Date in the month preceding the month of such Distribution Date over (ii) the percentage
equivalent of a fraction, (1) the numerator of which is the Group I Final Maturity Reserve Amount for such Distribution Date multiplied by 12, and (2) the
denominator of which is the aggregate Stated Principal Balance of the Group I Mortgage Loans as of the Due Date in the month preceding the month of
such Distribution Date multiplied by (b) a fraction, the numerator of which is 30 and the denominator of which is the actual number of days elapsed in the
related Accrual Period.

The “Net WAC Rate” for any Distribution Date (other than the first Distribution Date) with respect to the Group II Senior Certificates is a
per annum rate equal to (a) the excess, if any, of (i) the weighted average of the Adjusted Net Mortgage Rates of the Group II Mortgage Loans, weighted on
the basis of the Stated Principal Balances thereof as of the Due Date in the month preceding the month of such Distribution Date over (ii) the percentage
equivalent of a fraction, (1) the numerator of which is the Group II Final Maturity Reserve Amount for such Distribution Date multiplied by 12, and (2) the
denominator of which is the aggregate Stated Principal Balance of the Group II Mortgage Loans as of the Due Date in the month preceding the month of
such Distribution Date multiplied by (b) a fraction, the numerator of which is 30 and the denominator of which is the actual number of days elapsed in the
related Accrual Period.

The “Net WAC Rate” for any Distribution Date (other than the first Distribution Date) with respect to the Group III Senior Certificates is a
per annum rate equal to (a) the excess, if any, of (i) the weighted average of the Adjusted Net Mortgage Rates of the Group III Mortgage Loans, weighted
on the basis of the Stated Principal Balances thereof as of the Due Date in the month preceding the month of such Distribution Date over (ii) the percentage
equivalent of a fraction, (1) the numerator of which is the Group III Final Maturity Reserve Amount for such

S−116

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 123 of 303



Distribution Date multiplied by 12, and (2) the denominator of which is the aggregate Stated Principal Balance of the Group III Mortgage Loans as of the
Due Date in the month preceding the month of such Distribution Date multiplied by (b) a fraction, the numerator of which is 30 and the denominator of
which is the actual number of days elapsed in the related Accrual Period.

The “Net WAC Rate” for any Distribution Date (other than the first Distribution Date) with respect to the Mezzanine Certificates and the
Class B Certificates is a per annum rate equal to (a) the excess, if any, of (i) the weighted average (weighted on the basis of the results of subtracting from
the aggregate principal balance of each Loan Group the sum of the current Certificate Principal Balances of the related classes of the Class A Certificates) of
(1) the Net WAC Rate with respect to the Group I Senior Certificates, (2) the Net WAC Rate with respect to the Group II Senior Certificates and (3) the Net
WAC Rate with respect to the Group III Senior Certificates over (ii) the percentage equivalent of a fraction, (1) the numerator of which is the sum of (A)
any Swap Termination Payment (if a Swap Default is attributable to the Trust) for such Distribution Date and (B) the Swap Fee Amount for such
Distribution Date, in each case multiplied by 12 and (2) the denominator of which is the aggregate Stated Principal Balance of the Mortgage Loans as of the
Due Date in the month preceding the month of such Distribution Date multiplied by (b) a fraction, the numerator of which is 30 and the denominator of
which is the actual number of days elapsed in the related Accrual Period.

The “Adjusted Net Mortgage Rate” for any Mortgage Loan for any Distribution Date is a per annum rate equal to the applicable Mortgage
Rate for such Mortgage Loan as of the first day of the month preceding the month in which such Distribution Date occurs minus the Servicing Fee Rate.

The “Formula Rate” for any class of the Offered Certificates (other than the Class III−A1 Certificates provided a Swap Default has not
occurred and is continuing) and the Class B Certificates is the “Interest Settlement Rate” for U.S. dollar deposits of one−month maturity set by the British
Bankers’ Association (“One−Month LIBOR”) as of the related LIBOR Determination Date plus the related Certificate Margin.

The “Formula Rate” for the Class III−A1 Certificates provided a Swap Default has not occurred and is not continuing is the Certificate Index
for the related Distribution Date plus the related Certificate Margin.

The “Certificate Margin” with respect to each class of the Offered Certificates and the Class B Certificates will be as indicated below.

Margin Margin
Class (1) (2) Class (1) (2)
I−A1 0.260 0.520 M−3 0.520 0.780
I−A2 0.300 0.600 M−4 0.610 0.915
II−A1 0.250 0.500 M−5 0.640 0.960
II−A2 0.310 0.620 M−6 0.720 1.080
III−A1 0.180 0.360 M−7 1.200 1.800
III−A1A 0.320 0.640 M−8 1.400 2.100
III−A2 0.110 0.220 M−9 1.800 2.700
III−A3 0.270 0.540 M−10 2.500 3.750
III−A4 0.370 0.740 B−1 2.500 3.750
M−1 0.470 0.705 B−2 2.000 3.000
M−2 0.490 0.735 B−3 2.500 3.750

______________
(1)

On each Distribution Date through and including the Optional Termination Date.
(2)

On each Distribution Date after the Optional Termination Date.

On the Closing Date, the Trustee will establish a Reserve Fund account (the “Reserve Fund”) from which payments in respect of Net WAC
Rate Carryover Amounts on the Offered Certificates and the Class B Certificates will be made. The Reserve Fund will be an asset of the Trust but not of any
REMIC. On each Distribution Date, the Trustee will deposit in the Reserve Fund all amounts received with respect to the Cap Agreements and that portion
of the Net Monthly Excess Cashflow described in clause (xlv) under “Description of the Certificates—Credit Enhancement—Excess Interest” above. On
each Distribution Date, to the extent required following the distribution of the Available
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Funds as described under “Allocation of Available Funds” above, the Trustee will withdraw from amounts in the Reserve Fund to pay the Offered
Certificates and the Class B Certificates, any Net WAC Rate Carryover Amounts.

Amounts in the Reserve Fund will be distributed in the following order of priority:
(i) first, concurrently, (A) amounts in the Reserve Fund received with respect to the Group I Senior Cap Agreement will be distributed,

concurrently, to the Group I Senior Certificates, up to the amount of the related Net WAC Rate Carryover Amount, allocated
between the Group I Senior Certificates,pro rata, based on the Net WAC Rate Carryover Amounts, (B) amounts in the Reserve
Fund received with respect to the Group II Senior Cap Agreement will be distributed, concurrently, to the Group II Senior
Certificates, up to the amount of the related Net WAC Rate Carryover Amount, allocated among the Group II Senior Certificates,
pro rata, based on the Net WAC Rate Carryover Amounts, (C) amounts in the Reserve Fund received with respect to the Group III
Senior Cap Agreement will be distributed, concurrently, to the Group III Senior Certificates (other than the Class III−A1
Certificates), up to the amount of the related Net WAC Rate Carryover Amount, allocated among the Group III Senior Certificates
(other than the Class III−A1 Certificates),pro rata, based on the Net WAC Rate Carryover Amounts, and (D) amounts in the
Reserve Fund received with respect to the Subordinate Cap Agreement will be distributed to the Mezzanine Certificates and the
Class B Certificates, up to the amount of the related Net WAC Rate Carryover Amount, in the following order of priority:first to
the Class M−1 Certificates,secondto the Class M−2 Certificates,third to the Class M−3 Certificates,fourth to the Class M−4
Certificates,fifth to the Class M−5 Certificates,sixth to the Class M−6 Certificates,seventhto the Class M−7 Certificates,eighth to
the Class M−8 Certificates,ninth to the Class M−9 Certificates,tenth to the Class M−10 Certificates,eleventh to the Class B−1
Certificates,twelfth to the Class B−2 Certificates andthirteenth to the Class B−3 Certificates, in each case, to the extent of amounts
received with respect to the related Cap Agreement remaining in the Reserve Fund.

(ii) second, amounts deposited in the Reserve Fund pursuant to clause (xlv) under “Description of the Certificates—Credit
Enhancement—Excess Interest” above will be distributed first, concurrently, to the Class A Certificates, up to the amount of the
related Net WAC Rate Carryover Amount to the extent not paid pursuant to clause (i) above, allocated among the Class A
Certificates,pro rata, based on the Net WAC Rate Carryover Amounts; then, to the Mezzanine Certificates and the Class B
Certificates, up to the amount of the related Net WAC Rate Carryover Amount to the extent not paid pursuant to clause (i) above, in
the following order of priority:first to the Class M−1 Certificates,secondto the Class M−2 Certificates,third to the Class M−3
Certificates,fourth to the Class M−4 Certificates,fifth to the Class M−5 Certificates,sixth to the Class M−6 Certificates,seventhto
the Class M−7 Certificates,eighth to the Class M−8 Certificates,ninth to the Class M−9 Certificates,tenth to the Class M−10
Certificates,eleventh to the Class B−1 Certificates,twelfth to the Class B−2 Certificates, andthirteenth to the Class B−3
Certificates, in each case to the extent of such amounts remaining in the Reserve Fund.

If on any Distribution Date (other than the first Distribution Date), the Pass−Through Rate for any class of the Offered Certificates or the
Class B Certificates is the related Net WAC Rate, then the “Net WAC Rate Carryover Amount” for such class of Certificates for such Distribution Date will
be an amount equal to the sum of (i) the positive excess of (x) the amount of interest that would have been distributable to such class of Certificates on such
Distribution Date if the Pass−Through Rate for such class of Certificates for such Distribution Date were calculated at the related Formula Rate over (y) the
amount of interest distributable on such class of Certificates at the related Net WAC Rate for such Distribution Date and (ii) the related Net WAC Rate
Carryover Amount for the previous Distribution Date not previously distributed together with interest thereon at a rate equal to the related Formula Rate for
such class of Certificates for the most recently ended Accrual Period. If on any Distribution Date, the Pass−Through Rate for any class of the Offered
Certificates or the Class B Certificates is the related Formula Rate, then the Net WAC Rate Carryover Amount for such class of Certificates for such
Distribution Date will be equal to the related Net WAC Rate Carryover Amount, if any, for the previous Distribution Date not previously distributed
together with interest thereon at a rate equal to the related Formula Rate for such class of Certificates for the most recently ended Accrual Period.

To the extent interest on any class of the Offered Certificates or the Class B Certificates is paid at the related Net WAC Rate instead of the
related Formula Rate, a shortfall in interest equal to the Net WAC Rate Carryover Amount
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will occur. Such shortfall will be payable only from the Net Monthly Excess Cashflow and payments received under the related Cap Agreement (through
the use of the Reserve Fund), as described under “Description of the Certificates—Credit Enhancement—Excess Interest” in this prospectus supplement.

Calculation of One−Month LIBOR

On the second LIBOR Business Day preceding the commencement of each Accrual Period (each such date, a “LIBOR Determination
Date”), the Trustee will determine the One−Month LIBOR for such Accrual Period for the Offered Certificates (other than the Class III−A1 Certificates
provided a Swap Default has not occurred and is not continuing) and the Class B Certificates on the basis of the “Interest Settlement Rate” for U.S. dollar
deposits of one−month maturity set by the British Bankers’ Association (the “BBA”) as of 11:00 a.m. (London time) on such LIBOR Determination Date.
The Trustee will determine the “Certificate Index” for the Class III−A1 Certificates, provided a Swap Default has not occurred and is not continuing, in
accordance with the definition of “USD−LIBOR−BBA” set forth in the Annex to the 2000 ISDA Definitions, which is the same manner that LIBOR is
determined pursuant to the Swap Agreement.

The BBA’s Interest Settlement Rates are currently displayed on the Dow Jones Telerate Service page 3750 (such page, or such other page as
may replace page 3750 on that service or such other service as may be nominated by the BBA as the information vendor for the purpose of displaying the
BBA’s Interest Settlement Rates for deposits in U.S. dollars, the “Designated Telerate page”). Such Interest Settlement Rates are also currently available on
Reuters Monitor Money Rates Service page “LIBOR01” and Bloomberg L.P. page “BBAM.” The BBA’s Interest Settlement Rates currently are rounded to
five decimal places.

A “LIBOR Business Day” means any day on which banks in London and New York are open for conducting transactions in foreign
currency and exchange.

With respect to any LIBOR Determination Date, if the BBA’s Interest Settlement Rate does not appear on the Designated Telerate Page as
of 11:00 a.m. (London time) on such date, or if the Designated Telerate Page is not available on such date, the Trustee will obtain such from the Reuters or
Bloomberg page. Alternatively, the Trustee may request the principal London office of each of the Reference Banks to provide a quotation of its rate. If on
such LIBOR Determination Date two or more Reference Banks provide such offered quotations, the One−Month LIBOR for the related Accrual Period will
be the arithmetic mean of such offered quotations (rounded upwards if necessary to the nearest whole multiple of 0.03125%). If on such LIBOR
Determination Date fewer than two Reference Banks provide such offered quotations, the One−Month LIBOR for the related Accrual Period shall be the
higher of (x) the One−Month LIBOR as determined on the previous LIBOR Determination Date and (y) the Reserve Interest Rate.

As used in this section, “Reference Banks” means leading banks selected by the Trustee with the consent of the NIMS Insurer, if any, and
engaged in transactions in Eurodollar deposits in the international Eurocurrency market (i) with an established place of business in London, (ii) which have
been designated as such by the Trustee with the consent of the NIMS Insurer and (iii) not controlling, controlled by or under common control with, the
Depositor, the Master Servicer or any successor Master Servicer or the Seller; and “Reserve Interest Rate” shall be the rate per annum that the Trustee
determines to be either (i) the arithmetic mean (rounded upwards if necessary to the nearest whole multiple of 0.03125%) of the one−month United States
dollar lending rates which New York City banks selected by the Trustee with the consent of the NIMS Insurer, if any, are quoting on the relevant LIBOR
Determination Date to the principal London Offices of leading banks in the London interbank market or (ii) in the event that the Trustee can determine no
such arithmetic mean, the lowest one−month United States dollar lending rate which New York City banks selected by the Trustee with the consent of the
NIMS Insurer are quoting on such LIBOR Determination Date to leading European banks.

The establishment of the One−Month LIBOR on each LIBOR Determination Date by the Trustee and the Trustee’s calculation of the rate of
interest applicable to the Offered Certificates and the Class B Certificates for the related Accrual Period will (in the absence of manifest error) be final and
binding.
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Reports To Certificateholders

On each Distribution Date, the Trustee will prepare and make available to each holder of a Certificate, a statement based upon information
received from the Master Servicer generally setting forth, among other things:
(i) the amount of distributions with respect to each class of Certificates;

(ii)      the amount of such distributions set forth in clause (i) allocable to principal, separately identifying the aggregate amount of
any principal prepayments or other unscheduled recoveries of principal included therein;

(iii)     the amount of such distributions set forth in clause (i) allocable to interest and the calculation thereof;

(iv)     the amount of any Net WAC Rate Carryover Amounts or Unpaid Interest Shortfall Amounts;

(v)      the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and the Group III Interest Remittance
Amount and the Group I Principal Remittance Amount, the Group II Principal Remittance Amount and the Group III Principal Remittance
Amount for such Distribution Date;

(vi)     the Certificate Principal Balance of each class of the Certificates after giving effect to the distribution of principal on such
Distribution Date;

(vii)    the Stated Principal Balance for the Group I Mortgage Loans, the Group II Mortgage Loans and the Group III Mortgage
Loans at the end of the related Due Period;

(viii)   by Loan Group and in the aggregate, the amounts of Servicing Fees paid to or retained by the Master Servicer or any
subservicer;

(ix)     in the aggregate, the amount of Advances made by the Master Servicer for the related Collection Period, the amount of
unrecovered Advances (after giving effect to Advances made on the Distribution Date) outstanding, and the aggregate amount of
non−recoverable Advances for such Distribution Date;

(x)      by Loan Group and in the aggregate, the number and aggregate Stated Principal Balance of Mortgage Loans that were (A)
delinquent (exclusive of Mortgage Loans in bankruptcy or foreclosure or REO Properties) (1) 30 to 59 days, (2) 60 to 89 days and (3) 90 or
more days, as of the last day of the calendar month, (B) in foreclosure, (C) in bankruptcy and (D) REO Properties;

(xi)     the aggregate Stated Principal Balance of all Mortgage Loans with respect to which the retained mortgaged property was
acquired by the Trust in foreclosure or by deed in lieu of foreclosure (any such mortgaged property, an “REO Property”) as of the close of
business on the last day of the related Prepayment Period;

(xii)     by Loan Group and in the aggregate, the amount of Realized Losses incurred during the related Prepayment Period and the
cumulative amount of Realized Losses;

(xiii)   by Loan Group and in the aggregate, the amount of any net Prepayment Interest Shortfalls for such Distribution Date to the
extent not covered by the Master Servicer and the amount of any Relief Act Interest Shortfalls for such Distribution Date;

(xiv)   any Overcollateralization Deficiency Amount (after giving effect to distribution of principal on such Distribution Date);

(xv)    by Loan Group and in the aggregate, the Principal Balance of Mortgage Loans repurchased by the Seller;
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(xvi)   the date when a Stepdown Date, a Trigger Event or a Sequential Trigger Event has occurred;
(xvii) the Overcollateralization Target Amount as of such Distribution Date;
(xviii) the amount of payments made by the Cap Provider under each of the Cap Agreements;

(xix)   the aggregate amount of extraordinary Trust expenses (as described in the Pooling Agreement) paid to the Trustee for such
Distribution Date;

(xx)    by Loan Group and in the aggregate, the amount of Subsequent Recoveries for the related Prepayment Period and the
cumulative amount of Subsequent Recoveries;

(xxi)   the Trust Swap Payment, the Swap Counterparty Payment, the Swap Termination Payment payable by the Trust, the Swap
Termination Payment payable by the Swap Counterparty, and the Swap Reimbursement Payment for such Distribution Date and any Trust
Swap Payments, Swap Counterparty Payments and Swap Termination Payments unpaid from prior Distribution Dates; and

(xxii)  the Group I Final Maturity Reserve Amount, the Group II Final Maturity Reserve Amount, the Group III Final Maturity
Reserve Amount, the Supplemental Final Maturity Reserve Amount, the Aggregate Final Maturity Reserve Amount and the aggregate
amount on deposit in the Final Maturity Reserve Account for such Distribution Date and on the earlier of the Distribution Date in August
2035 and the termination of the Trust Fund, the amount distributed from the Final Maturity Reserve Account.

The Trustee will make such statement (and, at its option, any additional files containing the same information in an alternative format)
available each month via the Trustee’s internet website. The Trustee’s internet website will initially be located at “https://www.tss.db.com/invr”. Assistance
in using the website can be obtained by calling the Trustee’s customer service desk at 1−800−735−7777. Parties that are unable to use the above distribution
options are entitled to have a paper copy mailed to them via first class mail by calling the customer service desk and indicating such. The Trustee will have
the right to change the way such statements are distributed in order to make such distribution more convenient and/or more accessible to the above parties
and the Trustee will provide timely and adequate notification to all above parties regarding any such changes.

In addition, within a reasonable period of time after the end of each calendar year, the Trustee will prepare and deliver to each holder of a
Certificate of record during the previous calendar year a statement containing information necessary to enable Certificateholders to prepare their tax returns.
Such statements will not have been examined and reported upon by an independent public accountant.
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YIELD, PREPAYMENT AND MATURITY CONSIDERATIONS

The yield to maturity of the Offered Certificates and the Class B Certificates will be sensitive to defaults on the Mortgage Loans. If a
purchaser of an Offered Certificate or a Class B Certificate calculates its anticipated yield based on an assumed rate of default and amount of losses that is
lower than the default rate and amount of losses actually incurred, its actual yield to maturity may be lower than that so calculated. In general, the earlier a
loss occurs, the greater is the effect on an investor’s yield to maturity. There can be no assurance as to the delinquency, foreclosure or loss experience with
respect to the Mortgage Loans. The Mortgage Loans were underwritten in accordance with guidelines that generally do not conform to the underwriting
guidelines typically applied by banks and other primary lending institutions, particularly with respect to a prospective borrower’s credit history and
debt−to−income ratio. Borrowers who qualify under the Master Servicer’s underwriting guidelines generally have equity in their property and repayment
ability but may have a record of major derogatory credit items such as outstanding judgments or prior bankruptcies. The Master Servicer originates
mortgage loans based on its underwriting guidelines and does not determine whether such mortgage loans would be acceptable for purchase by Fannie Mae
or Freddie Mac. As a result, the risk of delinquencies with respect to, and losses on, the Mortgage Loans will be greater than that of mortgage loans
underwritten in a more traditional manner.

The rate of principal payments, the aggregate amount of distributions and the yields to maturity of the Offered Certificates and the Class B
Certificates will be affected by the rate and timing of payments of principal on the Mortgage Loans. The rate of principal payments on the Mortgage Loans
will in turn be affected by the amortization schedules of the Mortgage Loans and by the rate of principal prepayments (including for this purpose
prepayments resulting from refinancing, liquidations of the Mortgage Loans due to defaults, casualties or condemnations and repurchases by the Seller or
Master Servicer). Certain of the Mortgage Loans contain prepayment charges, and the rate of principal payments on such Mortgage Loans may or may not
be less than the rate of principal payments for mortgage loans that did not have prepayment charges. The Mortgage Loans are subject to the “due−on−sale”
provisions included therein which provide that the Mortgage Loan is due upon the transfer of the related Mortgaged Property or is assumable by a
creditworthy purchaser of the related Mortgaged Property, subject to limitations described under “Certain Legal Aspects of the Mortgage
Loans—Enforceability of Provisions” in the accompanying prospectus. We refer you to “The Mortgage Pool” in this prospectus supplement.

Prepayments, liquidations and purchases of the Mortgage Loans (including any optional purchase) will result in distributions on the Offered
Certificates and the Class B Certificates of principal amounts which would otherwise be distributed over the remaining terms of the Mortgage Loans. Since
the rate of payment of principal on the Mortgage Loans will depend on future events and a variety of other factors, no assurance can be given as to such rate
or the rate of principal prepayments. The extent to which the yield to maturity of a class of the Offered Certificates or the Class B Certificates may vary
from the anticipated yield will depend upon the degree to which such class of Certificates is purchased at a discount or premium. Further, an investor should
consider the risk that, in the case of any Offered Certificate or Class B Certificate purchased at a discount, a slower than anticipated rate of principal
payments (including prepayments) on the Mortgage Loans could result in an actual yield to such investor that is lower than the anticipated yield and, in the
case of any Offered Certificate or Class B Certificate purchased at a premium, a faster than anticipated rate of principal payments on the Mortgage Loans
could result in an actual yield to such investor that is lower than the anticipated yield.

The rate of principal payments (including prepayments) on pools of mortgage loans may vary significantly over time and may be influenced
by a variety of economic, geographic, social and other factors, including changes in mortgagors’ housing needs or general creditworthiness of the
mortgagors, job transfers, unemployment, mortgagors’ net equity in the mortgaged properties and servicing decisions. In general, if prevailing interest rates
were to fall significantly below the Mortgage Rates on the Mortgage Loans, such Mortgage Loans could be subject to higher prepayment rates than if
prevailing interest rates were to remain at or above the Mortgage Rates on such Mortgage Loans. Conversely, if prevailing interest rates were to rise
significantly, the rate of prepayments on such Mortgage Loans would generally be expected to decrease. The Mortgage Loans may be subject to a greater
rate of principal prepayments in a low interest rate environment. For example, if prevailing interest rates were to fall, mortgagors with adjustable−rate
Mortgage Loans may be inclined to refinance their adjustable−rate Mortgage Loans with a fixed−rate loan to “lock in” a lower interest rate or to refinance
their adjustable− rate Mortgage Loans with other more competitive adjustable−rate mortgage loans. The existence of the applicable Periodic Rate Cap and
Maximum Mortgage Rate with respect to the adjustable−rate Mortgage Loans also may affect the likelihood of prepayments resulting from refinancings.
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No assurances can be given as to the rate of prepayments on the Mortgage Loans in stable or changing interest rate environments. In addition, the
delinquency and loss experience of the fixed−rate Mortgage Loans may differ from that of the adjustable−rate Mortgage Loans because the amount of the
monthly payments on the adjustable−rate Mortgage Loans are subject to adjustment on each Adjustment Date. In addition, a majority of the adjustable−rate
Mortgage Loans will not have their initial Adjustment Date for two, three or five years after the origination thereof. The adjustable−rate Mortgage Loans
may be subject to greater rates of prepayments as they approach their initial Adjustment Dates even if market interest rates are only slightly higher or lower
than the Mortgage Rates on the adjustable−rate Mortgage Loans as mortgagors seek to avoid changes in their monthly payments.

The interest only feature of the interest only Mortgage Loans may reduce the perceived benefits of refinancing to take advantage of lower
market interest rates or to avoid adjustments in the Mortgage Rates. However, as a Mortgage Loan with such a feature nears the end of its interest only
period, the mortgagor may be more likely to refinance the Mortgage Loan, even if market interest rates are only slightly less than the Mortgage Rate of such
Mortgage Loan in order to avoid the increase in the monthly payments necessary to amortize the Mortgage Loan over its remaining life.

Approximately 69.24%, 67.46% and 71.52% of the Group I Mortgage Loans, the Group II Mortgage Loans and the Group III Mortgage
Loans (in each case, by aggregate Scheduled Principal Balance of the Mortgage Loans in the related Loan Group as of the Cut−off Date), respectively,
provide for payment by the mortgagor of a prepayment charge in limited circumstances on certain prepayments. The holders of the Class P Certificates will
be entitled to all prepayment charges received on the Mortgage Loans, and such amounts will not be available for distribution on the other classes of
Certificates. Under certain circumstances, as described in the Pooling Agreement, the Master Servicer may waive the payment of any otherwise applicable
prepayment charge. Investors should conduct their own analysis of the effect, if any, that the prepayment charges, and decisions by the Master Servicer with
respect to the waiver thereof, may have on the prepayment performance of the Mortgage Loans. The Depositor makes no representations as to the effect that
the prepayment charges, and decisions by the Master Servicer with respect to the waiver thereof, may have on the prepayment performance of the Mortgage
Loans.

To the extent interest on any class of the Offered Certificates or the Class B Certificates is paid at the related Net WAC Rate instead of the
related Formula Rate, a shortfall in interest equal to the Net WAC Rate Carryover Amount will occur. Such shortfall will only be payable from the Net
Monthly Excess Cashflow and payments received under the related Cap Agreement (through the use of the Reserve Fund), as described under “Description
of the Certificates—Credit Enhancement—Excess Interest” in this prospectus supplement.

Additional Information

The Depositor has filed certain yield tables and other computational materials with respect to the Offered Certificates with the Securities and
Exchange Commission (the “Commission”) in a report on Form 8−K and may file certain additional yield tables and other computational materials with
respect to the Offered Certificates with the Commission in a report on Form 8−K. Such tables and materials were prepared by the Underwriters at the
request of certain prospective investors, based on assumptions provided by, and satisfying the special requirements of, such prospective investors. Such
tables and assumptions may be based on assumptions that differ from the Structuring Assumptions. Accordingly, such tables and other materials may not be
relevant to or appropriate for investors other than those specifically requesting them.

Weighted Average Lives

The timing of changes in the rate of principal prepayments on the Mortgage Loans may significantly affect an investor’s actual yield to
maturity, even if the average rate of principal prepayments is consistent with such investor’s expectation. In general, the earlier a principal prepayment on
the Mortgage Loans occurs, the greater the effect of such principal prepayment on an investor’s yield to maturity. The effect on an investor’s yield of
principal prepayments occurring at a rate higher (or lower) than the rate anticipated by the investor during the period immediately following the issuance of
the Offered Certificates and the Class B Certificates may not be offset by a subsequent like decrease (or increase) in the rate of principal prepayments.

The weighted average life of an Offered Certificate or a Class B Certificate is the average amount of time that will elapse from the date such
Certificate is sold to investors (August 30, 2005), until each dollar of principal is repaid to
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the investors in such Certificate. Because it is expected that there will be prepayments and defaults on the Mortgage Loans, the actual weighted average
lives of these Certificates are expected to vary substantially from the weighted average remaining terms to maturity of the Mortgage Loans as set forth in
this prospectus supplement under “The Mortgage Pool.”

Prepayments of mortgage loans are commonly measured relative to a prepayment standard or model. The model used in this prospectus
supplement (the “Prepayment Assumption”) assumes:

(i) In the case of the fixed−rate Mortgage Loans, 115% of the related Vector. In the case of the fixed−rate Mortgage Loans, the related
“Vector” means a constant prepayment rate (“CPR”) of 4.00% per annum of the then unpaid principal balance of such Mortgage
Loans in the first month of the life of such Mortgage Loans and an additional approximately 1.4545% (precisely 16%/11) per annum
in each month thereafter until the 12th month, and then beginning in the 12th month and in each month thereafter during the life of
such Mortgage Loans, a CPR of 20% per annum.

(ii) In the case of the adjustable−rate Mortgage Loans, 100% of the related Vector. In the case of the adjustable−rate Mortgage Loans,
the related “Vector” means a CPR of 4.00% per annum of the then unpaid principal balance of such Mortgage Loans in the first
month of the life of such Mortgage Loans and an additional approximately 2.1818% (precisely 24%/11) per annum in each month
thereafter until the 12th month, remaining at 28% per annum in each month thereafter until the 24th month, remaining at 55% per
annum in each month thereafter until the 28th month, and then beginning in the 28th month and in each month thereafter during the
life of such Mortgage Loans, a CPR of 35% per annum.

CPR is a prepayment assumption that represents a constant assumed rate of prepayment each month relative to the then outstanding principal
balance of a pool of mortgage loans for the life of such mortgage loans. The Prepayment Assumption does not purport to be either an historical description
of the prepayment experience of any pool of mortgage loans or a prediction of the anticipated rate of prepayment of any mortgage loans, including the
Mortgage Loans to be included in the Trust. Each of the Prepayment Scenarios in the table below assumes the respective percentages of the Prepayment
Assumption indicated for such scenario.

The tables entitled “Percent of Original Certificate Principal Balance Outstanding” were prepared on the basis of the assumptions in the
following paragraph and the tables set forth below. There are certain differences between the loan characteristics included in such assumptions and the
characteristics of the actual Mortgage Loans. Any such discrepancy may have an effect upon the percentages of Original Certificate Principal Balances
outstanding and weighted average lives of the Offered Certificates set forth in the tables. In addition, since the actual Mortgage Loans in the Trust will have
characteristics that differ from those assumed in preparing the tables set forth below, the distributions of principal on such classes of Offered Certificates
may be made earlier or later than indicated in the tables.

The percentages and weighted average lives in the tables entitled “Percent of Original Certificate Principal Balance Outstanding” were
determined assuming that (the “Structuring Assumptions”): (i) the Mortgage Loans have the characteristics set forth in the table below, (ii) the closing date
for the Offered Certificates and the Class B Certificates occurs on August 30, 2005, and the Offered Certificates and the Class B Certificates are sold to
investors on August 30, 2005, (iii) distributions on the Certificates are made on the 25th day of each month regardless of the day on which the Distribution
Date actually occurs, commencing in September 2005, in accordance with the allocation of Available Funds set forth above under “Description of the
Certificates—Allocation of Available Funds,” (iv) the prepayment rates are those indicated in the “Prepayment Scenarios” table below, (v) prepayments
include thirty days’ interest thereon, (vi) the Seller is not required to substitute or repurchase any or all of the Mortgage Loans pursuant to the Pooling
Agreement and no optional termination is exercised, except with respect to the entries identified by the row captioned “Weighted Average Life (years) to
Optional Termination” in the tables below, (vii) the Overcollateralization Target Amount is as set forth herein, (viii) scheduled payments for all Mortgage
Loans are received on the first day of each month commencing in September 2005, the principal portion of such payments being computed prior to giving
effect to prepayments received in the previous month, and there are no losses or delinquencies with respect to such Mortgage Loans, (ix) all Mortgage
Loans prepay at the indicated rate and all such payments are treated as prepayments in full of individual Mortgage Loans, with no shortfalls in collection of
interest, (x) such prepayments are received on the last day of each month commencing in the month of the Closing Date, (xi) the level of One−Month
LIBOR and Certificate Index is at all times equal to 3.534%, (xii) the Pass−Through Rates for the Offered Certificates and the Class B Certificates are
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as set forth in this prospectus supplement, (xiii) the Mortgage Rate for each adjustable−rate Mortgage Loan is adjusted on its next Adjustment Date (and on
subsequent Adjustment Dates, if necessary) to equal the sum of (a) the assumed level of Six−Month LIBOR and (b) the respective Gross Margin (such sum
being subject to the applicable Periodic Rate Caps, Minimum Mortgage Rates and Maximum Mortgage Rates), (xiv) with respect to the adjustable−rate
Mortgage Loans, Six−Month LIBOR at all times is equal to 3.951%, (xv) the Servicing Fee Rate is equal to 0.50% per annum, (xvi) no Swap Termination
Payments occur, (xvii) the Certificate Principal Balances of the Offered Certificates and the Class B Certificates are reduced to zero no later than the Final
Scheduled Distribution Date and (xviii) the Certificate Principal Balance of the Class P Certificates is equal to zero. Nothing contained in the foregoing
assumptions should be construed as a representation that the Mortgage Loans will not experience delinquencies or losses.

Prepayment Scenarios*

Scenario I Scenario II Scenario III Scenario IV Scenario V

Fixed−Rate Mortgage Loans(1) 85% 100% 115% 130% 145%
Adjustable−Rate Mortgage Loans(1) 85% 100% 115% 130% 145%
______________
(1) Percentage of the related Prepayment Assumption

* Subject to a maximum of 90% CPR
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Assumed Mortgage Loan Characteristics
Group I Mortgage Loans

Loan

Number

Principal

Balance ($)

Mortgage

Rate (%)

Months to

Next

Adjustment

Date

Gross

Margin

(%)

Maximum

Mortgage

Rate

(%)

Minimum

Mortgage

Rate

(%)

Initial

Periodic

Rate Cap

(%)

Subsequent

Periodic

Rate Cap

(%)

Original

Term

(months)

Remaining

Term

(months)

Original

Interest

Only

Term

(months)

 1 104,783,585.14 7.74300 21 5.15200 13.74100 7.74300 1.95100 1.00000 360 357 0
 2 6,839,720.82 7.72600 21 5.19700 13.72600 7.72600 1.98400 1.00000 360 357 0
 3 179,217,900.80 7.73000 21 5.15800 13.73400 7.72900 1.98200 1.00000 360 357 0
 4 13,123,899.09 7.59700 21 5.08900 13.59700 7.59700 1.98300 1.00000 360 357 0
 5 6,809,861.38 7.48400 21 4.99000 13.48400 7.48400 2.00000 1.00000 480 477 0
 6 442,845.15 7.27200 21 4.99000 13.27200 7.27200 2.00000 1.00000 480 477 0
 7 22,127,351.00 6.96800 21 5.01300 12.96800 6.96800 2.00000 1.00000 480 477 0
  8 4,052,203.40 6.66600 21 4.99000 12.66600 6.66600 2.00000 1.00000 480 477 0
  9 1,731,877.65 7.54100 33 5.05100 13.54100 7.54100 3.00000 1.00000 360 357 0
10 666,209.23 7.93700 34 4.99000 13.93700 7.93700 3.00000 1.00000 360 358 0
11 1,803,885.61 7.62600 33 4.99000 13.62600 7.62600 2.84300 1.00000 360 357 0
12 5,402,423.52 7.16400 32 4.99000 13.16400 7.16400 3.00000 1.00000 480 476 0
13 1,303,038.09 6.96100 32 4.99000 12.96100 6.96100 3.00000 1.00000 480 476 0
14 1,888,874.53 7.12200 32 4.99000 13.12200 7.12200 3.00000 1.00000 480 476 0
15 24,740,995.17 6.96400 32 5.07700 12.96400 6.96400 3.00000 1.00000 480 476 0
16 1,610,156.47 7.05200 57 4.99000 13.05200 7.05200 3.00000 1.00000 360 357 0
17 267,499.84 6.35000 58 4.99000 12.35000 6.35000 3.00000 1.00000 360 358 0
18 279,170.00 7.14800 56 4.99000 13.14800 7.14800 3.00000 1.00000 360 356 0
19 4,933,992.51 6.95200 57 4.99000 12.95200 6.95200 3.00000 1.00000 360 357 0
20 2,223,312.59 7.36100 4 5.03600 13.36100 7.36100 1.00000 1.00000 360 358 0
21 498,719.93 8.01200 3 4.99000 14.01200 8.01200 1.00000 1.00000 360 357 0
22 231,365.17 8.06100 3 4.99000 14.06100 8.06100 1.00000 1.00000 360 357 0
23 14,786,709.10 7.92300 N/A N/A N/A N/A N/A N/A 352 349 0
24 2,462,797.05 6.96800 N/A N/A N/A N/A N/A N/A 392 389 0
25 4,552,532.29 7.98900 N/A N/A N/A N/A N/A N/A 375 372 0
26 37,626,282.60 7.47600 N/A N/A N/A N/A N/A N/A 367 364 0
27 1,974,480.48 6.93500 21 4.99000 12.93500 6.93500 1.00000 1.00000 360 357 24  
28 6,036,179.67 6.43900 21 5.04100 12.43900 6.43900 1.00000 1.00000 360 357 24  
29 91,200.00 6.55000 21 4.99000 12.55000 6.55000 1.00000 1.00000 360 357 24  
30 357,200.00 7.73600 56 4.99000 13.73600 7.73600 3.00000 1.00000 360 356 60  
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Assumed Mortgage Loan Characteristics
Group II Mortgage Loans

Loan

Number

Principal

Balance ($)

Mortgage

Rate (%)

Months to

Next

Adjustment

Date

Gross

Margin

(%)

Maximum

Mortgage

Rate

(%)

Minimum

Mortgage

Rate

(%)

Initial

Periodic

Rate Cap

(%)

Subsequent

Periodic

Rate Cap

(%)

Original

Term

(months)

Remaining

Term

(months)

Original

Interest

Only

Term

(months)

  1 199,604,586.59 7.76700 21 5.16200 13.76800 7.76700 1.98000 1.00000 360 357 0
  2 13,069,216.92 8.07800 21 5.21700 14.07800 8.07800 1.95400 1.00000 360 357 0
  3 314,062,693.26 7.85100 21 5.22500 13.85300 7.85100 1.98700 1.00000 360 357 0
  4 29,221,836.84 7.89800 21 5.18900 13.89800 7.89800 1.99100 1.00000 360 357 0
  5 11,658,016.40 7.34400 21 5.00900 13.34400 7.34400 2.00000 1.00000 480 477 0
  6 1,822,423.59 7.00400 21 4.99000 13.00400 7.00400 2.00000 1.00000 480 477 0
  7 34,912,465.18 7.03400 21 5.03500 13.03400 7.03400 2.00000 1.00000 480 477 0
  8 8,223,383.86 6.59600 21 5.01600 12.59600 6.59600 2.00000 1.00000 480 477 0
  9 2,254,199.40 7.72300 33 5.01600 13.72300 7.72300 2.96200 1.00000 360 357 0
10 123,858.53 8.20000 33 4.99000 14.20000 8.20000 3.00000 1.00000 360 357 0
11 1,009,294.68 7.33100 33 4.99000 13.33100 7.33100 3.00000 1.00000 360 357 0
12 5,147,684.02 7.56500 33 5.12500 13.56500 7.56500 3.00000 1.00000 360 357 0
13 16,170,564.20 7.02100 32 5.02300 13.02100 7.02100 3.00000 1.00000 480 476 0
14 2,469,994.58 7.09400 32 5.05700 13.09400 7.09400 3.00000 1.00000 480 476 0
15 4,411,394.95 7.41700 32 4.99000 13.41700 7.41700 3.00000 1.00000 480 476 0
16 35,649,972.10 6.90200 32 5.03200 12.90200 6.90200 3.00000 1.00000 480 476 0
17 4,237,810.01 6.93600 57 5.09100 12.93600 6.93600 2.95100 1.00000 360 357 0
18 260,641.40 7.90000 58 4.99000 13.90000 7.90000 3.00000 1.00000 360 358 0
19 905,313.79 6.80600 57 5.26800 12.80600 6.80600 3.00000 1.00000 360 357 0
20 4,777,182.10 7.12000 57 4.99000 13.15600 7.12000 3.00000 1.00000 360 357 0
21 7,781,374.68 7.73500   3 5.16800 13.73500 7.73500 1.00000 1.00000 360 357 0
22 1,163,469.83 7.48100   3 5.18700 13.48100 7.48100 1.00000 1.00000 360 357 0
23 332,179.73 6.85300   4 4.99000 12.85300 6.85300 1.00000 1.00000 360 358 0
24 24,707,032.57 7.64900 N/A N/A N/A N/A N/A N/A 359 356 0
25 5,087,822.37 7.59100 N/A N/A N/A N/A N/A N/A 373 369 0
26 8,657,740.63 7.58400 N/A N/A N/A N/A N/A N/A 372 369 0
27 70,153,566.45 7.49600 N/A N/A N/A N/A N/A N/A 363 360 0
28 17,039,419.28 7.08800 21 5.01500 13.08800 7.08800 1.00000 1.00000 360 357 24 
29 2,550,767.73 7.12200 21 4.99000 13.12200 7.12200 1.00000 1.00000 360 357 24 
30 36,941,462.13 7.01700 21 5.01500 13.01700 7.01700 1.00800 1.00000 360 357 24 
31 5,152,088.54 6.85900 21 4.99000 12.85900 6.85900 1.04900 1.00000 360 357 24 
32 1,064,100.00 7.15200 33 4.99000 13.15200 7.15200 3.00000 1.00000 360 357 36 
33 753,513.27 7.33900 58 4.99000 13.33900 7.33900 3.00000 1.00000 360 358 60 
34 538,000.00 6.70400 58 4.99000 12.70400 6.70400 3.00000 1.00000 360 358 60 
35 1,613,599.99 6.94600 57 4.99000 12.94600 6.94600 3.00000 1.00000 360 357 60 

S−127

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 134 of 303



Assumed Mortgage Loan Characteristics
Group III Mortgage Loans

Loan

Number

Principal

Balance ($)

Mortgage

Rate (%)

Months to Next

Adjustment

Date

Gross

Margin

(%)

Maximum

Mortgage

Rate

(%)

Minimum

Mortgage

Rate

(%)

Initial

Periodic

Rate Cap

(%)

Subsequent

Periodic

Rate Cap

(%)

Original

Term

(months)

Remaining

Term

(months)

Original

Interest

Only

Term

(months)

1 260,456,461.18 7.29000 21 5.04400 13.29200 7.29000 1.98000 1.00000 360 357 0
2 27,684,730.95 7.44400 21 5.13700 13.44400 7.44400 2.01300 1.00000 360 357 0
3 327,445,071.22 7.34400 21 5.16900 13.34500 7.34400 1.99400 1.00000 360 357 0
4 33,509,673.43 7.20900 21 5.20000 13.21400 7.20900 2.00500 1.00000 360 357 0
5 41,844,373.50 7.04200 21 4.99900 13.04200 7.04200 2.00000 1.00000 480 477 0
6 15,695,274.09 6.94900 21 5.06000 12.94900 6.94900 1.97500 1.00000 480 477 0
7 181,480,147.06 6.69000 21 5.04000 12.69000 6.69000 1.99700 1.00000 480 477 0
8 28,424,309.82 6.49600 21 5.04100 12.49600 6.49600 2.00000 1.00000 480 477 0
9 4,058,122.00 7.46600 34 4.99000 13.46600 7.46600 3.00000 1.00000 360 358 0
10 719,856.98 7.52500 33 4.99000 13.52500 7.52500 3.00000 1.00000 360 357 0
11 4,461,097.38 6.89900 33 5.08800 12.89900 6.89900 3.00000 1.00000 360 357 0
12 33,655,936.86 6.99200 32 5.00900 12.99200 6.99200 3.00000 1.00000 480 476 0
13 15,083,210.97 6.92700 32 4.99000 12.92700 6.92700 3.00000 1.00000 480 476 0
14 22,515,280.62 6.81500 32 5.00800 12.81500 6.81500 3.00000 1.00000 480 476 0
15 160,020,351.61 6.70600 32 4.99900 12.70600 6.70600 2.99400 1.00000 480 476 0
16 5,400,111.26 7.31600 57 4.99000 13.31600 7.31600 3.00000 1.00000 360 357 0
17 299,358.43 5.97500 58 4.99000 11.97500 5.97500 3.00000 1.00000 360 358 0
18 419,253.21 6.60000 58 4.99000 12.60000 6.60000 3.00000 1.00000 360 358 0
19 5,749,230.84 6.87700 57 4.99000 12.87700 6.87700 3.00000 1.00000 360 357 0
20 10,110,011.34 6.97500 3 5.11800 12.99100 6.92900 1.00000 1.00000 360 357 0
21 963,131.21 6.29600 3 4.99500 12.29600 6.29600 1.00000 1.00000 360 357 0
22 1,192,862.14 7.16400 2 4.99000 13.16400 7.16400 1.00000 1.00000 360 356 0
23 16,024,113.49 7.28400 N/A N/A N/A N/A N/A N/A 369 366 0
24 10,147,606.21 7.32800 N/A N/A N/A N/A N/A N/A 364 361 0
25 5,328,666.19 7.00300 N/A N/A N/A N/A N/A N/A 371 368 0
26 40,423,126.28 6.86000 N/A N/A N/A N/A N/A N/A 388 385 0
27 33,742,171.57 7.11400 21 4.99000 13.11400 7.11400 1.04500 1.00000 360 357 24
28 7,268,454.80 7.11900 21 4.99000 13.11900 7.11900 1.00000 1.00000 360 357 24
29 110,212,121.22 6.73500 21 5.01100 12.73500 6.73500 1.01300 1.00000 360 357 24
30 17,982,554.84 6.35600 21 4.99000 12.35600 6.35600 1.00000 1.00000 360 357 24
31 626,877.04 6.46200 33 4.99000 12.46200 6.46200 3.00000 1.00000 360 357 36
32 2,475,545.00 6.50900 33 4.99000 12.50900 6.50900 3.00000 1.00000 360 357 36
33 1,122,657.70 6.94200 57 4.99000 12.94200 6.94200 3.00000 1.00000 360 357 60
34 959,600.00 7.15400 57 4.99000 13.15400 7.15400 3.00000 1.00000 360 357 60
35 1,820,380.00 6.65500 57 4.99000 12.65500 6.65500 3.00000 1.00000 360 357 60

Based on the foregoing assumptions, the following tables set forth the percentages of the Original Certificate Principal Balance of the Class
I−A1 Certificates, the Class I−A2 Certificates, the Class II−A1 Certificates, the Class II−A2 Certificates, the Class III−A1 Certificates, the Class III−A1A
Certificates, the Class III−A2 Certificates, the Class III−A3 Certificates, the Class III−A4 Certificates, the Class M−1 Certificates, the Class M−2
Certificates, the Class M−3 Certificates, the Class M−4 Certificates, the Class M−5 Certificates, the Class M−6 Certificates, the Class M−7 Certificates, the
Class M−8 Certificates, the Class M−9 Certificates and the Class M−10 Certificates that would be outstanding after each of the dates shown, at various
Prepayment Scenarios and the corresponding weighted average lives.
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Percent of Original Certificate Principal Balance Outstanding*
Class I−A1

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date

Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 76 72 67 63 59
August 25, 2007 45 36 28 21 13
August 25, 2008 23 13 5 0 0
August 25, 2009 20 13 5 0 0
August 25, 2010 14 10 5 0 0
August 25, 2011 10 7 5 0 0
August 25, 2012 7 5 3 0 0
August 25, 2013 5 3 2 0 0
August 25, 2014 4 2 1 0 0
August 25, 2015 3 1 1 0 0
August 25, 2016 2 1 0 0 0
August 25, 2017 1 1 0 0 0
August 25, 2018 1 0 0 0 0
August 25, 2019 1 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 2.68 2.21 1.79 1.38 1.26
Weighted Average Life (years) to Optional Termination(1)(2) 2.47 2.03 1.64 1.38 1.26

______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class I−A2

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 76 72 67 63 59
August 25, 2007 45 36 28 21 13
August 25, 2008 23 13 5 0 0
August 25, 2009 20 13 5 0 0
August 25, 2010 14 10 5 0 0
August 25, 2011 10 7 5 0 0
August 25, 2012 7 5 3 0 0
August 25, 2013 5 3 2 0 0
August 25, 2014 4 2 1 0 0
August 25, 2015 3 1 1 0 0
August 25, 2016 2 1 0 0 0
August 25, 2017 1 1 0 0 0
August 25, 2018 1 0 0 0 0
August 25, 2019 1 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 2.68 2.21 1.79 1.38 1.26
Weighted Average Life (years) to Optional Termination(1)(2) 2.47 2.03 1.64 1.38 1.26
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class II−A1

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 76 72 67 63 59
August 25, 2007 45 36 28 21 13
August 25, 2008 22 13 5 0 0
August 25, 2009 20 13 5 0 0
August 25, 2010 14 10 5 0 0
August 25, 2011 10 7 5 0 0
August 25, 2012 7 5 3 0 0
August 25, 2013 5 3 2 0 0
August 25, 2014 4 2 1 0 0
August 25, 2015 3 1 1 0 0
August 25, 2016 2 1 0 0 0
August 25, 2017 1 1 0 0 0
August 25, 2018 1 0 0 0 0
August 25, 2019 1 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 2.68 2.20 1.78 1.38 1.26
Weighted Average Life (years) to Optional Termination(1)(2) 2.46 2.02 1.64 1.38 1.26
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class II−A2

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date

Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 76 72 67 63 59
August 25, 2007 45 36 28 21 13
August 25, 2008 22 13 5 0 0
August 25, 2009 20 13 5 0 0
August 25, 2010 14 10 5 0 0
August 25, 2011 10 7 5 0 0
August 25, 2012 7 5 3 0 0
August 25, 2013 5 3 2 0 0
August 25, 2014 4 2 1 0 0
August 25, 2015 3 1 1 0 0
August 25, 2016 2 1 0 0 0
August 25, 2017 1 1 0 0 0
August 25, 2018 1 0 0 0 0
August 25, 2019 1 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 2.68 2.20 1.78 1.38 1.26
Weighted Average Life (years) to Optional Termination(1)(2) 2.46 2.02 1.64 1.38 1.26
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class III−A1

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date

Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 75 71 67 63 58
August 25, 2007 43 35 27 19 11
August 25, 2008 21 12 3 0 0
August 25, 2009 19 12 3 0 0
August 25, 2010 14 10 3 0 0
August 25, 2011 10 6 3 0 0
August 25, 2012 7 4 2 0 0
August 25, 2013 5 3 1 0 0
August 25, 2014 3 2 1 0 0
August 25, 2015 2 1 0 0 0
August 25, 2016 2 1 0 0 0
August 25, 2017 1 0 0 0 0
August 25, 2018 1 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 2.59 2.12 1.68 1.36 1.23
Weighted Average Life (years) to Optional Termination(1)(2) 2.41 1.97 1.58 1.36 1.23
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class III−A1A

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 75 71 67 63 58
August 25, 2007 43 35 27 19 11
August 25, 2008 21 12 3 0 0
August 25, 2009 19 12 3 0 0
August 25, 2010 14 10 3 0 0
August 25, 2011 10 6 3 0 0
August 25, 2012 7 4 2 0 0
August 25, 2013 5 3 1 0 0
August 25, 2014 3 2 1 0 0
August 25, 2015 2 1 0 0 0
August 25, 2016 2 1 0 0 0
August 25, 2017 1 0 0 0 0
August 25, 2018 1 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 2.59 2.12 1.68 1.36 1.23
Weighted Average Life (years) to Optional Termination(1)(2) 2.41 1.97 1.58 1.36 1.23
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class III−A2

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 55 48 40 32 24
August 25, 2007 0 0 0 0 0
August 25, 2008 0 0 0 0 0
August 25, 2009 0 0 0 0 0
August 25, 2010 0 0 0 0 0
August 25, 2011 0 0 0 0 0
August 25, 2012 0 0 0 0 0
August 25, 2013 0 0 0 0 0
August 25, 2014 0 0 0 0 0
August 25, 2015 0 0 0 0 0
August 25, 2016 0 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 1.13 1.00 0.89 0.80 0.73
Weighted Average Life (years) to Optional Termination(1)(2) 1.13 1.00 0.89 0.80 0.73
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class III−A3

Prepayment Scenario

ScenarioI ScenarioII ScenarioIII ScenarioIV ScenarioV

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 96 75 55 36 17
August 25, 2008 42 19 0 0 0
August 25, 2009 38 19 0 0 0
August 25, 2010 24 14 0 0 0
August 25, 2011 14 6 0 0 0
August 25, 2012 7 1 0 0 0
August 25, 2013 2 0 0 0 0
August 25, 2014 0 0 0 0 0
August 25, 2015 0 0 0 0 0
August 25, 2016 0 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 3.74 2.94 2.19 1.97 1.80
Weighted Average Life (years) to Optional Termination(1)(2) 3.68 2.89 2.19 1.97 1.80
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.

S−136

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 143 of 303



Percent of Original Certificate Principal Balance Outstanding*
Class III−A4

Prepayment Scenario

ScenarioI ScenarioII ScenarioIII ScenarioIV ScenarioV

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 91 0 0
August 25, 2009 100 100 91 0 0
August 25, 2010 100 100 91 0 0
August 25, 2011 100 100 91 0 0
August 25, 2012 100 100 63 0 0
August 25, 2013 100 71 39 0 0
August 25, 2014 88 47 24 0 0
August 25, 2015 62 31 10 0 0
August 25, 2016 44 21 0 0 0
August 25, 2017 31 8 0 0 0
August 25, 2018 22 0 0 0 0
August 25, 2019 12 0 0 0 0
August 25, 2020 3 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 11.16 9.30 7.58 2.69 2.31
Weighted Average Life (years) to Optional Termination(1)(2) 6.99 5.82 4.80 2.69 2.31
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−1

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date

Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 96 78
August 25, 2009 56 81 100 96 78
August 25, 2010 40 28 58 81 52
August 25, 2011 28 19 16 47 28
August 25, 2012 20 12 7 27 14
August 25, 2013 14 8 5 15 4
August 25, 2014 10 6 3 5 0
August 25, 2015 7 4 0 0 0
August 25, 2016 5 1 0 0 0
August 25, 2017 4 0 0 0 0
August 25, 2018 2 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.43 5.08 5.43 6.22 5.08
Weighted Average Life (years) to Optional Termination(1)(2) 4.90 4.64 4.87 4.18 3.40

______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−2

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date

Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 100
August 25, 2009 56 43 90 100 52
August 25, 2010 40 28 19 13 8
August 25, 2011 28 19 12 8 5
August 25, 2012 20 12 7 4 0
August 25, 2013 14 8 5 0 0
August 25, 2014 10 6 0 0 0
August 25, 2015 7 4 0 0 0
August 25, 2016 5 0 0 0 0
August 25, 2017 4 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.34 4.83 4.73 4.65 4.21
Weighted Average Life (years) to Optional Termination(1)(2) 4.83 4.41 4.38 4.21 3.65

______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−3

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 100
August 25, 2009 56 43 32 28 16
August 25, 2010 40 28 19 13 8
August 25, 2011 28 19 12 8 5
August 25, 2012 20 12 7 4 0
August 25, 2013 14 8 5 0 0
August 25, 2014 10 6 0 0 0
August 25, 2015 7 2 0 0 0
August 25, 2016 5 0 0 0 0
August 25, 2017 1 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.29 4.73 4.50 4.27 3.81
Weighted Average Life (years) to Optional Termination(1)(2) 4.80 4.32 4.16 3.97 3.55
______________
*  Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−4

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 100
August 25, 2009 56 43 32 23 16
August 25, 2010 40 28 19 13 8
August 25, 2011 28 19 12 8 3
August 25, 2012 20 12 7 2 0
August 25, 2013 14 8 5 0 0
August 25, 2014 10 6 0 0 0
August 25, 2015 7 0 0 0 0
August 25, 2016 5 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.26 4.67 4.37 4.09 3.63
Weighted Average Life (years) to Optional Termination(1)(2) 4.79 4.27 4.05 3.80 3.38
______________
*  Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−5

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 100
August 25, 2009 56 43 32 23 16
August 25, 2010 40 28 19 13 8
August 25, 2011 28 19 12 8 0
August 25, 2012 20 12 7 0 0
August 25, 2013 14 8 0 0 0
August 25, 2014 10 6 0 0 0
August 25, 2015 7 0 0 0 0
August 25, 2016 4 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.23 4.62 4.28 3.97 3.50
Weighted Average Life (years) to Optional Termination(1)(2) 4.78 4.24 3.97 3.69 3.26
______________
*

Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−6

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 57
August 25, 2009 56 43 32 23 16
August 25, 2010 40 28 19 13 8
August 25, 2011 28 19 12 8 0
August 25, 2012 20 12 7 0 0
August 25, 2013 14 8 0 0 0
August 25, 2014 10 1 0 0 0
August 25, 2015 7 0 0 0 0
August 25, 2016 0 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.20 4.56 4.20 3.86 3.40
Weighted Average Life (years) to Optional Termination(1)(2) 4.77 4.21 3.91 3.60 3.18
______________
*

Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−7

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 31
August 25, 2009 56 43 32 23 16
August 25, 2010 40 28 19 13 8
August 25, 2011 28 19 12 7 0
August 25, 2012 20 12 7 0 0
August 25, 2013 14 8 0 0 0
August 25, 2014 10 0 0 0 0
August 25, 2015 6 0 0 0 0
August 25, 2016 0 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.16 4.51 4.13 3.78 3.32
Weighted Average Life (years) to Optional Termination(1)(2) 4.76 4.18 3.86 3.53 3.11
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−8

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 31
August 25, 2009 56 43 32 23 16
August 25, 2010 40 28 19 13 6
August 25, 2011 28 19 12 0 0
August 25, 2012 20 12 0 0 0
August 25, 2013 14 5 0 0 0
August 25, 2014 10 0 0 0 0
August 25, 2015 0 0 0 0 0
August 25, 2016 0 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.12 4.47 4.07 3.70 3.24
Weighted Average Life (years) to Optional Termination(1)(2) 4.76 4.17 3.83 3.48 3.05
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−9

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 31
August 25, 2009 56 43 32 23 16
August 25, 2010 40 28 19 13 0
August 25, 2011 28 19 12 0 0
August 25, 2012 20 12 0 0 0
August 25, 2013 14 0 0 0 0
August 25, 2014 7 0 0 0 0
August 25, 2015 0 0 0 0 0
August 25, 2016 0 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 5.07 4.40 4.00 3.63 3.18
Weighted Average Life (years) to Optional Termination(1)(2) 4.76 4.15 3.79 3.44 3.02

______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Percent of Original Certificate Principal Balance Outstanding*
Class M−10

Prepayment Scenario

Scenario I Scenario II Scenario III Scenario IV Scenario V

Distribution Date
Initial Percentage 100% 100% 100% 100% 100%
August 25, 2006 100 100 100 100 100
August 25, 2007 100 100 100 100 100
August 25, 2008 100 100 100 100 31
August 25, 2009 56 43 32 23 16
August 25, 2010 40 28 19 12 0
August 25, 2011 28 19 7 0 0
August 25, 2012 20 9 0 0 0
August 25, 2013 14 0 0 0 0
August 25, 2014 0 0 0 0 0
August 25, 2015 0 0 0 0 0
August 25, 2016 0 0 0 0 0
August 25, 2017 0 0 0 0 0
August 25, 2018 0 0 0 0 0
August 25, 2019 0 0 0 0 0
August 25, 2020 0 0 0 0 0
August 25, 2021 0 0 0 0 0
August 25, 2022 0 0 0 0 0
August 25, 2023 0 0 0 0 0
August 25, 2024 0 0 0 0 0
August 25, 2025 0 0 0 0 0
August 25, 2026 0 0 0 0 0
August 25, 2027 0 0 0 0 0
August 25, 2028 0 0 0 0 0
August 25, 2029 0 0 0 0 0
August 25, 2030 0 0 0 0 0
August 25, 2031 0 0 0 0 0
August 25, 2032 0 0 0 0 0
August 25, 2033 0 0 0 0 0
August 25, 2034 0 0 0 0 0
August 25, 2035 0 0 0 0 0
August 25, 2036 0 0 0 0 0
Weighted Average Life (years) to Maturity(1) 4.99 4.35 3.94 3.56 3.12
Weighted Average Life (years) to Optional Termination(1)(2) 4.74 4.14 3.78 3.41 2.99
______________
* Rounded to the nearest whole percentage.
(1)

The weighted average life of any class of the Offered Certificates is determined by (i) multiplying the assumed net reduction, if any, in the principal amount on each Distribution
Date on such class of Certificates by the number of years from the date of issuance of such class of Certificates to the related Distribution Date; (ii) summing the results; and (iii)
dividing the sum by the aggregate amount of the assumed net reductions in principal amount on such class of Certificates.

(2)
Calculated pursuant to footnote (1) but assumes the option to purchase the Mortgage Loans is exercised on the Optional Termination Date.
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Yield Sensitivity of the Mezzanine Certificates and the Class B Certificates

If the Certificate Principal Balances of all classes of Certificates that are subordinate to a class of the Mezzanine Certificates or the Class B
Certificates have been reduced to zero, the yield to maturity on that class of the Mezzanine Certificates or the Class B Certificates will become extremely
sensitive to losses on the Mortgage Loans (and the timing thereof) because the entire amount of any related Realized Losses (to the extent not covered by
Net Monthly Excess Cashflow) will be allocated to that class of the Mezzanine Certificates or the Class B Certificates. The initial undivided interests in the
Mortgage Loans evidenced by the Class M−1 Certificates, the Class M−2 Certificates, the Class M−3 Certificates, the Class M−4 Certificates, the Class
M−5 Certificates, the Class M−6 Certificates, the Class M−7 Certificates, the Class M−8 Certificates, the Class M−9 Certificates, the Class M−10
Certificates, the Class B−1 Certificates, the Class B−2 Certificates, the Class B−3 Certificates and the Class C Certificates are approximately 5.25%,
approximately 3.05%, approximately 2.00%, approximately 1.50%, approximately 1.50%, approximately 1.35%, approximately 1.25%, approximately
1.05%, approximately 1.00%, approximately 0.80%, approximately 1.00%, approximately 1.05%, approximately 0.95%, and approximately 0.80%,
respectively. Investors in the Mezzanine Certificates and the Class B Certificates should fully consider the risk that Realized Losses on the Mortgage Loans
could result in the failure of such investors to fully recover their initial investments. In addition, once Realized Losses have been allocated to the Mezzanine
Certificates or the Class B Certificates, such amounts with respect to such Certificates will no longer accrue interest and will not be reinstated thereafter, and
no amounts in respect thereof will be distributable to such Certificates (other than amounts reinstated due to Subsequent Recoveries on a Liquidated
Mortgage Loan as set forth under “Description of the Certificates—Credit Enhancement—Allocation of Losses”). However, Allocated Realized Loss
Amounts may be paid to the Mezzanine Certificates and the Class B Certificates from the Net Monthly Excess Cashflow in the priorities set forth under
“Description of the Certificates—Credit Enhancement—Excess Interest” in this prospectus supplement.

Unless the Certificate Principal Balances of the Class A Certificates have been reduced to zero, neither the Mezzanine Certificates nor the
Class B Certificates will be entitled to any principal distributions until the Stepdown Date or during any period in which a Trigger Event is in effect. As a
result, the weighted average lives of the Mezzanine Certificates and the Class B Certificates will be longer than would otherwise be the case if distributions
of principal were allocated on apro rata basis among the Class A Certificates, the Mezzanine Certificates and the Class B Certificates. As a result of the
longer weighted average lives of the Mezzanine Certificates and the Class B Certificates, the holders of such Certificates have a greater risk of suffering a
loss on their investments. Further, because a Trigger Event may be based on delinquencies and not necessarily losses, it is possible for the Mezzanine
Certificates and the Class B Certificates to receive no principal distributions (unless the Certificate Principal Balance of the Class A Certificates has been
reduced to zero) on and after the Stepdown Date even if no losses have occurred on the Mortgage Pool. For additional considerations relating to the yield on
the Mezzanine Certificates and the Class B Certificates, we refer you to “Yield and Maturity Considerations” in the accompanying prospectus.

USE OF PROCEEDS

The Depositor will apply the net proceeds of the sale of the Offered Certificates to the purchase of the Mortgage Loans transferred to the
Trust. The Depositor will not receive any of the proceeds from the sale of Certificates in market−making transactions by WaMu Capital Corp.

MATERIAL FEDERAL INCOME TAX CONSEQUENCES

One or more elections will be made to treat designated portions of the Trust (exclusive of the Reserve Fund, the Cap Agreements, the
Supplemental Interest Account, the Swap Agreement and the Final Maturity Reserve Account) as real estate mortgage investment conduits (each a
“REMIC”) for federal income tax purposes. Upon the issuance of the Certificates, Heller Ehrman LLP, counsel to the Depositor, will deliver its opinion
generally to the effect that, assuming (i) each REMIC election is made timely in the required form, (ii) the Master Servicer, any subservicer and the Trustee
comply with all provisions of the Pooling Agreement, (iii) certain representations set forth in the Pooling Agreement and the Mortgage Loan Purchase
Agreement are true, and (iv) there is continued compliance with applicable provisions of the Internal Revenue Code of 1986, as it may be amended from
time to time (the “Code”), and applicable Treasury regulations issued thereunder, for federal income tax purposes, each REMIC elected by the Trust will
qualify as a REMIC under Sections 860A through 860G of the Code.
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For federal income tax reporting purposes, the Trustee will treat each holder of a Class A Certificate, Mezzanine Certificate, or Class B
Certificate as (i) holding an undivided interest in a REMIC regular interest (the “REMIC regular interest component”) and (ii) as having entered into a
limited recourse notional principal contract (the “NPC component”). The REMIC regular interest components will represent “regular interests” in, and
generally will be treated as debt instruments of, a REMIC.See“Material Federal Income Tax Consequences—REMICs—Classification of REMICs” in the
accompanying prospectus.

The REMIC regular interest component will be entitled to receive interest and principal payments at the times and in the amounts equal to
those made on the Offered Certificate to which it corresponds, except that the maximum interest rate of the corresponding REMIC regular interest will in all
cases equal the Net WAC Rate for the corresponding Offered Certificate, computed for this purpose (i) without reduction for any Swap Termination
Payment and (ii) by assuming that the Final Maturity Reserve Amount for each Loan Group will be paid regardless of the actual prepayment rate of the
Mortgage Loans. For tax purposes, any Swap Termination Payment will be treated as paid only out of Net Monthly Excess Cashflow. As a result of the
foregoing, the amount of distributions on the REMIC regular interest corresponding to a Class A Certificate, Mezzanine Certificate or Class B Certificate
may exceed or fall short of the actual amount of distributions on such Certificate.

Any amount payable on an Offered Certificate or a Class B Certificate in excess of the amount payable on the corresponding REMIC regular
interest component will be deemed to have been paid to the holder of that Certificate pursuant to the NPC component. Alternatively, any amount payable on
the REMIC regular interest component of an Offered Certificate or a Class B Certificate in excess of the amount payable on that Certificate will be treated
as having been received by the holder of that Certificate as income accruing with respect to the REMIC regular interest component and then as having been
paid by such holder pursuant to the NPC Component. Each holder of an Offered Certificate or a Class B Certificate will be required to report income
accruing with respect to the REMIC regular interest component as discussed below and under “Material Federal Income Tax
Consequences—REMICs—Taxation of Owners of REMIC and the NPC component Regular Certificates” in the accompanying prospectus.

Allocation of Purchase Price and Sales Price

The treatment of amounts received by a holder of a Class A, Mezzanine, or Class B Certificate under such holder’s NPC component will
depend on the portion, if any, of such holder’s purchase price allocable thereto. Under Treasury Regulations, each holder of a Class A, Mezzanine or Class
B Certificate must allocate its purchase price for the Certificate among its undivided interest in the REMIC regular interest component and the NPC
component in accordance with the relative fair market values of each property right. Treasury Regulations regarding original issue discount (the “OID
Regulations”) provide that the Trust’s allocation of the issue price of an Offered Certificate or a Class B Certificate is binding on all holders unless the
holder explicitly discloses on its tax return that its allocation is different from the Trust’s allocation. For tax reporting purposes, the Trust will assume that
the NPC component has a nominal value or such other value as specified in the Pooling Agreement (available upon request from the Trustee). However, the
NPC component is difficult to value and the IRS could assert that the value of the NPC component is greater than the value used for information reporting
purposes. Prospective investors should consult their tax advisors regarding the tax consequences to them if the IRS were successful in asserting a different
value for the NPC component.

Upon the sale, exchange, or other disposition of an Offered Certificate or a Class B Certificate, the beneficial owner of the Certificate must
allocate the amount realized between the components of the Certificate based on their relative fair market values at the time of the disposition and must treat
the sale, exchange or other disposition as a disposition of both components. Assuming that the Offered Certificate or the Class B Certificate is a capital asset
within the meaning of Section 1221 of the Code, gain or loss on the disposition of the NPC component should be capital gain or loss. For a discussion of the
material federal income tax consequences to a holder on the disposition of the REMIC regular interest component, see “Material Federal Income Tax
Consequences—REMICs—Taxation of Owners of REMIC Regular Certificates” in the accompanying prospectus.

Original Issue Discount and Premium

For federal income tax reporting purposes, the Trust intends to treat the REMIC regular interest components of the Class M−10 Certificates
and the Class B Certificates as having, and of the Class A Certificates and the Mezzanine Certificates (other than the Class M−10 Certificates) as not
having, original issue discount. However, if the IRS were to
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successfully assert that the NPC component of any Offered Certificate or Class B Certificate had a greater value than that used by the Trust for tax
reporting, one consequence would be a corresponding increase in the amount of original issue discount (or reduction in the premium paid) on the REMIC
regular interest component. The prepayment assumption that will be used in determining the rate of accrual of original issue discount, premium and market
discount, if any, for federal income tax purposes will be based on the assumption that subsequent to the date of any determination the fixed−rate Mortgage
Loans will prepay at 115% of the Prepayment Assumption and the adjustable−rate Mortgage Loans will prepay at 110% of the Prepayment Assumption. No
representation is made that the Mortgage Loans will prepay at such rate or at any other rate.See“Material Federal Income Tax
Consequences—REMICs—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount” in the accompanying prospectus.

The OID Regulations generally address the treatment of debt instruments issued with original issue discount. Purchasers of the Offered
Certificates and the Class B Certificates should be aware that the OID Regulations do not adequately address certain issues relevant to, or are not applicable
to, prepayable securities such as the REMIC regular interest components of the Offered Certificates and the Class B Certificates. In addition, there is
considerable uncertainty concerning the application of the OID Regulations to REMIC regular interests that provide for payments based on an adjustable
rate such as the REMIC regular interest component of the Offered Certificates and the Class B Certificates. Because of the uncertainty concerning the
application of Section 1272(a)(6) of the Code to such regular interests and because the rules of the OID Regulations relating to debt instruments having an
adjustable rate of interest are limited in their application in ways that could preclude their application to such regular interests even in the absence of Section
1272(a)(6) of the Code, the IRS could assert that the REMIC regular interest component of the Offered Certificates or the Class B Certificates should be
treated as issued with original issue discount or should be governed by the rules applicable to debt instruments having contingent payments or by some other
method not yet set forth in regulations. Prospective purchasers of the Offered Certificates or the Class B Certificates are advised to consult their tax advisors
concerning the tax treatment of such Certificates.

It appears that a reasonable method of reporting original issue discount with respect to the REMIC regular interest components of the
Offered Certificates and the Class B Certificates, if such Certificates are required to be treated as issued with original issue discount, generally would be to
report all income with respect to such Certificates as original issue discount for each period, computing such original issue discount (i) by assuming that the
value of the applicable index will remain constant for purposes of determining the original yield to maturity of, and projecting future distributions on, such
Certificates, thereby treating such Certificates as fixed−rate instruments to which the original issue discount computation rules described in the
accompanying prospectus can be applied, and (ii) by accounting for any positive or negative variation in the actual value of the applicable index in any
period from its assumed value as a current adjustment to original issue discount with respect to such period.See“Material Federal Income Tax
Consequences—REMICs—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount” in the accompanying prospectus.

If the method for computing original issue discount described in the prospectus results in a negative amount for any period with respect to a
Certificateholder, the amount of original issue discount allocable to that period would be zero and the Certificateholder would be permitted to offset that
negative amount only against future original issue discount, if any, attributable to those Certificates.

Whether or not the IRS successfully asserts that the Offered Certificates are issued with original issue discount, the holders of the Offered
Certificates and the Class B Certificates will be required to include in income interest on such Certificates in accordance with the accrual method of
accounting.

The REMIC regular interest components of certain Certificates may be treated for federal income tax purposes as having been purchased at a
premium. Whether any holder of a Certificate will be treated as holding such Certificate with amortizable bond premium will depend on such
Certificateholder’s purchase price and the distributions remaining to be made on such Certificate at the time of its acquisition by such Certificateholder.
Holders of such Certificates should consult their own tax advisors regarding the possibility of making an election to amortize such premium.See“Material
Federal Income Tax Consequences—REMICs—Taxation of Owners of REMIC Regular Certificates—Premium” in the accompanying prospectus.
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The NPC Component

Payments with respect to the NPC component of an Offered Certificate or a Class B Certificate will be treated as includible in income based
on the regulations relating to notional principal contracts (the “Notional Principal Contract Regulations”). Treasury regulations have been promulgated
under Section 1275 of the Code generally providing for the integration of a “qualifying debt instrument” with a hedge if the combined cash flows of the
components are substantially equivalent to the cash flows on a fixed or variable rate debt instrument. However, such regulations specifically disallow
integration of debt instruments subject to Section 1272(a)(6) of the Code. Therefore, holders of the Offered Certificates and the Class B Certificates will be
unable to use the integration method provided for under such regulations with respect to those Certificates.

The portion of the overall purchase price of an Offered Certificate or a Class B Certificate attributable to the NPC component must be
amortized over the life of such Certificate, taking into account the declining balance of the related REMIC regular interest component. The Notional
Principal Contract Regulations provide alternative methods for amortizing the purchase price of an interest rate cap contract. Prospective investors are urged
to consult their tax advisors concerning the methods that can be employed to amortize the portion of the purchase price paid for the NPC component of an
Offered Certificate or a Class B Certificate.

Any payments made to a beneficial owner of an Offered Certificate in excess of the amounts payable on the corresponding REMIC regular
interest will be treated as having been received on such certificate pursuant to the NPC component, and such excess will be treated as a periodic payment on
a notional principal contract. To the extent the sum of such periodic payments for any year exceeds that year’s amortized cost of the NPC component, such
excess represents net income for that year. Conversely, to the extent that the amount of that year’s amortized cost exceeds the sum of the periodic payments,
such excess shall represent a net deduction for that year. In addition, any amounts payable on the REMIC regular interest component in excess of the
amount of payments on the Offered Certificate or Class B Certificate to which it relates will be treated as having been received by the beneficial owners of
such Certificates and then paid by such owners to the Supplemental Interest Trust pursuant to the NPC component, and such excess should be treated as a
payment on a notional principal contract that is made by the beneficial owner during the applicable taxable year and that is taken into account in
determining the beneficial owner’s net income or net deduction with respect to the NPC component for such taxable year. Although not clear, net income or
a net deduction with respect to the NPC component should be treated as ordinary income or as an ordinary deduction.

The ability of a beneficial owner of an Offered Certificate or a Class B Certificate to recognize a net deduction with respect to the NPC
component is limited under Sections 67 and 68 of the Code in the case of (i) estates and trusts and (ii) individuals owning an interest in such component
directly or through a “pass through entity” (other than in connection with such individual’s trade or business). Pass through entities include partnerships, S
corporations, grantor trusts and nonpublicly offered regulated investment companies, but do not include estates, nongrantor trusts, cooperatives, real estate
investment trusts and publicly offered regulated investment companies. Further, such a beneficial owner will not be able to recognize a net deduction with
respect to the NPC component in computing the beneficial owner’s alternative minimum tax liability. Because a beneficial owner of an Offered Certificate
or a Class B Certificate will be required to include in income the amount deemed to have been paid by such owner pursuant to the NPC component but may
not be able to deduct that amount from income, a beneficial owner of an Offered Certificate or a Class B Certificate may have income that exceeds cash
distributions on the Certificate, in any period and over the term of the Certificate. As a result, the Offered Certificates and the Class B Certificates may not
be a suitable investment for any taxpayer whose net deduction with respect to the NPC would be subject to the limitations described above.

Upon the sale of an Offered Certificate or a Class B Certificate, the amount of the sale proceeds allocated to the NPC component would be
considered a “termination payment” under the Notional Principal Contract Regulations. The holder of the Offered Certificates or the Class B Certificates, as
applicable, will have gain or loss with respect to the termination of the NPC component (separate from and in addition to any gain or loss realized on the
disposition of the holder’s REMIC regular interest component) equal to (i) any termination payment it received or is deemed to have received minus (ii) the
unamortized portion of any amount paid (or deemed paid) by the holder upon acquiring its interest in the NPC component. Such gain or loss will generally
be treated as capital gain or loss. Moreover, in the case of a bank and certain other financial institutions, Code Section 582(c) would likely not apply to treat
such gain or loss as ordinary.
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Payments from the Final Maturity Reserve Account

Any holder of an Offered Certificate or a Class B Certificate receiving a principal payment from the Final Maturity Reserve Account will be
treated as selling a portion of its Certificate to the holder or holders of the Class C Certificates and will be treated as receiving the amount of the principal
payment from the holders of the Class C Certificates as proceeds of the sale. The portion treated as having been sold will equal the percentage of the
Certificate Principal Balance of such Certificate that is paid out of the Final Maturity Reserve Account. Accordingly, any principal payment from the Final
Maturity Reserve Account will not be treated as a distribution from any REMIC. Prospective investors should consult their own tax advisors regarding the
consequences to them of such a sale.

Potential Alternative Treatment of Right to Receive Payments Outside of the REMIC

The right to receive payments from the Reserve Fund, the Supplemental Interest Account and the Final Maturity Reserve Account may be
treated as a partnership between the holders of the Offered Certificates, the Class B Certificates and the Class C Certificates, in which case a holder of an
Offered Certificate or Class B Certificate will be subject to different rules on the timing of income and a foreign holder may be subject to withholding in
respect of any such payments. Prospective purchasers are urged to consult their own tax advisors regarding the allocation of issue price and the timing,
character and source of income and deductions resulting from ownership of a Certificate.

Treatment as Real Estate Assets

The REMIC regular interest components of the Offered Certificates and the Class B Certificates will be treated as assets described in Section
7701(a)(19)(C) of the Code and “real estate assets” under Section 856(c)(5) of the Code, generally in the same proportion that the assets in the Trust would
be so treated. No Mortgage Loans have been identified that would fail to qualify as assets described in such sections of the Code. In addition, interest
accruing on the REMIC regular interest components of the Offered Certificates and the Class B Certificates will be treated as “interest on obligations
secured by mortgages on real property” under Section 856(c)(3)(B) of the Code, generally to the extent that the Offered Certificates and the Class B
Certificates are treated as “real estate assets” under Section 856(c)(5) of the Code. The REMIC regular interest components of the Offered Certificates and
the Class B Certificates will also be treated as “qualified mortgages” under Section 860G(a)(3) of the Code.See“Material Federal Income Tax
Consequences—REMICs—Characterization of Investments in REMIC Certificates” in the accompanying prospectus.

Any portion of the value of an Offered Certificate or a Class B Certificate that is allocated to the NPC component will not be treated as a
qualifying asset for any holder that is a mutual savings bank, domestic building and loan association, real estate investment trust, or real estate mortgage
investment conduit, and any amounts received from the Reserve Fund or the Supplemental Interest Account will not be qualifying real estate income for real
estate investment trusts.

Prohibited Transactions

It is not anticipated that any REMIC elected by the Trust will engage in any transactions that would subject it to the prohibited transactions
tax imposed under Section 860F(a) of the Code, the contributions tax imposed under Section 860G(d) of the Code or the tax on net income from foreclosure
property imposed under Section 860G(c) of the Code. However, in the event that any such tax is imposed on any REMIC elected by the Trust, such tax will
be borne (i) by the Trustee, if the Trustee has breached its obligations with respect to REMIC compliance under the Pooling Agreement, (ii) by the Master
Servicer, if the Master Servicer has breached its obligations with respect to REMIC compliance under the Pooling Agreement and (iii) otherwise by the
Trust, with a potential reduction in amounts otherwise distributable to the holders of one or more classes of the Class B Certificates and/or the Offered
Certificates.See“Description of the Securities” and “Material Federal Income Tax Consequences—REMICs—Prohibited Transactions and Other Possible
REMIC Taxes” in the accompanying prospectus.

The responsibility for filing annual federal information returns and other reports will be borne by the Trustee or the Master Servicer.See
“Material Federal Income Tax Consequences—REMICs—Reporting and Other Administrative Matters” in the accompanying prospectus.
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For further information regarding the federal income tax consequences of investing in the Offered Certificates and the Class B Certificates,
see“Material Federal Income Tax Consequences—REMICs” in the accompanying prospectus.

Tax Return Disclosure Requirements

The Treasury Department recently issued regulations directed at “tax shelters” that could be read to apply to transactions generally not
considered to be tax shelters. These regulations require that taxpayers that participate in a “reportable transaction” disclose such transaction on their tax
returns by attaching IRS Form 8886, and retain information related to the transaction. A transaction may be a “reportable transaction” based upon any of
several indicia, one or more of which may be present with respect to the Certificates. You should consult your tax advisor concerning any possible
disclosure obligation with respect to your investment in the Certificates.

CONSIDERATIONS FOR BENEFIT PLAN INVESTORS

The Employee Retirement Income Security Act of 1974 (“ERISA”) and Section 4975 of the Code contain provisions that may affect
fiduciaries of employee pension and welfare benefit plans subject to ERISA and tax−qualified retirement plans described in Section 401(a) of the Code and
individual retirement accounts described in Section 403 of the Code (a “Plan”). Plans, insurance companies or other persons investing Plan Assets (see
“ERISA Considerations—Plan Asset Regulation” in the prospectus) should carefully review with their legal counsel whether owning Offered Certificates is
permitted under ERISA or Section 4975 of the Code. The Underwriter’s Exemption, as described under “ERISA Considerations—Underwriter’s
Exemption” in the prospectus, may provide an exemption from restrictions imposed by ERISA or Section 4975 of the Code and may permit a Plan to own,
or Plan Assets to be used to purchase, the Offered Certificates. The Underwriter’s Exemptions relevant to the Offered Certificates were granted by the
Department of Labor as Prohibited Transaction Exemption (“PTE”) 89−90 (as amended by PTE 97−34) and DOL Authorization Number 2003−14E.

In PTE 2000−58, the Department of Labor further amended the Underwriter’s Exemption to clarify the requirements regarding yield
supplement agreements, such as interest rate cap contracts, that may be held as assets of the Trust under the exemption. As amended, the Underwriter’s
Exemption provides that the Trust may hold as an asset an “eligible yield supplement agreement,” which includes yield supplement agreements or similar
arrangements, or if purchased by or on behalf of the Trust, interest rate cap contracts to supplement the interest rates otherwise payable on obligations held
by the Trust, such as the Cap Agreements. If such an agreement or arrangement has a notional principal amount, the agreement or arrangement may only be
held as an asset of the Trust with respect to the Offered Certificates pursuant to the exemption if it meets the following conditions: (a) it is denominated in
U.S. dollars; (b) it is one to which the Trust receives on, or immediately prior to, the respective payment date for the class of Certificates to the agreement or
arrangement relates, a fixed rate of interest or a floating rate of interest based on a publicly available index (e.g., LIBOR or the U.S. Federal Reserve’s Cost
of Funds Index), with the Trust receiving such payments on at least a quarterly basis; (c) it is not leveraged (i.e., payments are based on the applicable
notional amount, the day count fractions, the fixed or floating rates permitted above, the difference between the products thereof, calculated on a
one−to−one ratio and not on a multiplier of such difference); (d) it does not allow any of the three preceding requirements to be unilaterally altered without
the consent of the Trustee; (e) it is entered into between the Trust and an “eligible counterparty” (i.e., a bank or other financial institution which has a rating,
at the date of issuance of the Certificates, which is in one of the three highest long−term credit rating categories, or one of the two highest short−term credit
rating categories, utilized by at least one of the rating agencies rating the Certificates; provided, that if a counterparty is relying on its short term rating to
establish the eligibility hereunder, such counterparty must either have a long−term rating in one of the three highest long−term rating categories or not have
a long term rating from the applicable rating agencies) and (f) it has a notional amount that does not exceed either the principal balance of the class of
Certificates to which it relates or the portion of the principal balance of such class represented by obligation. Accordingly the Offered Certificates may be
purchased by or held on behalf of, or with Plan Assets of, any Plan pursuant to the Underwriter’s Exemption provided that each Cap Agreement qualifies as
an “eligible yield supplement agreement.”

In addition, the Underwriter’s Exemption was amended to permit subordinated certificates, such as the Mezzanine Certificates, to be
purchased and held by or on behalf of, or with ERISA plan assets of, an ERISA plan if those certificates are rated at least “BBB−” (or its equivalent) by
S&P, Fitch or Moody’s at the time of purchase.SeePTE 2000−58. Accordingly, the Mezzanine Certificates may be purchased and held by or on behalf of,
or with ERISA
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plan assets of, any ERISA plan if the Mezzanine Certificates are rated at least “BBB−” (or its equivalent) at the time of purchase.

However, the Underwriter’s Exemption, as amended, contains a number of additional conditions which must be met for the exemption to
apply, including the requirement that the investing Plan must be an “accredited investor” as defined in Rule 501(a)(1) of Regulation D of the Securities and
Exchange Commission under the Securities Act. Other additional conditions (as described in the prospectus) must be met for the Underwriter’s Exemption
to apply to certificates evidencing interests in a trust fund. In PTE 2002−41, the Department of Labor changed these additional considerations by amending
the Underwriter’s Exemption to permit the Trustee to be an affiliate of the Underwriters. A fiduciary of a Plan contemplating purchasing an Offered
Certificate must make its own determination that the conditions set forth in the Underwriter’s Exemption will be satisfied with respect to the those
Certificates.

Each beneficial owner of an Offered Certificate or any interest therein shall be deemed to have represented, by virtue of its acquisition or
holding of that certificate or interest therein, that either (i) it is not a plan investor, (ii) it has acquired and is holding such Offered Certificates in reliance on
the Underwriters’ Exemption, and that it understands that there are certain conditions to the availability of the Underwriters’ Exemption, including that the
each Cap Agreement is an eligible yield supplement agreement and the Mezzanine Certificates must be rated, at the time of purchase, not lower than
“BBB−” (or its equivalent) by S&P, Fitch or Moody’s or (iii) (1) it is an insurance company, (2) the source of funds used to acquire or hold the certificate or
interest therein is an “insurance company general account,” as such term is defined in Prohibited Transaction Class Exemption (“PTCE”) 95−60, and (3) the
conditions in Sections I and III of PTCE 95−60 have been satisfied.

If any Offered Certificate or any interest therein is acquired or held in violation of the conditions described in the preceding paragraph, the
next preceding permitted beneficial owner will be treated as the beneficial owner of that Certificate, retroactive to the date of transfer to the purported
beneficial owner. Any purported beneficial owner whose acquisition or holding of any such certificate or interest therein was effected in violation of the
conditions described in the preceding paragraph shall indemnify and hold harmless the Depositor, the Trustee, the Master Servicer, any subservicer, and the
Trust from and against any and all liabilities, claims, costs or expenses incurred by those parties as a result of that acquisition or holding.

Any fiduciary or other investor of Plan assets that proposes to acquire or hold the Offered Certificates on behalf of or with Plan assets of any
Plan should consult with its counsel with respect to: (i) whether, with respect to the Offered Certificates, the specific and general conditions and the other
requirements in the Underwriter’s Exemption would be satisfied; and (ii) the potential applicability of the general fiduciary responsibility provisions of
ERISA and the prohibited transaction provisions of ERISA and Section 4975 of the Code to the proposed investment.See“ERISA Considerations” in the
prospectus.

The sale of any of the Offered Certificates to a Plan is in no respect a representation by the Depositor or the related Underwriter that an
investment in the Offered Certificates meets all relevant legal requirements relating to investments by Plans generally or any particular Plan, or that an
investment in the Offered Certificates is appropriate for Plans generally or any particular Plan.

Considerations for Benefit Plan Investors With Respect to the Swap Agreement and the Final Maturity Reserve Account

For so long as (i) the Swap Agreement entitles the holder of a Class III−A1 Certificate to receive payments under the Swap Agreement from
the Supplemental Interest Account, or (ii) the holder of an Offered Certificate is entitled to receive payments from the Final Maturity Reserve Account, any
person purchasing an Offered Certificate otherwise eligible for purchase by Plans under the Underwriter’s Exemption will be deemed to have acquired for
purposes of ERISA and Section 4975 of the Code the right to receive such Offered Certificate without the right to receive payments from the Supplemental
Interest Account or the Final Maturity Reserve Account, together with the right to receive such payments. The Underwriter’s Exemption may not apply to
the acquisition, holding or resale of the right to receive payments from the Supplemental Interest Account or the Final Maturity Reserve Account by a Plan.
The right to receive such payments could also result in a prohibited transaction if the Swap Counterparty or the holders of the Class C Certificates is a party
in interest with respect to such Plan, unless another administrative exemption is available.

S−154

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 161 of 303



Accordingly, no Plan or other person using assets of a Plan may acquire or hold an Offered Certificate otherwise eligible for the
Underwriter’s Exemption, unless such acquisition or holding is eligible for the exemptive relief available under PTCE 84−14 (for transactions by
independent “qualified professional asset managers”), 91−38 (for transactions by bank collective investment funds), 90−1 (for transactions by insurance
company pooled separate accounts), 95−60 (for transactions by insurance company general accounts) or 96−23 (for transactions effected by “in−house asset
managers”). Plan fiduciaries should consult their legal counsel concerning this issue. Each beneficial owner of an Offered Certificate or any interest therein,
shall be deemed to have represented, by virtue of its acquisition or holding of the Offered Certificate, or interest therein, that either (i) it is not a Plan or (ii)
the acquisition and holding of such Certificate are eligible for the exemptive relief available under one of the five prohibited transaction class exemptions as
required immediately above. It should be noted that as PTCE 95−60 would cover the prohibited transactions discussed herein in connection with the Swap
Agreement, any Offered Certificate whose rating has fallen to below BBB− (or its equivalent) could be purchased by insurance company general accounts
pursuant to such exemption.

If any Offered Certificate, or any interest therein, is acquired or held in violation of the provisions of the preceding paragraph, the next
preceding permitted beneficial owner will be treated as the beneficial owner of that Certificate, retroactive to the date of transfer to the purported beneficial
owner. Any purported beneficial owner whose acquisition or holding of an Offered Certificate, or interest therein, was effected in violation of the provisions
of the preceding paragraph will be required to indemnify to the extent permitted by law and hold harmless the Depositor, the Trustee, the Master Servicer
and the NIMS Insurer, if any, from and against any and all liabilities, claims, costs or expenses incurred by such parties as a result of such acquisition or
holding.

LEGAL INVESTMENT CONSIDERATIONS

The Class A Certificates, the Class M−1 Certificates, the Class M−2 Certificates and the Class M−3 Certificates will constitute “mortgage
related securities” for purposes of SMMEA for so long as they are rated not lower than the second highest rating category by one or more nationally
recognized statistical rating organizations and, as such, will be legal investments for certain entities to the extent provided in SMMEA and applicable state
laws. SMMEA, however, provides for state limitation on the authority of such entities to invest in “mortgage related securities” provided that such
restrictive legislation was enacted prior to October 3, 1991. Certain states have enacted legislation which overrides the preemption provisions of SMMEA.
The Class M−4 Certificates, the Class M−5 Certificates, the Class M−6 Certificates, the Class M−7 Certificates, the Class M−8 Certificates, the Class M−9
Certificates, the Class M−10 Certificates, the Class B−1 Certificates, the Class B−2 Certificates and the Class B−3 Certificates will not be “mortgage related
securities” for purposes of SMMEA.

The Depositor makes no representations as to the proper characterization of any class of Offered Certificates or Class B Certificates for legal
investment or other purposes, or as to the ability of particular investors to purchase any class of Offered Certificates or Class B Certificates under applicable
legal investment restrictions. These uncertainties may adversely affect the liquidity of any class of Offered Certificates and Class B Certificates.
Accordingly, all institutions whose investment activities are subject to legal investment laws and regulations, regulatory capital requirements or review by
regulatory authorities should consult with their legal advisors in determining whether and to what extent any class of Offered Certificates or Class B
Certificates constitutes a legal investment or is subject to investment, capital or other restrictions.

See “Legal Investment” in the accompanying prospectus.

METHOD OF DISTRIBUTION

Subject to the terms and conditions set forth in the underwriting agreement dated August 5, 2005 (the “Underwriting Agreement”), among
the Underwriters named below, the Seller and the Depositor, the Depositor has agreed to sell to the Underwriters, and the Underwriters have agreed to
purchase from the Depositor, the principal amount of the Offered Certificates set forth opposite their respective names.
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Underwriters

Original

Certificate

Principal

Balanceof the

Class I−A1

Certificates

Original

Certificate

Principal

Balanceof the

Class I−A2

Certificates

Original

Certificate

Principal

Balanceof the

Class II−A1

Certificates

Original

Certificate

Principal

Balanceof the

Class II−A2

Certificates

Original

Certificate

Principal

Balanceof the

Class III−A1

Certificates

Original

Certificate

Principal

Balanceof the

Class III−A1A

Certificates

Original

Certificate

Principal

Balanceof the

Class III−A2

Certificates

Credit Suisse First Boston LLC $168,357,600 $42,089,400 $324,742,800 $81,186,000 $195,000,000 $28,681,800 $241,401,000
WaMu Capital Corp. $112,238,400 $28,059,600 $216,495,200 $54,124,000 $130,000,000 $19,121,200 $160,934,000

Underwriters

Original

Certificate

Principal

Balanceof the

Class III−A3

Certificates

Original

Certificate

Principal

Balanceof the

Class III−A4

Certificates

Original

Certificate

Principal

Balanceof the

Class M−1

Certificates

Original

Certificate

Principal

Balanceof the

Class M−2

Certificates

Original

Certificate

Principal

Balanceof the

Class M−3

Certificates

Original

Certificate

Principal

Balanceof the

Class M−4

Certificates

Original

Certificate

Principal

Balanceof the

Class M−5

Certificates

Credit Suisse First Boston LLC $182,218,800 $16,904,400 $86,805,000 $50,429,400 $33,068,400 $24,801,600 $24,801,600
WaMu Capital Corp. $121,479,200 $11,269,600 $57,870,000 $33,619,600 $22,045,600 $16,534,400 $16,534,400

Underwriters

Original

Certificate

Principal

Balanceof the

Class III−M6

Certificates

Original

Certificate

Principal

Balanceof the

Class M−7

Certificates

Original

Certificate

Principal

Balanceof the

Class M−8

Certificates

Original

Certificate

Principal

Balanceof the

Class M−9

Certificates

Original

Certificate

Principal

Balanceof the

Class M−10

Certificates

Credit Suisse First Boston LLC $22,321,200 $20,667,600 $17,361,000 $16,534,200 $13,227,600

WaMu Capital Corp. $14,880,800 $13,778,400 $11,574,000 $11,022,800 $  8,818,400

The Offered Certificates to be purchased by the Underwriters are referred to as the “Underwritten Certificates.”

The Depositor has been advised by the Underwriters that they propose initially to offer the Underwritten Certificates of each class to the
public in the United States and upon request in Europe at the offering price set forth in this prospectus supplement and to certain dealers at such price less a
selling concession, not in excess of the percentage set forth in the table below of the Original Certificate Principal Balance of the related class of
Underwritten Certificates. The Underwriters may allow and such dealers may reallow a reallowance discount, not in excess of the percentage set forth in the
table below of the Original Certificate Principal Balance of the related class of Underwritten Certificates, to certain other dealers. After the initial public
offering, the public offering price, such concessions and such discounts may be changed.

Class of Certificates Selling Concession Reallowance Discount

Class I−A1 0.15000% 0.07500%
Class I−A2 0.15000% 0.07500%
Class II−A1 0.15000% 0.07500%
Class II−A2 0.15000% 0.07500%
Class III−A1 0.15000% 0.07500%
Class III−A1A 0.15000% 0.07500%
Class III−A2 0.15000% 0.07500%
Class III−A3 0.15000% 0.07500%
Class III−A4 0.15000% 0.07500%
Class M−1 0.15000% 0.07500%
Class M−2 0.15000% 0.07500%
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Class of Certificates Selling Concession Reallowance Discount

Class M−3 0.15000% 0.07500%
Class M−4 0.15000% 0.07500%
Class M−5 0.15000% 0.07500%
Class M−6 0.15000% 0.07500%
Class M−7 0.15000% 0.07500%
Class M−8 0.15000% 0.07500%
Class M−9 0.15000% 0.07500%
Class M−10 0.15000% 0.07500%

Until the distribution of the Underwritten Certificates is completed, rules of the SEC may limit the ability of the Underwriters and certain
selling group members to bid for and purchase the Underwritten Certificates. As an exception to these rules, the Underwriters are permitted to engage in
certain transactions that stabilize the price of the Underwritten Certificates. Such transactions consist of bids or purchases for the purpose of pegging, fixing
or maintaining the price of the Underwritten Certificates.

In general, purchases of a security for the purpose of stabilization or to reduce a short position could cause the price of the security to be
higher than it might be in the absence of such purchases.

Neither the Depositor nor any of the Underwriters makes any representation or prediction as to the direction or magnitude of any effect that
the transactions described above may have on the prices of the Underwritten Certificates. In addition, neither the Depositor nor any of the Underwriters
makes any representation that the Underwriters will engage in such transactions or that such transactions, once commenced, will not be discontinued
without notice.

WaMu Capital Corp., an affiliate of the Depositor, the Seller and the Master Servicer, will act as an underwriter in connection with the sale
of the Underwritten Certificates. This prospectus supplement and the accompanying prospectus may be used by WaMu Capital Corp. in connection with the
offer and sale of the Underwritten Certificates in market−making transactions. In these transactions, WaMu Capital Corp. may act as principal or agent and
the sales will be made at prices related to prevailing market prices at the time of sale or otherwise.

The Depositor has been advised by each Underwriter that it intends to make a market in the Underwritten Certificates actually purchased by
it but no Underwriter has any obligation to do so. There can be no assurance that a secondary market for the Underwritten Certificates will develop or, if it
does develop, that it will continue.

The Depositor has agreed to indemnify the Underwriters against, or make contributions to the Underwriters with respect to, certain
liabilities, including liabilities under the Act.

LEGAL MATTERS

Certain legal matters with respect to the Offered Certificates will be passed upon for the Seller, the Master Servicer and the Depositor by
Heller Ehrman LLP, New York, New York. Certain legal matters will be passed upon for the Underwriters by Thacher Proffitt & Wood LLP, New York,
New York.

RATINGS

It is a condition to the issuance of the Offered Certificates that the Class A Certificates be rated “AAA” by Fitch, Inc. (“Fitch”), and
Standard & Poor’s, a division of The McGraw−Hill Companies, Inc. (“S&P”), and “Aaa” by Moody’s Investors Service, Inc. (“Moody’s” and, collectively
with Fitch and S&P, the “Rating Agencies”), that the Class M−1 Certificates be rated “AA+” by Fitch and S&P and “Aa1” by Moody’s, that the Class M−2
Certificates be rated “AA” by Fitch and S&P and “Aa2” by Moody’s, that the Class M−3 Certificates be rated “AA” by Fitch, “AA−” by S&P and “Aa3” by
Moody’s, that the Class M−4 Certificates be rated “A+” by Fitch and S&P and “A1” by Moody’s, that the Class M−5 Certificates be rated “A” by Fitch,
“A+” by S&P and “A2” by Moody’s, that the Class M−6
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Certificates be rated “A” by Fitch and S&P and “A3” by Moody’s, that the Class M−7 Certificates be rated “A−” by Fitch, “BBB+” by S&P and “Baa1” by
Moody’s, that the Class M−8 Certificates be rated “BBB+” by Fitch and S&P and “Baa2” by Moody’s, that the Class M−9 Certificates be rated “BBB” by
Fitch and S&P and “Baa3” by Moody’s, and that the Class M−10 Certificates be rated “BBB−” by Fitch and S&P and “Ba1” by Moody’s.

A securities rating addresses the likelihood of the receipt by a certificateholder of distributions on the Mortgage Loans. The rating takes into
consideration the characteristics of the Mortgage Loans and the structural, legal and tax aspects associated with the Certificates. The ratings on the Offered
Certificates do not, however, constitute statements regarding the likelihood or frequency of prepayments on the Mortgage Loans, the payment of the Net
WAC Rate Carryover Amount or the possibility that a holder of an Offered Certificate might realize a lower than anticipated yield.

The Depositor has not engaged any rating agency other than the Rating Agencies to provide ratings on the Offered Certificates. However,
there can be no assurance as to whether any other rating agency will rate the Offered Certificates, or, if it does, what rating would be assigned by any such
other rating agency. Any rating on the Offered Certificates by another rating agency, if assigned at all, may be lower than the ratings assigned to the Offered
Certificates by the Rating Agencies.

A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at any time by the
assigning rating organization. Each security rating should be evaluated independently of any other security rating. In the event that the ratings initially
assigned to any of the Offered Certificates by the Rating Agencies are subsequently lowered for any reason, no person or entity is obligated to provide any
additional support or credit enhancement with respect to such Offered Certificates.
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ANNEX I

GLOBAL CLEARANCE, SETTLEMENT AND
TAX DOCUMENTATION PROCEDURES

Except in certain limited circumstances, the Offered Certificates and the Class B Certificates will be offered globally (the “Global
Securities”) and will be available only in book−entry form. Investors in the Global Securities may hold such Global Securities through DTC, or upon
request through Clearstream or Euroclear. The Global Securities will be tradable as home market instruments in both the European and U.S. domestic
markets. Initial settlement and all secondary trades will settle in same−day funds.

Secondary market trading between investors holding Global Securities through Clearstream and Euroclear will be conducted in the ordinary
way in accordance with their normal rules and operating procedures and in accordance with conventional eurobond practice (i.e., seven calendar day
settlement).

Secondary market trading between investors holding Global Securities through DTC will be conducted according to the rules and procedures
applicable to U.S. corporate debt obligations.

Secondary cross−market trading between Clearstream or Euroclear and DTC Participants holding Certificates will be effected on a
delivery−against−payment basis through the respective Depositaries of Clearstream and Euroclear (in such capacity) and as DTC Participants.

Non−U.S. holders (as described below) of Global Securities will be subject to U.S. withholding taxes unless such holders meet certain
requirements and deliver appropriate U.S. tax documents to the securities clearing organizations or their participants.

Initial Settlement

All Global Securities will be held in book−entry form by DTC in the name of Cede & Co. as nominee of DTC. Investors’ interests in the
Global Securities will be represented through financial institutions acting on their behalf as direct and indirect Participants in DTC. As a result, Clearstream
and Euroclear will hold positions on behalf of their participants through their respective Depositaries, which in turn will hold such positions in accounts as
DTC Participants.

Investors electing to hold their Global Securities through DTC will follow the settlement practices applicable to conventional eurobonds,
except that there will be no temporary global security and no “lock−up” or restricted period. Investor securities custody accounts will be credited with their
holdings against payment in same−day funds on the settlement date.

Investors electing to hold their Global Securities through Clearstream or Euroclear accounts will follow the settlement procedures applicable
to conventional eurobonds, except that there will be no temporary global security and no “lock−up” or restricted period. Global Securities will be credited to
the securities custody accounts on the settlement date against payment in same−day funds.

Secondary Market Trading

Since the purchaser determines the place of delivery, it is important to establish at the time of the trade where both the purchaser’s and
seller’s accounts are located to ensure that settlement can be made on the desired value date.

Trading between DTC Participants. Secondary market trading between DTC Participants will be settled using the procedures applicable to
prior mortgage loan asset−backed certificates issues in same−day funds.

Trading between Clearstream and/or Euroclear Participants. Secondary market trading between Clearstream Participants or Euroclear
Participants will be settled using the procedures applicable to conventional eurobonds in same−day funds.
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Trading between DTC seller and Clearstream or Euroclear purchaser. When Global Securities are to be transferred from the account of a
DTC Participant to the account of a Clearstream Participant or a Euroclear Participant, the purchaser will send instructions to Clearstream or Euroclear
through a Clearstream Participant or Euroclear Participant at least one business day prior to settlement. Clearstream or Euroclear will instruct the respective
Depositary, as the case may be, to receive the Global Securities against payment. Payment will include interest accrued on the Global Securities from and
including the last coupon payment date to and excluding the settlement date, on the basis of the actual number of days in such accrual period and a year
assumed to consist of 360 days or a 360−day year consisting of twelve 30−day months, as applicable. For transactions settling on the 31st of the month,
payment will include interest accrued to and excluding the first day of the following month. Payment will then be made by the respective Depositary of the
DTC Participant’s account against delivery of the Global Securities. After settlement has been completed, the Global Securities will be credited to the
respective clearing system and by the clearing system, in accordance with its usual procedures, to the Clearstream Participant’s or Euroclear Participant’s
account. The securities credit will appear the next day (European time) and the cash debt will be back−valued to, and the interest on the Global Securities
will accrue from, the value date (which would be the preceding day when settlement occurred in New York). If settlement is not completed on the intended
value date (i.e., the trade fails), the Clearstream or Euroclear cash debt will be valued instead as of the actual settlement date.

Clearstream Participants and Euroclear Participants will need to make available to the respective clearing systems the funds necessary to
process same−day funds settlement. The most direct means of doing so is to preposition funds for settlement, either from cash on hand or existing lines of
credit, as they would for any settlement occurring within Clearstream or Euroclear. Under this approach, they may take on credit exposure to Clearstream or
Euroclear until the Global Securities are credited to their accounts one day later.

As an alternative, if Clearstream or Euroclear has extended a line of credit to them, Clearstream Participants or Euroclear Participants can
elect not to preposition funds and allow that credit line to be drawn upon the finance settlement. Under this procedure, Clearstream Participants or Euroclear
Participants purchasing Global Securities would incur overdraft charges for one day, assuming they cleared the overdraft when the Global Securities were
credited to their accounts. However, interest on the Global Securities would accrue from the value date. Therefore, in many cases the investment income on
the Global Securities earned during that one−day period may substantially reduce or offset the amount of such overdraft charges, although this result will
depend on each Clearstream Participant’s or Euroclear Participant’s particular cost of funds.

Since the settlement is taking place during New York business hours, DTC Participants can employ their usual procedures for sending
Global Securities to the respective European Depositary for the benefit of Clearstream Participants or Euroclear Participants. The sale proceeds will be
available to the DTC seller on the settlement date. Thus, to the DTC Participants a cross−market transaction will settle no differently than a trade between
two DTC Participants.

Trading between Clearstream or Euroclear Seller and DTC Purchaser. Due to time zone differences in their favor, Clearstream Participants
and Euroclear Participants may employ their customary procedures for transactions in which Global Securities are to be transferred by the respective
clearing system, through the respective Depositary, to a DTC Participant. The seller will send instructions to Clearstream or Euroclear through a
Clearstream Participant or Euroclear Participant at least one business day prior to settlement. In these cases Clearstream or Euroclear will instruct the
respective Depositary, as appropriate, to deliver the Global Securities to the DTC Participant’s account against payment. Payment will include interest
accrued on the Global Securities from and including the last coupon payment to and excluding the settlement date on the basis of the actual number of days
in such accrual period and a year assumed to consist of 360 days or a 360−day year consisting of twelve 30−day months, as applicable. For transactions
settling on the 31st of the month, payment will include interest accrued to and excluding the first day of the following month. The payment will then be
reflected in the account of the Clearstream Participant or Euroclear Participant the following day, and receipt of the cash proceeds in the Clearstream
Participant’s or Euroclear Participant’s account would be back−valued to the value date (which would be the preceding day, when settlement occurred in
New York). Should the Clearstream Participant or Euroclear Participant have a line of credit with its respective clearing system and elect to be in debt in
anticipation of receipt of the sale proceeds in its account, the back−valuation will extinguish any overdraft incurred over that one−day period. If settlement
is not completed on the intended value date (i.e., the trade fails), receipt
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of the cash proceeds in the Clearstream Participant’s or Euroclear Participant’s account would instead be valued as of the actual settlement date.

Finally, day traders that use Clearstream or Euroclear and that purchase Global Securities from DTC Participants for delivery to Clearstream
Participants or Euroclear Participants should note that these trades would automatically fail on the sale side unless affirmative action were taken. At least
three techniques should be readily available to eliminate this potential problem:

(a)      borrowing through Clearstream or Euroclear for one day (until the purchase side of the day trade is reflected in their Clearstream or
Euroclear accounts) in accordance with the clearing system’s customary procedures;

(b)      borrowing the Global Securities in the U.S. from a DTC Participant no later than one day prior to settlement, which would give the
Global Securities sufficient time to be reflected in their Clearstream or Euroclear account in order to settle the sale side of the trade; or

(c)      staggering the value dates for the buy and sell sides of the trade so that the value date for the purchase from the DTC Participant is at
least one day prior to the value date for the sale to the Clearstream Participant or Euroclear Participant.

Certain U.S. Federal Income Tax Documentation Requirements

A beneficial owner of Global Securities who is an individual or a corporation holding securities on its own behalf or through a foreign
partnership or trust, in either case through Clearstream or Euroclear (or through DTC if the holder has an address outside the U.S.), will be subject to the
30% U.S. withholding tax that generally applies to payments to foreign persons of interest (including original issue discount) on registered debt issued by
U.S. Persons, unless (i) each clearing system, bank or other financial institution that holds customers’ securities in the ordinary course of its trade or
business in the chain of intermediaries between such beneficial owner (or the foreign partnership or trust) and the U.S. entity required to withhold tax
complies with applicable certification requirements and (ii) such beneficial owner takes one of the following steps to obtain an exemption or reduced tax
rate:

Exemption for non−U.S. Persons (Form W−8BEN). Beneficial owners of Global Securities that are non−U.S. Persons can generally obtain
an exemption from the withholding tax by filing a signed Form W−8BEN (Certificate of Foreign Status of Beneficial Owner for United States Tax
Withholding).

Exemption for non−U.S. Persons with effectively connected income (Form W−8ECI). A non−U.S. Person, including a non−U.S. corporation
or bank with a U.S. branch, for which the interest income is effectively connected with its conduct of a trade or business in the United States, can obtain an
exemption from the withholding tax by filing Form W−8ECI (Certificate of Foreign Person’s Claim for Exemption from Withholding on Income
Effectively Connected with the Conduct of a Trade or Business in the United States).

Exemption or reduced rate for non−U.S. Persons resident in treaty countries (Form W−8BEN). Non−U.S. Persons that are Certificate
Owners residing in a country that has a tax treaty with the United States can obtain an exemption or reduced tax rate (depending on the treaty terms) by
filing Form W−8BEN (Certificate of Foreign Status of Beneficial Owner for United States Tax Withholding). Form W−8BEN may be filed by the
Certificate Owners or their agents.

Exemption for U.S. Persons (Form W−9). U.S. Persons can obtain an exemption from the withholding tax by filing Form W−9 (Request for
Taxpayer Identification Number and Certification).

U.S. federal income tax reporting procedure. The Certificate Owner of a Global Security files by submitting the appropriate form to the
person through whom it holds (the clearing agency, in the case of persons holding directly on the books of the clearing agency). Form W−8BEN and Form
W−8ECI are effective until the end of the third succeeding calendar year from the date such form is signed unless a change in circumstances makes any
information on the form incorrect. If any information shown on the form changes, a new form must be filed within 30 days of the change.
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The term “U.S. Person” means (i) a citizen or resident of the United States, (ii) a corporation, partnership or other entity treated as a
corporation or partnership for United States federal income tax purposes organized in, or under the laws of, the United States or any political subdivision
thereof (except, in the case of a partnership or entity treated as a partnership, to the extent provided in Treasury regulations), (iii) an estate the income of
which is subject to United States federal income tax, regardless of its source, or (iv) a trust if a court within the United States is able to exercise primary
supervision over the administration of the trust and one or more United States persons have authority to control all substantial decisions of the Trust.
Notwithstanding the preceding sentence, a trust that was in existence on August 20, 1996 (other than a trust treated as wholly owned by the grantor under
subpart E of part I of subchapter J of the Code), was treated as a United States person on August 19, 1996, and elects to continue to be treated as a United
States person will also be a U.S. Person.

This summary does not deal with all aspects of U.S. federal income tax withholding that may be relevant to foreign holders of the Global
Securities. Investors are advised to consult their own tax advisors for specific tax advice concerning their holding and disposing of the Global Securities.
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ANNEX II

Distribution Date

Group I Senior Cap
Scheduled Notional

Amount ($)
Group I Senior
Strike Rate (%)

Group I Senior
Maximum LIBOR

Rate (%)

October 25, 2005 346,249,529 6.75% 10.23%
November 25, 2005 340,911,708 6.52% 10.23%
December 25, 2005 334,741,471 6.75% 10.23%
January 25, 2006 327,753,440 6.53% 10.23%
February 25, 2006 319,967,179 6.53% 10.23%
March 25, 2006 311,406,544 7.26% 10.23%
April 25, 2006 302,100,480 6.53% 10.23%
May 25, 2006 292,082,635 6.76% 10.23%
June 25, 2006 281,463,608 6.53% 10.23%
July 25, 2006 271,123,531 6.77% 10.23%
August 25, 2006 261,061,813 6.54% 10.23%
September 25, 2006 251,270,819 6.54% 10.23%
October 25, 2006 241,743,272 6.77% 10.23%
November 25, 2006 232,472,088 6.54% 10.23%
December 25, 2006 223,450,373 6.77% 10.23%
January 25, 2007 214,671,419 6.55% 10.23%
February 25, 2007 206,128,699 6.55% 10.23%
March 25, 2007 197,815,862 7.28% 10.23%
April 25, 2007 189,726,725 6.55% 10.23%
May 25, 2007 181,855,274 6.78% 10.23%
June 25, 2007 173,418,118 7.98% 10.23%
July 25, 2007 157,270,702 8.25% 10.23%
August 25, 2007 142,060,791 7.97% 10.23%
September 25, 2007 127,800,999 7.96% 10.23%
October 25, 2007 114,893,895 8.22% 10.23%
November 25, 2007 107,549,299 7.94% 10.23%
December 25, 2007 100,501,149 8.95% 10.23%
January 25, 2008 93,694,759 8.65% 10.23%
February 25, 2008 87,121,182 8.65% 10.23%
March 25, 2008 80,772,353 9.26% 10.23%
April 25, 2008 74,640,490 8.66% 10.23%
May 25, 2008 68,718,082 9.15% 10.23%
June 25, 2008 63,000,073 9.56% 10.23%
July 25, 2008 57,477,528 9.89% 10.23%
August 25, 2008 52,143,305 9.56% 10.23%
September 25, 2008 46,990,861 9.55% 10.23%
October 25, 2008 46,990,861 9.87% 10.23%
November 25, 2008 46,990,861 9.60% 10.23%
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Distribution Date

Group II Senior Cap
Scheduled Notional

Amount ($)
Group II Senior
Strike Rate (%)

Group II Senior
Maximum LIBOR

Rate (%)

October 25, 2005 667,906,580 6.80% 10.24%
November 25, 2005 657,636,892 6.57% 10.24%
December 25, 2005 645,757,883 6.81% 10.24%
January 25, 2006 632,298,562 6.58% 10.24%
February 25, 2006 617,294,969 6.58% 10.24%
March 25, 2006 600,793,544 7.31% 10.24%
April 25, 2006 582,850,041 6.58% 10.24%
May 25, 2006 563,529,324 6.81% 10.24%
June 25, 2006 543,038,157 6.59% 10.24%
July 25, 2006 523,094,576 6.82% 10.24%
August 25, 2006 503,687,560 6.59% 10.24%
September 25, 2006 484,802,647 6.59% 10.24%
October 25, 2006 466,425,799 6.82% 10.24%
November 25, 2006 448,543,357 6.59% 10.24%
December 25, 2006 431,142,028 6.83% 10.24%
January 25, 2007 414,208,877 6.60% 10.24%
February 25, 2007 397,731,319 6.60% 10.24%
March 25, 2007 381,697,103 7.34% 10.24%
April 25, 2007 366,094,308 6.61% 10.24%
May 25, 2007 350,911,336 6.83% 10.24%
June 25, 2007 334,793,438 8.02% 10.24%
July 25, 2007 303,355,596 8.29% 10.24%
August 25, 2007 273,845,157 8.00% 10.24%
September 25, 2007 246,182,442 8.00% 10.24%
October 25, 2007 221,049,730 8.26% 10.24%
November 25, 2007 206,909,648 7.98% 10.24%
December 25, 2007 193,282,110 9.00% 10.24%
January 25, 2008 180,125,631 8.70% 10.24%
February 25, 2008 167,420,269 8.70% 10.24%
March 25, 2008 155,150,371 9.31% 10.24%
April 25, 2008 143,300,834 8.71% 10.24%
May 25, 2008 131,857,080 9.19% 10.24%
June 25, 2008 120,808,929 9.63% 10.24%
July 25, 2008 110,139,007 9.95% 10.24%
August 25, 2008 99,833,851 9.61% 10.24%
September 25, 2008 89,880,834 9.60% 10.24%
October 25, 2008 89,880,834 9.93% 10.24%
November 25, 2008 89,880,834 9.65% 10.24%

II−ii
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Distribution Date

Group III Senior
Scheduled Notional

Amount ($)
Group III Senior
Strike Rate (%)

Group III Senior
Maximum LIBOR

Rate (%)

October 25, 2005 771,834,135 6.75% 10.23%
November 25, 2005 759,740,294 6.52% 10.23%
December 25, 2005 745,751,322 6.75% 10.23%
January 25, 2006 729,901,639 6.53% 10.23%
February 25, 2006 712,234,590 6.53% 10.23%
March 25, 2006 692,805,852 7.26% 10.23%
April 25, 2006 671,682,172 6.53% 10.23%
May 25, 2006 648,941,191 6.76% 10.23%
June 25, 2006 625,020,983 6.53% 10.23%
July 25, 2006 601,745,295 6.77% 10.23%
August 25, 2006 579,102,975 6.54% 10.23%
September 25, 2006 557,076,823 6.54% 10.23%
October 25, 2006 535,650,108 6.77% 10.23%
November 25, 2006 514,806,552 6.54% 10.23%
December 25, 2006 494,530,319 6.77% 10.23%
January 25, 2007 474,806,097 6.55% 10.23%
February 25, 2007 455,618,796 6.55% 10.23%
March 25, 2007 436,953,832 7.28% 10.23%
April 25, 2007 418,797,018 6.55% 10.23%
May 25, 2007 401,134,550 6.78% 10.23%
June 25, 2007 380,196,658 7.98% 10.23%
July 25, 2007 342,245,584 8.25% 10.23%
August 25, 2007 306,646,313 7.97% 10.23%
September 25, 2007 273,324,493 7.96% 10.23%
October 25, 2007 244,371,431 8.22% 10.23%
November 25, 2007 227,822,068 7.94% 10.23%
December 25, 2007 211,902,257 8.95% 10.23%
January 25, 2008 196,550,520 8.65% 10.23%
February 25, 2008 181,737,962 8.65% 10.23%
March 25, 2008 167,445,583 9.26% 10.23%
April 25, 2008 153,655,051 8.66% 10.23%
May 25, 2008 140,348,680 9.15% 10.23%
June 25, 2008 127,521,539 9.56% 10.23%
July 25, 2008 115,145,183 9.89% 10.23%
August 25, 2008 103,202,961 9.56% 10.23%
September 25, 2008 91,679,378 9.55% 10.23%
October 25, 2008 91,679,378 9.87% 10.23%
November 25, 2008 91,679,378 9.60% 10.23%

II−iii
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Distribution Date

Subordinate Cap
Scheduled Notional

Amount ($)
Subordinate

Strike Rate (%)

Subordinate
Maximum LIBOR

Rate (%)

October 25, 2005 599,367,000 5.79% 8.54%
November 25, 2005 599,367,000 5.57% 8.54%
December 25, 2005 599,367,000 5.80% 8.54%
January 25, 2006 599,367,000 5.58% 8.54%
February 25, 2006 599,367,000 5.58% 8.54%
March 25, 2006 599,367,000 6.28% 8.54%
April 25, 2006 599,367,000 5.58% 8.54%
May 25, 2006 599,367,000 5.80% 8.54%
June 25, 2006 599,367,000 5.59% 8.54%
July 25, 2006 599,367,000 5.81% 8.54%
August 25, 2006 599,367,000 5.59% 8.54%
September 25, 2006 599,367,000 5.59% 8.54%
October 25, 2006 599,367,000 5.80% 8.54%
November 25, 2006 599,367,000 5.59% 8.54%
December 25, 2006 599,367,000 5.81% 8.54%
January 25, 2007 599,367,000 5.59% 8.54%
February 25, 2007 599,367,000 5.59% 8.54%
March 25, 2007 599,367,000 6.30% 8.54%
April 25, 2007 599,367,000 5.59% 8.54%
May 25, 2007 599,367,000 5.81% 8.54%
June 25, 2007 599,367,000 6.99% 8.54%
July 25, 2007 599,367,000 7.25% 8.54%
August 25, 2007 599,367,000 6.97% 8.54%
September 25, 2007 599,367,000 6.97% 8.54%
October 25, 2007 599,367,000 7.22% 8.54%
November 25, 2007 599,367,000 6.95% 8.54%
December 25, 2007 599,367,000 7.96% 8.54%
January 25, 2008 599,367,000 7.67% 8.54%
February 25, 2008 599,367,000 7.67% 8.54%
March 25, 2008 599,367,000 8.26% 8.54%
April 25, 2008 599,367,000 7.71% 8.54%
May 25, 2008 599,367,000 8.33% 8.54%
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Mortgage Pass−Through Certificates
Mortgage−Backed Notes

(Issuable in Series)

LONG BEACH SECURITIES CORP.
Depositor

 You should consider carefully the risk factors beginning on page 1 of this prospectus and in the prospectus supplement.

The prospectus together with the accompanying prospectus supplement will constitute the full prospectus. 

The Securities:

                Long Beach Securities Corp., as depositor, will sell the securities, which may be in the form of mortgage pass−through certificates or mortgage−backed notes.  Each issue of
securities will have its own series designation and will evidence either:

            •              the ownership of trust fund assets, or

            •              debt obligations secured by trust fund assets.

The Trust Fund and Its Assets:

                The assets of a trust fund will primarily include any combination of various types of one−to−four−family residential first and junior lien mortgage loans, multifamily first and
junior mortgage loans, commercial first and junior mortgage loans, mixed−use residential and commercial first and junior mortgage loans, home equity lines of credit, cooperative
apartment loans, manufactured housing conditional sales contracts and installment loan agreements, home improvement installment sales contracts and installment loan agreements or
home equity revolving lines of credit, including partial balances of those lines of credit or beneficial interests in those lines of credit.

Credit Enhancement:

                The assets of the trust fund for a series of securities may also include a financial guaranty insurance policy, pool insurance policies, letters of credit, reserve funds or currency or
interest rate exchange agreements or any combination of credit support.  Credit enhancement may also be provided by means of subordination of one or more classes of securities,
cross−collateralization or by overcollateralization.

                Neither the Securities and Exchange Commission nor any state securities commission has approved these securities or determined that this prospectus is accurate or complete. 
Any representation to the contrary is a criminal offense.

                Offers of the securities may be made through one or more different methods, including through underwriters as described in “Methods of Distribution” in this prospectus and in
the related prospectus supplement.  WaMu Capital Corp., an affiliate of Long Beach Securities Corp. and Long Beach Mortgage Company, may from time to time act as agent or
underwriter in connection with the sale of the securities.  This prospectus and the accompany prospectus supplement may be used by WaMu Capital Corp. in connection with the offer and
sale of any securities in market−making transactions.  In these transactions, WaMu Capital Corp. may act as principal or agent and the sales will be made at prices related to prevailing
market prices at the time of sale or otherwise.

The date of this Prospectus is February 10, 2004.
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Important Notice About Information Presented in this
Prospectus and the Accompanying Prospectus Supplement

                We provide information to you about the offered securities in two separate documents that progressively provide more detail:

            •              this prospectus, which provides general information, some of which may not apply to your series of securities; and

            •              the accompanying prospectus supplement, which describes the specific terms of your series of securities.

                You should rely only on the information provided in this prospectus and the accompanying prospectus supplement, including the information incorporated by reference. We have
not authorized anyone to provide you with different information. We are not offering the securities in any state where the offer is not permitted. We do not claim the accuracy of the
information in this prospectus or the accompanying prospectus supplement as of any date other than the dates stated on their respective covers.

                We include cross−references in this prospectus and the accompanying prospectus supplement to captions in these materials where you can find further related discussions. The
following Table of Contents and the Table of Contents included in the accompanying prospectus supplement provide the pages on which these captions are located.

                You can find a listing of the pages where capitalized terms used in this prospectus are defined under the caption “Glossary” beginning on page 116.

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 180 of 303



TABLE OF CONTENTS

Risk Factors  1 Mortgage Loans 62

Description of the Trust Funds  6 Cooperative Loans  63
Description of the Mortgage Assets to be Included in a Trust Fund  7 Manufactured Housing Contracts  63
Description of the Pre−Funding Account for the Purchase of Additional Mortgage
Loans

15 Home Improvement Contracts  64

The Depositor 16 Foreclosure on Mortgages  65

Use of Proceeds 16 Foreclosure on Mortgaged Properties Located in the Commonwealth of Puerto Rico  67

Yield And Maturity Considerations 16 Foreclosure on Cooperative Shares  67

Maturity and Weighted Average Life  19 Repossession with Respect to Manufactured Housing Contracts  68
The Depositor’s Mortgage Loan Purchase Program 21 Rights of Redemption with Respect to Mortgage Loans  69

Underwriting Standards  21 Notice of Sale; Redemption Rights with Respect to Manufactured Housing Contracts  69
Qualifications of Originators and Mortgage Loan Sellers  23 Anti−Deficiency Legislation and Other Limitations on Lenders  69
Representations by or on Behalf of Mortgage Loan Sellers; Remedies for Breach of
Representation

24 For Cooperative Loans  70

Description of the Securities 25 Junior Mortgages  71

Assignment of Trust Fund Assets; Review of Files by Trustee  27 Home Equity Line of Credit Loans  71
Representations and Warranties; Repurchases  28 Consumer Protection Laws with Respect to Manufactured Housing Contracts and Home Improvement Contracts  71

Establishment of Collection Account; Deposits to Collection Account In Respect of Trust
Fund Assets

29 Enforceability of Provisions  72

Deposits to Distribution Account  33 Transfer of Manufactured Homes under Manufactured Housing Contracts  73
Distributions on the Securities  33 Prepayment Charges and Prepayments  73
Advances by Master Servicer in Respect of Delinquencies on the Trust Fund Assets  35 Leases and Rents  73
Form of Reports to Securityholders  36 Subordinate Financing  73
Collection and Other Servicing Procedures Employed by the Master Servicer  37 Applicability of Usury Laws  74
Description of Sub−Servicing  38 Alternative Mortgage Instruments  74
Procedures for Realization Upon Defaulted Mortgage Assets  39 Servicemembers Civil Relief Act  75
Retained Interest; Servicing or Administration Compensation and Payment of Expenses  41 Environmental Legislation  75
Annual Evidence as to the Compliance of the Master Servicer  42 Forfeitures in Drug and RICO Proceedings  76
Matters Regarding the Master Servicer and the Depositor  42 Negative Amortization Loans  76
Events of Default Under the Governing Agreement and Rights Upon Events Of Default  43 Installment Contracts  77
Amendment of the Governing Agreements  46 Material Federal Income Tax Consequences 77

Termination of the Trust Fund and Disposition of Trust Fund Assets  47 General  77
Optional Purchase by the Master Servicer of Defaulted Mortgage Loans  48 REMICs  78
Duties of the Trustee  48 Taxation of Owners of REMIC Regular Certificates  79
Description of the Trustee  49 Taxation of Owners of REMIC Residual Certificates  83
Description of Credit Support 49 Matters Relevant to Holders of All REMIC Certificates  89

Subordination  50 Withholding Regulations  93
Letter of Credit  51 Notes  93
Mortgage Pool Insurance Policy  52 Status As Real Property Loans  93
Special Hazard Insurance Policy  53 Taxation of Noteholders  93
Bankruptcy Bond  55 Grantor Trust Funds  94
Financial Guarantee Insurance  55 Partnership Trust Funds   102
Reserve Fund  55 FASIT Securities   106
Overcollateralization  56 State and Other Tax Consequences 106

Cross−Support Features  56 ERISA Considerations 106

Other Financial Obligations Related to the Securities 56 Plan Asset Regulation   107

Swaps and Yield Supplement Agreements  56 Underwriter’s and WCC Exemption   108
Purchase Obligations  57 Other Exemptions   111
Description of Primary Insurance Policies 57 Insurance Depositor General Accounts   111

Primary Mortgage Insurance Policies  57 Representations from Investing Plans   111
Primary Hazard Insurance Policies  57 Tax−Exempt Plan Investors   112
FHA Insurance  59 Consultation with Counsel   112
VA Guarantees  62 Legal Investment 112

Legal Aspects of Mortgage Assets 62 Methods of Distribution 114

Legal Matters 115

Financial Information 115

Rating 115

Available Information 115

Incorporation of Certain Information by Reference 116

Glossary 116

Risk Factors

                The offered securities are not suitable investments for all investors.  In particular, you should not purchase the offered securities unless you understand and are able to bear the
prepayment, credit, liquidity and market risks associated with the securities.

                You should carefully consider the following factors in connection with the purchase of the securities offered hereby as well as any additional risk factors that are set forth in the
prospectus supplement related to your security:

The Securities Will Have Limited Liquidity So Investors May Be Unable to Sell Their Securities or May Be Forced to Sell Them at a Discount From Their Initial Offering Price

                There can be no assurance that a resale market for the securities of any series will develop following the issuance and sale of any series of securities.  Even if a resale market does
develop, it may not provide securityholders with liquidity of investment or continue for the life of the securities of any series.  The prospectus supplement for any series of securities may
indicate that an underwriter specified in the prospectus supplement intends to establish a secondary market in the securities, however no underwriter will be obligated to do so.  As a result,
any resale prices that may be available for any offered security in any market that may develop may be at a discount from the initial offering price.  The securities offered hereby will not
be listed on any securities exchange.
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Credit Support May Be Limited; The Failure of Credit Support to Cover Losses on the Trust Fund Assets Will Result in Losses Allocated to The Related Securities

                Credit support is intended to reduce the effect of delinquent payments or losses on the underlying trust fund assets on those classes of securities that have the benefit of the credit
support.  With respect to each series of securities, credit support will be provided in one or more of the forms referred to in this prospectus and the related prospectus supplement. 
Regardless of the form of credit support provided, the amount of coverage will usually be limited in amount and in most cases will be subject to periodic reduction in accordance with a
schedule or formula.  Furthermore, credit support may provide only very limited coverage as to particular types of losses or risks, and may provide no coverage as to other types of losses
or risks.  If losses on the trust fund assets exceed the amount of coverage provided by any credit support or the losses are of a type not covered by any credit support, these losses will be
borne by the holders of the related securities or specific classes of the related securities.  See “Description of Credit Support.”

The Types of Mortgage Loans Included in the Trust Fund Related to Your Securities May Be Especially Prone To Defaults Which May Expose Your Securities To Greater Losses

                The securities will be directly or indirectly backed by mortgage loans, manufactured housing conditional sales contracts and installment loan agreements.  The types of mortgage
loans included in the trust fund may have a greater likelihood of delinquency and foreclosure, and a greater likelihood of loss in the event of delinquency and foreclosure.  You should be
aware that if the mortgaged properties fail to provide adequate security for the mortgage loans included in a trust fund, any resulting losses, to the extent not covered by credit support, will
be allocated to the related securities in the manner described in the related prospectus supplement and consequently would adversely affect the yield to maturity on those securities.  The
depositor cannot assure you that the values of the mortgaged properties have remained or will remain at the appraised values on the dates of origination of the related mortgage loans.  The
prospectus supplement for each series of securities will describe the mortgage loans which are to be included in the trust fund related to your security and risks associated with those
mortgage loans which you should carefully consider in connection with the purchase of your security.

Nonperfection of Security Interests in Manufactured Homes May Result in Losses on the related Manufactured Housing Contracts and the Securities Backed by the Manufactured Housing
Contracts

                Any conditional sales contracts and installment loan agreements with respect to manufactured homes included in a trust fund will be secured by a security interest in a
manufactured home.  Perfection of security interests in manufactured homes and enforcement of rights to realize upon the value of the manufactured homes as collateral for the
manufactured housing contracts are subject to a number of federal and state laws, including the Uniform Commercial Code as adopted in each state and each state’s certificate of title
statutes.  The steps necessary to perfect the security interest in a manufactured home will vary from state to state.  If the master servicer fails, due to clerical errors or otherwise, to take the
appropriate steps to perfect the security interest, the trustee may not have a first priority security interest in the manufactured home securing a manufactured housing contract. 
Additionally, courts in many states have held that manufactured homes may become subject to real estate title and recording laws.  As a result, a security interest in a manufactured home
could be rendered subordinate to the interests of other parties claiming an interest in the home under applicable state real estate law.  The failure to properly perfect a valid, first priority
security interest in a manufactured home securing a manufactured housing contract could lead to losses that, to the extent not covered by credit support, may adversely affect the yield to
maturity of the related securities.

1
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Foreclosure of Mortgage Loans May Result In Limitations or Delays In Recovery and Losses Allocated to the Related Securities

                Even assuming that the mortgaged properties provide adequate security for the mortgage loans, substantial delays can be encountered in connection with the liquidation of
defaulted mortgage loans and corresponding delays in the receipt of related proceeds by the securityholders could occur.  An action to foreclose on a mortgaged property securing a
mortgage loan is regulated by state statutes, rules and judicial decisions and is subject to many of the delays and expenses of other lawsuits if defenses or counterclaims are interposed,
sometimes requiring several years to complete.  In several states an action to obtain a deficiency judgment is not permitted following a nonjudicial sale of a mortgaged property.  In the
event of a default by a mortgagor, these restrictions may impede the ability of the master servicer to foreclose on or sell the mortgaged property or to obtain liquidation proceeds sufficient
to repay all amounts due on the related mortgage loan.  The master servicer will be entitled to deduct from liquidation proceeds all expenses incurred in attempting to recover amounts due
on the related liquidated mortgage loan and not yet repaid, including payments to prior lienholders, accrued servicing fees, ancillary fees, legal fees and costs of legal action, real estate
taxes, maintenance and preservation expenses, monthly advances and servicing advances.  If any mortgaged properties fail to provide adequate security for the mortgage loans in the trust
fund related to your security and insufficient funds are available from any applicable credit support, you could experience a loss on your investment.

                Liquidation expenses with respect to defaulted mortgage loans do not vary directly with the outstanding principal balance of the loan at the time of default.  Therefore, assuming
that a servicer takes the same steps in realizing upon a defaulted mortgage loan having a small remaining principal balance as it would in the case of a defaulted mortgage loan having a
larger principal balance, the amount realized after expenses of liquidation would be less as a percentage of the outstanding principal balance of the smaller principal balance mortgage loan
than would be the case with a larger principal balance loan.

Mortgaged Properties Are Subject to Environmental Risks and the Cost of Environmental Clean−Up May Increase Losses on the Related Mortgage Loans

                Under various federal, state and local environmental laws, ordinances and regulations, a current or previous owner of real property may be liable for the costs of removal or
remediation of hazardous or toxic substances on, under or in the property.  These laws often impose liability whether or not the owner or operator knew of, or was responsible for, the
presence of the hazardous or toxic substances.  A lender also risks liability on foreclosure of the mortgage on the property.  In addition, the presence of hazardous or toxic substances, or
the failure to properly remediate the property, may adversely affect the owner’s or operator’s ability to sell the property.  Although the incidence of environmental contamination of
residential properties is less common than that for commercial properties, mortgage loans contained in a trust fund may be secured by mortgaged properties in violation of environmental
laws, ordinances or regulations.  The master servicer is generally prohibited from foreclosing on a mortgaged property unless it has taken adequate steps to ensure environmental
compliance with respect to the mortgaged property.  However, to the extent the master servicer errs and forecloses on mortgaged property that is subject to environmental law violations,
and to the extent a mortgage loan seller does not provide adequate representations and warranties against environmental law violations, or is unable to honor its obligations, including the
obligation to repurchase a mortgage loan upon the breach of a representation or warranty, a trust fund could experience losses which, to the extent not covered by credit support, could
adversely affect the yield to maturity on the related securities.

2
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The Ratings of Your Securities May Be Lowered Or Withdrawn Which May Adversely Affect the Liquidity or Market Value of Your Security

                It is a condition to the issuance of the securities that each series of securities be rated in one of the four highest rating categories by a nationally recognized statistical rating
agency.  A security rating is not a recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at any time.  No person is obligated to maintain the rating on
any security, and accordingly, there can be no assurance to you that the ratings assigned to any security on the date on which the security is originally issued will not be lowered or
withdrawn by a rating agency at any time thereafter.  The rating(s) of any series of securities by any applicable rating agency may be lowered following the initial issuance of the securities
as a result of the downgrading of the obligations of any applicable credit support provider, or as a result of losses on the related mortgage loans in excess of the levels contemplated by the
rating agency at the time of its initial rating analysis.  Neither the depositor, the master servicer nor any of their respective affiliates will have any obligation to replace or supplement any
credit support, or to take any other action to maintain any rating(s) of any series of securities.  If any rating is revised or withdrawn, the liquidity or the market value of your security may
be adversely affected.

Failure of the Mortgage Loan Seller to Repurchase or Replace a Mortgage Loan May Result in Losses Allocated to the Related Securities

                Each mortgage loan seller will have made representations and warranties in respect of the mortgage loans sold by the mortgage loan seller and evidenced by a series of
securities.  In the event of a breach of a mortgage loan seller’s representation or warranty that materially adversely affects the interests of the securityholders in a mortgage loan, the related
mortgage loan seller will be obligated to cure the breach or repurchase or, if permitted, replace the mortgage loan as described under “The Depositor’s Mortgage Loan Purchase
Program—Representations by or on Behalf of Mortgage Loan Sellers; Remedies for Breach of Representation.”  However, there can be no assurance that a mortgage loan seller will honor
its obligation to cure, repurchase or, if permitted, replace any mortgage loan as to which a breach of a representation or warranty arises.  A mortgage loan seller’s failure or refusal to honor
its repurchase obligation could lead to losses that, to the extent not covered by credit support, may adversely affect the yield to maturity of the related securities.

                In instances where a mortgage loan seller is unable, or disputes its obligation, to repurchase affected mortgage loans, the master servicer may negotiate and enter into one or more
settlement agreements with the mortgage loan seller that could provide for the purchase of only a portion of the affected mortgage loans.  Any settlement could lead to losses on the
mortgage loans which would be borne by the related securities.  Neither the depositor nor the master servicer will be obligated to purchase a mortgage loan if a mortgage loan seller
defaults on its obligation to do so, and no assurance can be given that the mortgage loan sellers will carry out their repurchase obligations.  A default by a mortgage loan seller is not a
default by the depositor or by the master servicer.  Any mortgage loan not so repurchased or substituted for shall remain in the related trust fund and any related losses shall be allocated to
the related credit support, to the extent available, and otherwise to one or more classes of the related series of securities.

                All of the representations and warranties of a mortgage loan seller in respect of a mortgage loan will have been made as of the date on which the mortgage loan was purchased
from the mortgage loan seller by or on behalf of the depositor which will be a date prior to the date of initial issuance of the related series of securities.  A substantial period of time may
have elapsed between the date as of which the representations and warranties were made and the later date of initial issuance of the related series of securities.  Accordingly, the mortgage
loan seller’s repurchase obligation, or, if specified in the related prospectus supplement, limited replacement option, will not arise if, during the period after the date of sale by the mortgage
loan seller, an event occurs that would have given rise to a repurchase obligation had the event occurred prior to sale of the affected mortgage loan.  The occurrence of events during this
period that are not covered by a mortgage loan seller’s repurchase obligation could lead to losses that, to the extent not covered by credit support, may adversely affect the yield to maturity
of the related securities.
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The Yield to Maturity on Your Securities Will Depend on a Variety of Factors Including Prepayments

                The timing of principal payments on the securities of a series will be affected by a number of factors, including the following:

            •              the extent of prepayments on the underlying assets in the trust fund or;

•              how payments of principal are allocated among the classes of securities of that series as specified in the related prospectus supplement;

            •              if any party has an option to terminate the related trust fund early, the effect of the exercise of the option;

            •              the rate and timing of defaults and losses on the assets in the related trust fund;

            •              repurchases of assets in the related trust fund as a result of material breaches of representations and warranties made by the depositor, master servicer or mortgage loan
seller; and;

            •              with respect to a trust fund containing home equity revolving credit loans, additional draws on under the related credit line agreements.

                Prepayments on mortgage loans are influenced by a number of factors, including prevailing mortgage market interest rates, local and regional economic conditions and
homeowner mobility.  The rate of prepayment of the mortgage loans included in or underlying the assets in each trust fund may affect the yield to maturity of the securities.  In general, if
you purchase a class of offered securities at a price higher than its outstanding principal balance and principal distributions on your class occur faster than you anticipate at the time of
purchase, the yield will be lower than you anticipate.  Conversely, if you purchase a class of offered securities at a price lower than its outstanding principal balance and principal
distributions on that class occur more slowly than you anticipate at the time of purchase, the yield will be lower than you anticipate.

                To the extent amounts in any pre−funding account have not been used to purchase additional mortgage loans, holders of the related securities may receive an additional
prepayment.

                The yield to maturity on the types of classes of securities, including securities that are entitled to principal distributions only or interest distributions only, securities as to which
accrued interest or a portion thereof will not be distributed but rather added to the principal balance of the security, and securities with an interest rate which fluctuates inversely with an
index, may be relatively more sensitive to the rate of prepayment on the related mortgage loans than other classes of securities and, if applicable, to the occurrence of an early retirement of
the securities.  The prospectus supplement for a series will set forth the related classes of securities that may be more sensitive to prepayment rates.

                See “Yield and Maturity Considerations” in this prospectus.

The Exercise of an Optional Termination Right Will Affect the Yield to Maturity on the Related Securities

                The prospectus supplement for each series of securities will set forth the party or parties that may, at its option, purchase the assets of the related trust fund if the aggregate
principal balance of the mortgage loans and other trust fund assets in the trust fund for that series is less than the percentage specified in the related prospectus supplement of the aggregate
principal balance of the outstanding mortgage loans and other trust fund assets at the cut−off date for that series.  The percentage will be between 25% and 0%.  The exercise of the
termination right will effect the early retirement of the securities of that series.  The prospectus supplement for each series of securities will set forth the price to be paid by the terminating
party and the amounts that the holders of the securities will be entitled to receive upon early retirement.
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                In addition to the repurchase of the assets in the related trust fund as described in the paragraph above, the related prospectus supplement may permit that, a holder of a
non−offered class of securities will have the right, solely at its discretion, to terminate the related trust fund on any distribution date after the 12th distribution date following the date of
initial issuance of the related series of securities and until the date as the option to terminate as described in the paragraph above becomes exercisable and thereby effect early retirement of
the securities of the series.  Any call of this type will be of the entire trust fund at one time; multiple calls with respect to any series of securities will not be permitted.  In this case, the call
class must remit to the trustee for distribution to the holders of the related securities offered hereby a price equal to 100% of the principal balance of their securities offered hereby as of the
day of the purchase plus accrued interest thereon at the applicable interest rate during the related period on which interest accrues on their securities.  If funds equal to the call price are not
deposited with the related trustee, the securities will remain outstanding.  There will not be any additional remedies available to securityholders.  In addition, in the case of a trust fund for
which a REMIC election or elections have been made, the termination will constitute a “qualified liquidation” under Section 860F of the Internal Revenue Code.  In connection with a call
by the call class, the final payment to the securityholders will be made upon surrender of the related securities to the trustee.  Once the securities have been surrendered and paid in full,
there will not be any continuing liability from the securityholders or from the trust fund to securityholders.

                A trust fund may also be terminated and the certificates retired upon the master servicer’s determination, if applicable and based upon an opinion of counsel, that the REMIC
status of the trust fund has been lost or that a substantial risk exists that the REMIC status will be lost for the then current taxable year.

                The termination of a trust fund and the early retirement of securities by any party would decrease the average life of the securities and may adversely affect the yield to holders of
some or all classes of the related securities.

Violations of Consumer Protection Laws May Result in Losses on the Mortgage Loans and the Securities Backed By Those Mortgage Loans

                Federal and state laws, public policy and general principles of equity relating to the protection of consumers, unfair and deceptive practices and debt collection practices:

            •              regulate interest rates and other charges on mortgage loans;

            •              require specific disclosures to borrowers;

            •              require licensing of originators; and

            •              regulate generally the origination, servicing and collection process for the mortgage loans.

                Depending on the specific facts and circumstances involved, violations may limit the ability of a trust fund to collect all or a part of the principal of or interest on the mortgage
loans, may entitle the borrower to a refund of amounts previously paid and could result in liability for damages and administrative enforcement against the originator or an assignee of the
originator, like a trust fund, or the initial servicer or a subsequent servicer, as the case may be.  In particular, it is possible that mortgage loans included in a trust fund will be subject to the
Home Ownership and Equity Protection Act of 1994 (“HOEPA”).  HOEPA adds additional provisions to Regulation Z, the implementing regulation of the Federal Truth−In−Lending Act. 
These provisions impose additional disclosure and other requirements on creditors with respect to non−purchase money mortgage loans with interest rates or origination costs in excess of
prescribed levels.  The provisions of HOEPA apply on a mandatory basis to all mortgage loans originated on or after October 1, 1995.  These provisions can impose specific statutory
liabilities upon creditors who fail to comply with their provisions and may affect the enforceability of the related loans.  In addition, any assignee of the creditor, like a trust fund, would
generally be subject to all claims and defenses that the consumer could assert against the creditor, including the right to rescind the mortgage loan.  Recently, class action lawsuits under
HOEPA have been brought naming as a defendant securitization trusts like the trust funds described in this prospectus with respect to the mortgage loans.
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                The mortgage loan seller will represent that all applicable federal and state laws were complied with in connection with the origination of the mortgage loans.  If there is a
material and adverse breach of a representation, the depositor will be obligated to repurchase any affected mortgage loan or to substitute a new mortgage loan into the related trust fund.  If
the mortgage loan seller fails to repurchase or substitute, a trust fund could experience losses which, to the extent not covered by credit support, could adversely affect the yield to maturity
on the related securities.  See “Legal Aspects of Mortgage Assets.”

Modification of a Mortgage Loan by the Master Servicer May Reduce the Yield on the Related Securities

In instances in which a mortgage asset is in default, or if default is reasonably foreseeable, the master servicer, if it determines that modification of the mortgage asset could
reasonably be expected to result in collections and other recoveries with respect to such mortgage asset in excess of the liquidation proceeds that would be recovered upon foreclosure of,
or other realization upon, such mortgage asset, the master servicer may permit modifications of the mortgage asset rather than proceeding with foreclosure.  Modification may have the
effect of reducing the interest rate on the mortgage asset, forgiving the payment of principal or interest or extending the final maturity date of the mortgage asset.  Any modified mortgage
asset retained in the related trust fund may result in reduced collections from that mortgage asset and, to the extent not covered by the related credit support, reduced distributions on one or
more classes of the related securities.  Any mortgage asset modified to extend the final maturity of the mortgage asset may result in extending the final maturity of one or more classes of
the related securities.  See “Collection and Other Servicing Procedures Employed by the Master Servicer.”

                Several capitalized terms are used in this prospectus to assist you in understanding the terms of the securities.  All of the capitalized terms used in this prospectus are defined in
the glossary beginning on page 116 in this prospectus.

Description of the Trust Funds

                The trust fund for each series will be held by the trustee for the benefit of the related securityholders.  Each trust fund will consist of:

            •              a segregated pool of various types of first and junior lien mortgage loans, cooperative apartment loans, manufactured housing conditional sales contracts and installment
loan agreements, home improvement  installment sales contracts and installment loan agreements or home equity revolving lines of credit, including partial
balances of those lines of credit or beneficial interests in those lines of credit as are subject to the related agreement governing the trust fund;

            •              amounts on deposit in the distribution account, pre−funding account, if applicable, or any other account maintained for the benefit of the securityholders;

            •              property acquired on behalf of securityholders by foreclosure, deed in lieu of foreclosure or repossession and any revenues received on the property;

            •              the rights of the depositor under any hazard insurance policies, FHA insurance policies, VA guarantees and primary mortgage insurance policies to be included in the trust
fund, each as described under “Description of Primary Insurance Policies”;

            •              the rights of the depositor under the agreement or agreements under which it acquired the mortgage loans to be included in the trust fund;

            •              the rights of the trustee in any cash advance reserve fund or surety bond to be included in the trust fund, each as described under “—Advances by Master Servicer in
Respect of Delinquencies on the Trust Fund Assets”; and
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            •              any letter of credit, mortgage pool insurance policy, special hazard insurance policy, bankruptcy bond, financial guarantee insurance policy, reserve fund, currency or
interest rate exchange agreement or guarantee, each as described under “Description of Credit Support.”

                To the extent specified in the related prospectus supplement, a portion of the interest received on a mortgage loan may not be included in the trust for that series.  Instead, the
retained interest will be retained by or payable to the originator, servicer or seller (or a designee of one of the foregoing) of the loan, free and clear of the interest of securityholders under
the related agreement.

Description of the Mortgage Assets to be Included in a Trust Fund

                Each mortgage asset will be originated by a person other than the depositor.  Each mortgage asset will be selected by the depositor for inclusion in a trust fund from among those
purchased by the depositor, either directly or through its affiliates, from Long Beach Mortgage Company, the parent of the depositor, and its affiliates or from banks, savings and loan
associations, mortgage bankers, mortgage brokers, investment banking firms, the Federal Deposit Insurance Corporation and other mortgage loan originators or sellers not affiliated with
the depositor.  Each seller of mortgage assets will be referred to in this prospectus and the related prospectus supplement as a mortgage loan seller.  The mortgage assets acquired by the
depositor will have been originated in accordance with the underlying criteria described in this prospectus under “The Depositor’s Mortgage Loan Purchase Program—Underwriting
Standards” and in the prospectus supplement.  All mortgage assets to be included in a trust fund as of the closing date will have been purchased by the depositor on or before the date of
initial issuance of the related securities.

                The mortgage assets included in a trust fund will be evidenced by a promissory note or contract, referred to in this prospectus as a mortgage note, and may be secured by any of
the following:

            •              first or junior liens on one−to−four−family residential properties including detached and attached dwellings, townhouses, rowhouses, individual condominium units,
individual units in planned−unit developments and individual units in de minimis planned−unit developments.  Loans secured by this type of property are referred
to in this prospectus as single−family loans and may be conventional loans, FHA−insured loans or VA−guaranteed loans as specified in the related prospectus
supplement;

            •              first or junior liens secured by shares in a private cooperative housing corporation that give the owner of the shares the right to occupy a particular dwelling unit in the
cooperative;

            •              rental apartments or projects, including apartment buildings owned by cooperative housing corporations, containing five or more dwelling units.  The multifamily
properties may include high−rise, mid−rise or garden apartments.  Loans secured by this type of property may be conventional loans or FHA−insured loans as
specified in the related prospectus supplement;

            •              commercial properties including office buildings, retail buildings and a variety of other commercial properties as may be described in the related prospectus supplement;

            •              properties consisting of mixed residential and commercial structures;

            •              leasehold interests in residential properties, the title of which is held by third party lessors;

            •              manufactured homes that, in the case of mortgage loans, are permanently affixed to their site or, in the case of manufactured home conditional sales contracts and
installment loan agreements, may be relocated; or

            •              real property acquired upon foreclosure or comparable conversion of the mortgage loans included in a trust fund.
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                No more than 10% of the assets of a trust fund, by original principal balance of the pool, will be secured by commercial properties, by multifamily properties containing five or
more dwelling units, by properties consisting of mixed residential and commercial structures or by any combination of these property types.  Mortgage loans made with respect to
multifamily or commercial property may entail risks of delinquency and foreclosure, and risks of loss in the event of a delinquency and foreclosure, that are greater than similar risks
associated with single−family property.  The ability of a mortgagor to repay a loan secured by an income−producing property typically is dependent primarily upon the successful
operation of such property rather than any independent income or assets of the mortgagor.  Thus, the value of an income−producing property is directly related to the net operating income
derived from such property.  In contrast, the ability of a mortgagor to repay a single−family loan typically is dependent primarily upon the mortgagor’s household income, rather than the
capacity of the related property to produce income.  Thus, other than in geographical areas where employment is dependent upon a particular employer or an industry, the mortgagor’s
income tends not to reflect directly the value of a single−family property.  A decline in the net operating income of an income−producing property will likely affect both the performance
of the related loan as well as the liquidation value of such property, whereas a decline in the income of a mortgagor on a single−family property will likely affect the performance of the
related loan but may not affect the liquidation value of such property.

                The performance of a mortgage loan secured by an income−producing property leased by the mortgagor to tenants, as well as the liquidation value of such property, may be
dependent upon the business operated by such tenants in connection with such property, the creditworthiness of such tenants or both.  The risks associated with such loans may be offset by
the number of tenants or, if applicable, a diversity of types of business operated by such tenants.  Commercial mortgage loans included in a trust fund may be secured by liens on
owner−occupied mortgaged properties or on mortgaged properties leased to a single tenant.  Accordingly, a decline in the financial condition of the borrower or single tenant, as applicable,
may have a disproportionately greater effect on the net operating income from such mortgaged properties than would be the case with respect to mortgaged properties with multiple
tenants.  Furthermore, the value of any commercial or multifamily mortgaged property may be adversely affected by risks generally incident to interests in real property, including:

            •              changes in general or local economic conditions and/or specific industry segments;

            •              declines in real estate values;

            •              declines in rental or occupancy rates;

            •              increases in interest rates, real estate tax rates and other operating expenses;

            •              changes in governmental rules, regulations and fiscal policies, including environmental legislation;

            •              acts of God; and

            •              other factors beyond the control of the master servicer.

                Commercial and multifamily mortgage loans that are included in any trust fund may be nonrecourse loans or loans for which recourse may be restricted or unenforceable, as to
which, in the event of mortgagor default, recourse may be had only against the specific multifamily or commercial property and such other assets, if any, as have been pledged to secure the
mortgage loan.  With respect to those mortgage loans that provide for recourse against the mortgagor and its assets generally, there can be no assurance that such recourse will ensure a
recovery in respect of a defaulted mortgage loan greater than the liquidation value of the related mortgaged property.

                The term of any leasehold interest that secures a mortgage loan will exceed the term of the related mortgage note by at least five years.
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                The manufactured homes securing the mortgage loans or manufactured housing contracts will consist of manufactured homes within the meaning of 42 United States Code,
Section 5402(6), which defines a manufactured home as “a structure, transportable in one or more sections, which in the traveling mode, is eight body feet or more in width or forty body
feet or more in length, or, when erected on site, is three hundred twenty or more square feet, and which is built on a permanent chassis and designed to be used as a dwelling with or
without a permanent foundation when connected to the required utilities, and includes the plumbing, heating, air conditioning, and electrical systems contained therein; except that such
term shall include any structure which meets all the requirements of this paragraph except the size requirements and with respect to which the manufacturer voluntarily files a certification
required by the Secretary of Housing and Urban Development and complies with the standards established under this chapter.”

                The home improvement contracts will be secured primarily by mortgages on single family properties that are generally subordinate to other mortgages on the same mortgaged
property or by purchase money security interests in the home improvements financed thereby.

                The mortgaged properties may be located in any one of the fifty states, the District of Columbia, Guam, Puerto Rico or any other territory of the United States.  The mortgaged
properties may include vacation, second and non−owner occupied homes.

                The mortgage assets to be included in a trust fund will be any one of the following types of mortgage assets:

            •              Fully amortizing mortgage assets with a fixed rate of interest and level monthly payments to maturity;

            •              Fully amortizing mortgage assets with an interest rate that adjusts periodically, with corresponding adjustments in the amount of monthly payments, to equal the sum,
which may be rounded, of a fixed percentage amount and an index;

            •              ARM Loans that provide for an election, at the borrower’s option, to convert the adjustable interest rate to a fixed interest rate, which will be described in the related
prospectus supplement;

            •              ARM Loans that provide for negative amortization or accelerated amortization resulting from delays in or limitations on the payment adjustments necessary to amortize
fully the outstanding principal balance of the loan at its then applicable interest rate over its remaining term;

            •              Fully amortizing mortgage assets with a fixed interest rate and level monthly payments, or payments of interest only, during the early years of the term, followed by
periodically increasing monthly payments of principal and interest for the duration of the term or for a specified number of years, which will be described in the
related prospectus supplement;

            •              Fixed interest rate mortgage assets providing for level payment of principal and interest on the basis of an assumed amortization schedule and a balloon payment at the
end of a specified term;

            •              Mortgage assets that provide for a line of credit under which amounts may be advanced to the borrower from time to time including home equity revolving credit loans;

            •              Fixed interest rate mortgage assets that provide that the interest may increase upon default, which increased rate may be subject to adjustment and may or may not convert
back to the original fixed interest rate upon cure of the default;

            •              Fixed interest rate mortgage assets that provide for reductions in the interest rate, and corresponding monthly payment due thereon during the first 36 months of the term
thereof; and
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            •              Another type of mortgage loan described in the related prospectus supplement.

                Each single−family loan having a loan−to−value ratio at origination in excess of 80% may be required to be covered by a primary mortgage guaranty insurance policy insuring
against default on the mortgage loan as to at least the principal amount thereof exceeding 75% of the value of the mortgaged property at origination of the mortgage loan.  This type of
insurance will remain in force at least until the mortgage loan amortizes to a level that would produce a loan−to−value ratio lower than 80%.  See “Description of Primary Insurance
Policies—Primary Mortgage Insurance Policies.”

                A mortgaged property may have been subject to secondary financing at origination of the mortgage loan, but, unless otherwise specified in the related prospectus supplement, the
total amount of primary and secondary financing at the time of origination of the mortgage loan did not, to the mortgage loan seller’s knowledge, produce a combined loan−to−value ratio
in excess of 150%.  The trust fund may contain mortgage loans secured by junior liens, and the related senior lien may not be included in the trust fund.  The primary risk to holders of
mortgage loans secured by junior liens is the possibility that adequate funds will not be received in connection with a foreclosure of the related senior liens to satisfy fully both the senior
liens and the junior mortgage loan.  In addition, some or all of the single family loans secured by junior liens may be High LTV Loans.  See “Legal Aspects of Mortgage
Assets—Foreclosure on Mortgages.”

                The loan−to−value ratio of a mortgage loan at any given time is the ratio, expressed as a percentage, of the then outstanding principal balance of the mortgage loan, or, in the case
of a home equity line of credit loan, the maximum principal amount which may be advanced over the term of the loan, plus, in the case of a mortgage loan secured by a junior lien, the
outstanding principal balance of the related senior liens, to the value of the related mortgaged property.  The value of a single−family property or cooperative unit, is the lesser of (a) the
appraised value determined in an appraisal obtained by the originator at origination of the loan and (b) if the mortgaged property is being purchased in conjunction with the origination of
the mortgage loan the sales price for the property.  For purposes of calculating the loan−to−value ratio of a manufactured housing contract relating to a new manufactured home, the value
is no greater than the sum of a fixed percentage of the list price of the unit actually billed by the manufacturer to the dealer, exclusive of freight to the dealer site, including accessories
identified in the invoice, plus the actual cost of any accessories purchased from the dealer, a delivery and set−up allowance, depending on the size of the unit, and the cost of state and local
taxes, filing fees and up to three years prepaid hazard insurance premiums.  With respect to a used manufactured home, the value is generally the least of the sale price, the appraised value,
and the National Automobile Dealer’s Association book value plus prepaid taxes and hazard insurance premiums.  The appraised value of a manufactured home is based upon the age and
condition of the manufactured housing unit and the quality and condition of the mobile home park in which it is situated, if applicable.  Manufactured homes are less likely than other types
of housing to experience appreciation in value and are more likely to experience depreciation in value.

                The underwriting standards of the mortgage loan originator or mortgage loan seller may require an internal review of the appraisal (a “review appraisal”) used to determine the
loan−to−value of a mortgage loan which may be performed by underwriters rather than a licensed appraiser.  Where the review appraisal results in a valuation of the mortgaged property
that is less than a specified percentage of the original appraisal, the loan−to−value ratio of the related mortgage loan will be based on the review appraisal.  The prospectus supplement of
each series will describe the percentage variance used by the related mortgage loan originator or mortgage loan seller in determining whether the review appraisal will apply.

                A mortgage loan secured by a condominium unit will not be included in a mortgage pool unless, at the time of sale of the mortgage loan by the mortgage loan seller,
representations and warranties as to the condominium project are made by the mortgage loan seller or an affiliate of the mortgage loan seller or by another person acceptable to the
depositor having knowledge regarding the subject matter of those representations and warranties.  The mortgage loan seller, or another party on its behalf, will have made the following
representations and warranties:
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            •              If a condominium project is subject to developer control or to incomplete phasing or add−ons, at least 50% of the units have been sold to bona fide purchasers to be
occupied as primary residences or vacation or second homes.

            •              If a condominium project has been controlled by the unit owners, other than the developer, and is not subject to incomplete phasing or add−ons, at least 50% of the units
been are occupied as primary residences or vacation or second homes.

                See “The Depositor’s Mortgage Loan Purchase Program—Representations by or on behalf of Mortgage Loan Sellers; Remedies for Breach of Representation” in this prospectus
for a description of other representations made by or on behalf of mortgage loan sellers at the time mortgage loans are sold.

                The trust fund may include mortgage loans subject to temporary buydown plans which provide that the monthly payments made by the borrower in the early years of the
mortgage loan will be less than the scheduled monthly payments on the mortgage loan, the resulting difference to be made up from (a) an amount contributed by the borrower, the seller of
the mortgaged property, or another source and placed in a custodial account and (b) unless otherwise specified in the prospectus supplement, investment earnings on the buydown funds. 
The borrower under a buydown mortgage loan is usually qualified at the lower monthly payment taking into account the funds on deposit in the custodial account.  Accordingly, the
repayment of a buydown mortgage loan is dependent on the ability of the borrower to make larger level monthly payments after the funds in the custodial account have been depleted.  See
“The Depositor’s Mortgage Loan Purchase Program—Underwriting Standards” for a discussion of loss and delinquency considerations relating to buydown mortgage loans.

                The trust fund may include mortgage loans with respect to which a portion of the loan proceeds are held back from the mortgagor until required repairs or improvements on the
mortgaged property are completed, in accordance with the mortgage loan seller’s underwriting standards.

                The trust fund may include mortgage loans that are delinquent as of the date the related series of securities is issued.  In that case, the related prospectus supplement will set forth,
as to each mortgage loan, available information as to the period of delinquency and any other information relevant for a prospective purchaser to make an investment decision.  No
mortgage loan in a trust fund will be 90 or more days delinquent and no trust fund will include a concentration of mortgage loans which are more than 30 and less than 90 days delinquent
of greater than 20%.

                If so specified in the related prospectus supplement, a mortgage loan may contain a prohibition on prepayment or a Lockout Period or require payment of a prepayment charge. 
A multifamily, commercial or mixed−use loan may also contain a provision that entitles the lender to a share of profits realized from the operation or disposition of the related mortgaged
property.  If the holders of any class or classes of offered securities of a series will be entitled to all or a portion of this type of equity participation, the related prospectus supplement will
describe the equity participation and the method or methods by which distributions in respect thereof will be made to such holders.

                Home Equity Revolving Credit Loans

                GENERAL.  The home equity revolving credit loans will be originated under credit line agreements subject to a maximum amount or credit limit.  In most instances, interest on
each home equity revolving credit loan will be calculated based on the average daily balance outstanding during the billing cycle.  The billing cycle in most cases will be the calendar
month preceding a due date.  Each home equity revolving credit loan will have a loan rate that is subject to adjustment on the day specified in the related mortgage note, which may be
daily or monthly, equal to the sum of the index on the day specified in the accompanying prospectus supplement, and the gross margin specified in the related mortgage note, which may
vary under circumstances if stated in the accompanying prospectus supplement, subject to the maximum rate specified in the mortgage note and the maximum rate permitted by applicable
law.  If specified in the prospectus supplement, some home equity revolving credit loans may be teaser loans with an introductory rate that is lower than the rate that would be in effect if
the applicable index and gross margin were used to determine the loan rate.  As a result of the introductory rate, interest collections on the loans may initially be lower than expected. 
Commencing on their first adjustment date, the loan rates on the teaser loans will be based on the applicable index and gross margin.
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                The borrower for each home equity revolving credit loan may draw money, in most cases with either checks or credit cards, subject to applicable law, on such home equity
revolving credit loan at any time during the period in which a draw may be made under the related credit line agreement, which period we refer to in this prospectus as the draw period. 
Unless specified in the accompanying prospectus supplement, the draw period will not be more than 15 years.  Unless specified in the accompanying prospectus supplement, for each home
equity revolving credit loan, if the draw period is less than the full term of the home equity revolving credit loan, the related borrower will not be permitted to make any draw during the
repayment period.  Prior to the repayment period, or prior to the date of maturity for loans without repayment periods, the borrower for each home equity revolving credit loan will be
obligated to make monthly payments on the home equity revolving credit loan in a minimum amount as specified in the related mortgage note, which usually will be the finance charge for
each billing cycle as described in the second following paragraph.  In addition, if a home equity revolving credit loan has a repayment period, during this period, the borrower is required to
make monthly payments consisting of principal installments that would substantially amortize the principal balance by the maturity date, and to pay any current finance charges and
additional charges.

                The borrower for each home equity revolving credit loan will be obligated to pay off the remaining account balance on the related maturity date, which may be a substantial
principal amount.  The maximum amount of any draw for any home equity revolving credit loan is equal to the excess, if any, of the credit limit over the principal balance outstanding
under the mortgage note at the time of the draw.  Draws will be funded by the master servicer or servicer or other entity specified in the accompanying prospectus supplement.

                Unless specified in the accompanying prospectus supplement, for each home equity revolving credit loan:

            •              the finance charge for any billing cycle, in most cases, will be an amount equal to the aggregate of, as calculated for each day in the billing cycle, the then−applicable loan
rate divided by 365 multiplied by that day’s principal balance,

            •              the account balance on any day in most cases will be the aggregate of the unpaid principal of the home equity revolving credit loan outstanding at the beginning of the
day, plus all related draws funded on that day and outstanding at the beginning of that day, plus the sum of any unpaid finance charges and any unpaid fees,
insurance premiums and other charges, collectively known as additional charges, that are due on the home equity revolving credit loan minus the aggregate of all
payments and credits that are applied to the repayment of any draws on that day, and

            •              the principal balance on any day usually will be the related account balance minus the sum of any unpaid finance charges and additional charges that are due on the home
equity revolving credit loan.

                Payments made by or on behalf of the borrower for each home equity revolving credit loan, in most cases, will be applied, first, to any unpaid finance charges that are due on the
home equity revolving credit loan, second, to any unpaid additional charges that are due thereon, and third, to any related draws outstanding.

                The mortgaged property securing each home equity revolving credit loan will be subject to the lien created by the related loan in the amount of the outstanding principal balance
of each related draw or portion thereof, if any, that is not included in the related pool, whether made on or prior to the related cut−off date or thereafter.  The lien will be the same rank as
the lien created by the mortgage relating to the home equity revolving credit loan, and monthly payments, collections and other recoveries under the credit line agreement related to the
home equity revolving credit loan will be allocated as described in the related prospectus supplement among the home equity revolving credit loan and the outstanding principal balance of
each draw or portion of draw excluded from the pool.  The depositor, an affiliate of the depositor or an unaffiliated seller may have an interest in any draw or portion thereof excluded from
the pool.  If any entity with an interest in a draw or portion thereof excluded from the pool or any other excluded balance were to become a debtor under the Bankruptcy Code and
regardless of whether the transfer of the related home equity revolving credit loan constitutes an absolute assignment, a bankruptcy trustee or creditor of such entity or such entity as a
debtor−in−possession could assert that such entity retains rights in the related home equity revolving credit loan and therefore compel the sale of such home equity revolving credit loan
over the objection of the trust fund and the securityholders.  If that occurs, delays and reductions in payments to the trust fund and the securityholders could result.
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                In most cases, each home equity revolving credit loan may be prepaid in full or in part at any time and without penalty, and the related borrower will have the right during the
related draw period to make a draw in the amount of any prepayment made for the home equity revolving credit loan.

                The mortgage note or mortgage related to each home equity revolving credit loan will usually contain a customary “due−on−sale” clause.

                As to each home equity revolving credit loan, the borrower’s rights to receive draws during the draw period may be suspended, or the credit limit may be reduced, for cause
under a limited number of circumstances, including, but not limited to:

            •              a materially adverse change in the borrower’s financial circumstances;

            •              a decline in the value of the mortgaged property significantly below its appraised value at origination; or

            •              a payment default by the borrower.

                However, as to each home equity revolving credit loan, a suspension or reduction usually will not affect the payment terms for previously drawn balances.  The master servicer or
the servicer, as applicable, will have no obligation to investigate as to whether any of those circumstances have occurred or may have no knowledge of their occurrence.  Therefore, there
can be no assurance that any borrower’s ability to receive draws will be suspended or reduced if the foregoing circumstances occur.  In the event of default under a home equity revolving
credit loan, at the discretion of the master servicer or servicer, the home equity revolving credit loan may be terminated and declared immediately due and payable in full.  For this purpose,
a default includes but is not limited to:

            •              the borrower’s failure to make any payment as required;

            •              any action or inaction by the borrower that materially and adversely affects the mortgaged property or the rights in the mortgaged property; or

            •              any fraud or material misrepresentation by a borrower in connection with the loan.

                The master servicer or servicer will have the option to allow an increase in the credit limit applicable to any home equity revolving credit loan in certain limited circumstances. 
In most cases, the master servicer or servicer will have an unlimited ability to allow increases provided that the specified conditions are met including:

            •              a new appraisal or other indication of value is obtained; and

            •              the new combined LTV ratio is less than or equal to the original combined LTV ratio.

                If a new appraisal is not obtained and the other conditions in the preceding sentence are met, the master servicer or servicer will have the option to allow a credit limit increase
for any home equity revolving credit loan subject to the limitations described in the related agreement.

                The proceeds of the home equity revolving credit loans may be used by the borrower to improve the related mortgaged properties, may be retained by the related borrowers or
may be used for purposes unrelated to the mortgaged properties.
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                ALLOCATION OF HOME EQUITY REVOLVING CREDIT LOAN BALANCES.  For any series of securities backed by home equity revolving credit loans, the related trust
fund may include either (i) the entire principal balance of each home equity revolving credit loan outstanding at any time, including balances attributable to draws made after the related
cut−off date, or (ii) a specified portion of the total principal balance of each home equity revolving credit loan outstanding at any time, which will consist of all or a portion of the principal
balance thereof as of the cut−off date minus the portion of all payments and losses thereafter that are allocated to such balance, and may not include some portion of the principal balance
attributable to draws made after the cut−off date.  In this prospectus, we refer to the principal balance or portion of the principal balance of each home equity revolving credit loan
outstanding at any time and included in the trust fund as the trust balance.

                The accompanying prospectus supplement will describe the specific provisions by which payments and losses on any home equity revolving credit loan will be allocated as
between the trust balance and any portion of the principal balance of a home equity revolving credit loan, if any, not included in the trust balance at any time, which may include balances
attributable to draws after the cut−off date and may include a portion of the principal balance outstanding as of the cut−off date.  In this prospectus, we refer to the portion of the principal
balance of each home equity revolving credit loan outstanding at any time and not included in the trust fund as the excluded balance.  Typically, the provisions (i) may provide that
principal payments made by the borrower will be allocated as between the trust balance and any excluded balance either on a pro rata basis, or first to the trust balance until reduced to
zero, then to the excluded balance, or according to other priorities specified in the accompanying prospectus supplement, and (ii) may provide that interest payments, as well as liquidation
proceeds or similar proceeds following a default and any realized losses, will be allocated between the trust balance and any excluded balance on a pro rata basis or according to other
priorities specified in the accompanying prospectus supplement.

                Even if a trust fund initially includes the entire principal balance of the home equity revolving credit loans, the related agreement may provide that after a specified date or on the
occurrence of specified events, the trust fund may not include balances attributable to additional draws made thereafter.  The accompanying prospectus supplement will describe these
provisions as well as the related allocation provisions that would be applicable.

                MORTGAGE LOAN INFORMATION IN PROSPECTUS SUPPLEMENT.  Each prospectus supplement will contain specific information with respect to the mortgage assets
contained in the related trust fund, as of the cut−off date specified in the prospectus supplement, which will usually be close of business on the first day of the month of formation of the
related trust fund, to the extent specifically known to the depositor as of the date of the prospectus supplement, including, in summary form, the following:

            •              the aggregate outstanding principal balance, the largest, smallest and average outstanding principal balance of the mortgage assets,

            •              the type of property securing the mortgage assets and the percentage of mortgage assets in the related mortgage pool which are secured by that type of property,

            •              the range of original terms to maturity of the mortgage assets,

            •              the earliest origination date and latest maturity date,

            •              the aggregate principal balance of mortgage loans having loan−to−value ratios at origination exceeding 80%, or, with respect to mortgage loans secured by a junior lien,
the aggregate principal balance of mortgage loans having combined loan−to−value ratios exceeding 80%,

            •              the interest rates or range of interest rates borne by the mortgage loans,

            •              the geographical distribution of the mortgaged properties on a state−by−state basis,

            •              the number and aggregate principal balance of buydown mortgage loans, if any,
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            •              a description of the retained interest, if any,

            •              with respect to ARM Loans, the index, the adjustment dates, the highest, lowest and weighted average gross margin, and the maximum interest rate variation at the time of
any adjustment and over the life of the ARM Loan,

            •              the range of debt service coverage ratios for mortgage loans secured by multifamily properties or commercial properties, and

            •              whether the mortgage loans provide for payments of interest only for any period and the frequency and amount by which, and the term during which, monthly payments
adjust.

                If specific information respecting the trust fund assets is not known to the depositor at the time securities are initially offered, more general information of the nature described in
the bullet points above will be provided in the prospectus supplement, and specific information as to the trust fund assets to be included in the trust fund on the date of issuance of the
securities will be set forth in a report which will be available to purchasers of the related securities at or before the initial issuance of the securities and will be filed, together with the
related pooling and servicing agreement, with respect to each series of certificates, or the related servicing agreement, trust agreement and indenture, with respect to each series of notes, as
part of a report on Form 8−K with the Securities and Exchange Commission within fifteen days after the initial issuance.  The composition and characteristics of a mortgage pool
containing revolving credit loans may change from time to time as a result of any draws made after the related cut−off date under the related credit line agreements.  If mortgage assets are
added to or deleted from the trust fund after the date of the related prospectus supplement other than as a result of any draws under credit line agreements relating to revolving credit loans,
the addition or deletion will be noted on the report on Form 8−K.  In no event, however, will more than 5%, by principal balance at the cut−off date, of the mortgage assets deviate from
the characteristics of the mortgage assets set forth in the related prospectus supplement other than as a result of any draws under credit line agreements relating to revolving credit loans.  In
addition, a report on Form 8−K will be filed within 15 days after the end of any pre−funding period containing information respecting the trust fund assets transferred to a trust fund after
the date of issuance of the related securities as described in the following paragraph.

Description of the Pre−Funding Account for the Purchase of Additional Mortgage Loans

                The agreement governing the trust fund may provide for the transfer by the mortgage loan seller of additional mortgage assets to the related trust fund after the date of initial
issuance of the securities.  In that case, the trust fund will include a pre−funding account, into which all or a portion of the proceeds of the sale of one or more classes of securities of the
related series will be deposited to be released as additional mortgage assets are transferred.  Additional mortgage assets will be required to conform to the requirements set forth in the
related agreement or other agreement providing for the transfer, and will be underwritten to the same standards as the mortgage assets initially included in the trust fund.  A pre−funding
account will be required to be maintained as an eligible account under the related agreement and the amount held in the pre−funding account shall at no time exceed 50% of the aggregate
outstanding principal balance of the securities.  The related agreement providing for the transfer of additional mortgage assets will provide that all transfers must be made within 3 months,
if a REMIC election has been made with respect to the trust, or within 6 months after the date on which the related securities were issued, and that amounts set aside to fund the transfers,
whether in a pre−funding account or otherwise, and not so applied within the required period of time will be deemed to be principal prepayments and applied in the manner set forth in the
related prospectus supplement.

                The depositor will be required to provide data regarding the additional mortgage assets to the rating agencies and the security insurer, if any, sufficiently in advance of the
scheduled transfer to permit review by the rating agencies and the security insurer.  Transfer of the additional mortgage assets will be further conditioned upon confirmation by the rating
agencies that the addition of mortgage assets to the trust fund will not result in the downgrading of the securities or, in the case of a series guaranteed or supported by a security insurer,
will not adversely affect the capital requirements of the security insurer.  Finally, a legal opinion to the effect that the conditions to the transfer of the additional mortgage assets have been
satisfied will be required.

15

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 196 of 303



The Depositor

                Long Beach Securities Corp., the depositor, is a Delaware corporation incorporated on July 13, 2000 as a wholly−owned subsidiary of Long Beach Mortgage Company.  The
depositor was organized for the purpose of serving as a private secondary mortgage market conduit.  The depositor maintains its principal office at 1100 Town & Country Road, Orange,
California 92868.  Its telephone number is (714) 541−5378.

                The depositor does not have, nor is it expected in the future to have, any significant assets.  The prospectus supplement for each series of securities will disclose if the depositor is
a party to any legal proceedings that could have a material impact on the related trust fund and the interests of the potential investors.

Use of Proceeds

                The net proceeds to be received from the sale of the securities will be applied by the depositor to the purchase of trust fund assets or will be used by the depositor for general
corporate purposes.  The depositor expects that it will make additional sales of securities similar to the securities from time to time, but the timing and amount of offerings of securities will
depend on a number of factors, including the volume of mortgage assets acquired by the depositor, prevailing interest rates, availability of funds and general market conditions.

Yield And Maturity Considerations

                The yield on any offered security will depend on the following:

            •              the price paid by the securityholder,

            •              the rate at which interest accrued on the security,

            •              the receipt and timing of receipt of distributions on the security,

            •              the weighted average life of the mortgage assets in the related trust fund,

            •              liquidations of mortgage assets following mortgagor defaults,

            •              purchases of mortgage assets in the event of optional termination of the trust fund or breaches of representations made in respect of such mortgage assets by the depositor,
the master servicer and others, and

            •              in the case of securities evidencing interests in ARM Loans, by changes in the interest rates or the conversions of ARM Loans to a fixed interest rate.

                SECURITY INTEREST RATE.  Securities of any class within a series may have fixed, variable or adjustable security interest rates, which may or may not be based upon the
interest rates borne by the mortgage assets in the related trust fund.  The prospectus supplement with respect to any series of securities will specify the security interest rate for each class of
securities or, in the case of a variable or adjustable security interest rate, the method of determining the security interest rate.  Holders of Stripped Interest Securities or a class of securities
having a security interest rate that varies based on the weighted average interest rate of the underlying mortgage assets will be affected by disproportionate prepayments and repurchases of
mortgage assets having higher interest rates than the average interest rate.

                TIMING OF PAYMENT OF INTEREST AND PRINCIPAL.  The effective yield to securityholders entitled to payments of interest will be slightly lower than the yield
otherwise produced by the applicable security interest rate because, while interest on the mortgage assets may accrue from the first day of each month, the distributions of such interest will
not be made until the distribution date which may be as late as the 28th day of the month following the month in which interest accrues on the mortgage assets.  On each distribution date, a
payment of interest on the securities, or addition to the principal balance of a class of Accrual Securities, will include interest accrued during the interest accrual period described in the
related prospectus supplement for that remittance date.  If the interest accrual period ends on a date other than a remittance date for the related series, the yield realized by the holders of the
securities may be lower than the yield that would result if the interest accrual period ended on the remittance date.  In addition, if so specified in the related prospectus supplement, interest
accrued for an interest accrual period for one or more classes of securities may be calculated on the assumption that distributions of principal, and additions to the principal balance of
Accrual Securities, and allocations of losses on the mortgage assets may be made on the first day of the interest accrual period for a remittance date and not on the remittance date.  This
method would produce a lower effective yield than if interest were calculated on the basis of the actual principal amount outstanding during an interest accrual period.
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                When a principal prepayment in full is made on a mortgage loan, the borrower is charged interest only for the period from the due date of the preceding monthly payment up to
the date of the prepayment, instead of for a full month.  When a partial prepayment is made on a mortgage loan other than a home equity revolving credit loan, the mortgagor is not charged
interest on the amount of the prepayment for the month in which the prepayment is made.  Accordingly, the effect of principal prepayments in full during any month will be to reduce the
aggregate amount of interest collected that is available for distribution to securityholders.  The mortgage loans in a trust fund may contain provisions limiting prepayments or requiring the
payment of a prepayment charge upon prepayment in full or in part.  If so specified in the related prospectus supplement, a prepayment charge collected may be applied to offset the
above−described shortfalls in interest collections on the related distribution date.  Otherwise, prepayment charges collected may be available for distribution only to a specific class of
securities or may not be a part of the related trust at all, and, therefore not available for distribution to any class of securities.  Full and partial principal prepayments collected during the
prepayment period set forth in a prospectus supplement will be available for distribution to securityholders on the related distribution date.  Neither the trustee nor the depositor will be
obligated to fund shortfalls in interest collections resulting from prepayments.  The prospectus supplement for a series of securities may specify that the master servicer will be obligated to
pay from its own funds, without reimbursement, those interest shortfalls attributable to full and partial prepayments by mortgagors but only up to an amount equal to its servicing fee for
the related Due Period.  See “Description of the Securities.”

                In addition, if so specified in the related prospectus supplement, a holder of a non−offered class of securities will have the right, solely at its discretion, to terminate the related
trust fund on any distribution date after the 12th distribution date following the date of initial issuance of the related series of securities and until the date as the Clean−up Call becomes
exercisable and thereby effect early retirement of the securities of the series.  Any call of this type will be of the entire trust fund at one time; multiple calls with respect to any series of
securities will not be permitted.  Early termination would result in the concurrent retirement of all outstanding securities of the related series and would decrease the average lives of the
terminated securities, perhaps significantly.  The earlier after the date of the initial issuance of the securities that the termination occurs, the greater would be the effect.

                The outstanding principal balances of home equity revolving credit loans are, in most cases, much smaller than traditional first lien mortgage loan balances, and the original
terms to maturity of those loans are often shorter than those of traditional first lien mortgage loans.  As a result, changes in interest rates will not affect the monthly payments on those
loans or contracts to the same degree that changes in mortgage interest rates will affect the monthly payments on traditional first lien mortgage loans.  Consequently, the effect of changes
in prevailing interest rates on the prepayment rates on shorter−term, smaller balance loans and contracts may not be similar to the effects of those changes on traditional first lien mortgage
loan prepayment rates, or those effects may be similar to the effects of those changes on mortgage loan prepayment rates, but to a smaller degree.

                For some loans, including home equity revolving credit loans and ARM loans, the loan rate at origination may be below the rate that would result if the index and margin relating
thereto were applied at origination.  Under the applicable underwriting standards, the borrower under each of the loans, other than a home equity revolving credit loan, usually will be
qualified on the basis of the loan rate in effect at origination, and borrowers under home equity revolving credit loans are usually qualified based on an assumed payment which reflects a
rate significantly lower than the maximum rate.  The repayment of any such loan may thus be dependent on the ability of the borrower to make larger monthly payments following the
adjustment of the loan rate.  In addition, depending upon the use of the revolving credit line and the payment patterns, during the repayment period, a borrower may be obligated to make
payments that are higher than the borrower originally qualified for.  Some of the home equity revolving credit loans are not expected to significantly amortize prior to maturity.  As a
result, a borrower will, in these cases, be required to pay a substantial principal amount at the maturity of a home equity revolving credit loan.
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                The prospectus supplement for each series of securities may set forth additional information regarding yield considerations.

                PRINCIPAL PREPAYMENTS.  The yield to maturity on the securities will be affected by the rate of principal payments on the mortgage assets, including principal
prepayments, curtailments, defaults and liquidations.  The rate at which principal prepayments occur on the mortgage assets will be affected by a variety of factors, including, without
limitation, the following:

            •              the terms of the mortgage assets,

            •              the level of prevailing interest rates,

            •              the availability of mortgage credit,

            •              in the case of multifamily loans and commercial loans, the quality of  management of the mortgaged properties, and

            •              economic, demographic, geographic, tax, legal and other factors.

                In general, however, if prevailing interest rates fall significantly below the interest rates on the mortgage assets included in a particular trust fund, those mortgage assets are likely
to be the subject of higher principal prepayments than if prevailing rates remain at the rates borne by those mortgage assets.  Conversely, if prevailing interest rates rise significantly above
the interest rates on the mortgage assets included in a particular trust fund, those mortgage assets are likely to be the subject of lower principal prepayments than if prevailing rates remain
at the rates borne by those mortgage assets.  The rate of principal payments on some or all of the classes of securities of a series will correspond to the rate of principal payments on the
mortgage assets included in the related trust fund and is likely to be affected by the existence of prepayment premium provisions of the mortgage assets in a mortgage pool, and by the
extent to which the servicer of any such mortgage asset is able to enforce such provisions.  There can be no certainty as to the rate of prepayments on the mortgage assets during any period
or over the life of the related securities.

                If the purchaser of a security offered at a discount calculates its anticipated yield to maturity based on an assumed rate of distributions of principal that is faster than that actually
experienced on the mortgage assets, the actual yield to maturity will be lower than that so calculated.  Conversely, if the purchaser of a security offered at a premium calculates its
anticipated yield to maturity based on an assumed rate of distributions of principal that is slower than that actually experienced on the mortgage assets, the actual yield to maturity will be
lower than that so calculated.  In either case, the effect on yield of prepayments on one or more classes of securities of a series may be mitigated or exacerbated by the priority of
distributions of principal to those classes as provided in the related prospectus supplement.

                The timing of changes in the rate of principal payments on the mortgage assets may significantly affect an investor’s actual yield to maturity, even if the average rate of
distributions of principal is consistent with an investor’s expectation.  In general, the earlier a principal payment is received on the mortgage assets and distributed in respect of a security,
the greater the effect on such investor’s yield to maturity.  The effect on an investor’s yield of principal payments occurring at a rate higher or lower than the rate anticipated by the
investor during a given period may not be offset by a subsequent like decrease or increase in the rate of principal payments.

                DEFAULTS.  The rate of defaults on the mortgage assets will also affect the rate and timing of principal payments on the mortgage assets and thus the yield on the securities.  In
general, defaults on single family loans are expected to occur with greater frequency in their early years.  However, mortgage assets that require balloon payments, including multifamily
loans, risk default at maturity, or that the maturity of the balloon loan may be extended in connection with a workout.  The rate of default on mortgage loans which are refinance or limited
documentation mortgage loans, mortgage assets with high loan−to−value ratios, and ARM Loans may be higher than for other types of mortgage assets.  Furthermore, the rate and timing
of defaults and liquidations on the mortgage assets will be affected by the general economic condition of the region of the country in which the related mortgaged properties are located. 
The risk of delinquencies and loss is greater and prepayments are less likely in regions where a weak or deteriorating economy exists, as may be evidenced by, among other factors,
increasing unemployment or falling property values.
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Maturity and Weighted Average Life

                PREPAYMENTS.  The rates at which principal payments are received on the mortgage assets included in a trust fund and the rate at which payments are made from any credit
support for the related series of securities may affect the ultimate maturity and the weighted average life of each class of the series.  Weighted average life refers to the average amount of
time that will elapse from the date of issue of a security until each dollar of principal of that security will be repaid to the investor.  The weighted average life of a class of securities of a
series will be influenced by, among other factors, the rate at which principal on the related mortgage assets is paid to that class, which may be in the form of scheduled amortization or
prepayments.  For this purpose, the term prepayment includes prepayments, in whole or in part, and liquidations due to default.  Prepayments on the mortgage assets in a trust fund will
generally accelerate the rate at which principal is paid on some or all of the classes of the securities of the related series.

                If so provided in the prospectus supplement for a series of securities, one or more classes of securities may have a final scheduled remittance date, which is the date on or prior to
which the principal balance thereof is scheduled to be reduced to zero, calculated on the basis of the assumptions applicable to such series set forth therein.

                In addition, the weighted average life of the securities may be affected by the varying maturities of the related mortgage assets.  If any mortgage assets in a trust fund have actual
terms to maturity of less than those assumed in calculating the final scheduled remittance dates for the classes of securities of the related series, one or more classes of the securities may be
fully paid prior to their respective final scheduled remittance dates, even in the absence of prepayments.  Accordingly, the prepayment experience of the mortgage pool will, to some
extent, be a function of the mix of interest rates and maturities of the mortgage assets in that mortgage pool.  See “Description of the Trust Funds.”

                Prepayments on loans are also commonly measured relative to a prepayment standard or model, such as the Constant Prepayment Rate prepayment model or the Standard
Prepayment Assumption prepayment model, each as described below.  CPR represents a constant assumed rate of prepayment each month relative to the then outstanding principal balance
of a pool of loans for the life of those loans.  SPA represents an assumed rate of prepayment each month relative to the then outstanding principal balance of a pool of loans.  A prepayment
assumption of 100% of SPA assumes prepayment rates of 0.2% per annum of the then outstanding principal balance of the loans in the first month of the life of the loans and an additional
0.2% per annum in each month thereafter until the thirtieth month.  Beginning in the thirtieth month and in each month thereafter during the life of the loans, 100% of SPA assumes a
constant prepayment rate of 6% per annum each month.

                Neither CPR nor SPA nor any other prepayment model or assumption purports to be an historical description of prepayment experience or a prediction of the anticipated rate of
prepayment of any pool of loans.  Moreover, CPR and SPA were developed based upon historical prepayment experience for single family loans.  Thus, it is likely that prepayment of any
mortgage assets will not conform to any particular level of CPR or SPA.

                The prospectus supplement with respect to each series of securities may contain tables, if applicable, setting forth the projected weighted average life of one or more classes of
offered securities of the series and the percentage of the initial principal balance of each class that would be outstanding on specified remittance dates based on the assumptions stated in
that prospectus supplement, including assumptions that prepayments on the related mortgage assets are made at rates corresponding to various percentages of CPR, SPA or at other rates
specified in the prospectus supplement.  Tables and assumptions are intended to illustrate the sensitivity of the weighted average life of the securities to various prepayment rates and are
not intended to predict or to provide information that will enable investors to predict the actual weighted average life of the securities.  It is unlikely that prepayment of any mortgage assets
for any series will conform to any particular level of CPR, SPA or any other rate specified in the related prospectus supplement.
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                There can be no assurance as to the rate of prepayment of the mortgage loans underlying or comprising the trust fund assets in any trust fund.  The depositor is not aware of any
publicly available statistics relating to the principal prepayment experience of diverse portfolios of mortgage loans over an extended period of time.  All statistics known to the depositor
that have been compiled with respect to prepayment experience on mortgage loans indicates that while some mortgage loans may remain outstanding until their stated maturities, a
substantial number will be paid prior to their respective stated maturities.  The depositor is not aware of any historical prepayment experience with respect to mortgage loans secured by
properties located in Puerto Rico or Guam and, accordingly, prepayments on loans secured by properties in Puerto Rico or Guam may not occur at the same rate or be affected by the same
factors as other mortgage loans.

                TYPE OF MORTGAGE ASSET.  The type of mortgage assets included in a trust fund may affect the weighted average life of the related securities.  A number of mortgage
assets may have balloon payments due at maturity, and because the ability of a mortgagor to make a balloon payment typically will depend upon its ability either to refinance the loan or to
sell the related mortgaged property, there is a risk that mortgage assets having balloon payments may default at maturity, or that the servicer may extend the maturity of the mortgage asset
in connection with a workout.  In addition, a number of mortgage assets may be junior mortgage loans.  The rate of default on junior mortgage loans may be greater than that of mortgage
loans secured by first liens on comparable properties.  In the case of defaults, recovery of proceeds may be delayed by, among other things, bankruptcy of the mortgagor or adverse
conditions in the market where the property is located.  In order to minimize losses on defaulted mortgage assets, the servicer may, to the extent and under the circumstances set forth in
this prospectus and in the related servicing agreement, be permitted to modify mortgage assets that are in default or as to which a payment default appears imminent.  Any defaulted
balloon payment or modification that extends the maturity of a mortgage asset will tend to extend the weighted average life of the securities, thereby lengthening the period of time elapsed
from the date of issuance of a security until it is retired.

                Although the interest rates on ARM Loans will be subject to periodic adjustments, adjustments generally will, unless otherwise specified in the related prospectus supplement, (1)
not increase or decrease the interest rate by more than a fixed percentage amount on each adjustment date, (2) not increase the interest rate over a fixed percentage amount during the life of
any ARM Loan and (3) be based on an index, which may not rise and fall consistently with the mortgage interest rate, plus the related fixed percentage set forth in the related mortgage
note, which may be different from margins being used at the time for newly originated adjustable rate mortgage loans.  As a result, the interest rates on the ARM Loans in a mortgage pool
at any time may not equal the prevailing rates for similar, newly originated adjustable rate mortgage loans.  In certain rate environments, the prevailing rates on fixed rate mortgage loans
may be sufficiently low in relation to the then−current mortgage rates on ARM Loans with the result that the rate of prepayments may increase as a result of refinancings.  There can be no
certainty as to the rate of prepayments on the mortgage assets during any period or over the life of any series of securities.

                The interest rates on ARM Loans subject to negative amortization generally adjust monthly and their amortization schedules adjust less frequently.  During a period of rising
interest rates, as well as immediately after origination when initial interest rates are generally lower than the sum of the indices applicable at origination and the related margins, the amount
of interest accruing on the principal balance of these types of mortgage assets may exceed the amount of the minimum scheduled monthly payment thereon.  As a result, a portion of the
accrued interest on negatively amortizing mortgage assets may become deferred interest which will be added to the principal balance thereof and will bear interest at the applicable interest
rate.  The addition of any deferred interest to the principal balance of any related class or classes of securities of a series will lengthen the weighted average life thereof and may adversely
affect yield to holders thereof, depending upon the price at which the securities were purchased.  In addition, with respect to certain ARM Loans subject to negative amortization, during a
period of declining interest rates, it might be expected that each minimum scheduled monthly payment on the ARM Loan would exceed the amount of scheduled principal and accrued
interest on the principal balance thereof, and since such excess will be applied to reduce the principal balance of the related class or classes of securities, the weighted average life of the
securities will be reduced which may adversely affect yield to holders thereof, depending upon the price at which such securities were purchased.
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                There can be no assurance as to the rate of principal payments or draws on the home equity revolving credit loans.  In most cases, the home equity revolving credit loans may be
prepaid in full or in part without penalty.  The prospectus supplement will specify whether loans may not be prepaid in full or in part without penalty.  The rate of principal payments and
the rate of draws, if applicable, may fluctuate substantially from time to time.  Such loans may experience a higher rate of prepayment than typical first lien mortgage loans.  Due to the
unpredictable nature of both principal payments and draws, the rates of principal payments net of draws for those loans may be much more volatile than for typical first lien mortgage
loans.

                For any series of securities backed by home equity revolving credit loans, provisions governing whether future draws on the home equity revolving credit loans will be included
in the trust fund will have a significant effect on the rate and timing of principal payments on the securities.  The rate at which additional balances are generated may be affected by a
variety of factors.  The yield to maturity of the securities of any series, or the rate and timing of principal payments on the loans may also be affected by the risks associated with other
loans.

                As a result of the payment terms of the home equity revolving credit loans or of the mortgage provisions relating to future draws, there may be no principal payments on those
securities in any given month.  In addition, it is possible that the aggregate draws on home equity revolving credit loans included in a trust fund may exceed the aggregate payments of
principal on those home equity revolving credit loans for the related period.  If specified in the accompanying prospectus supplement, a series of securities may provide for a period during
which all or a portion of the principal collections on the home equity revolving credit loans are reinvested in additional balances or are accumulated in a trust account pending
commencement of an amortization period relating to the securities.

                FORECLOSURES AND PAYMENT PLANS.  The number of foreclosures and the principal amount of the mortgage assets that are foreclosed in relation to the number of
mortgage assets that are repaid in accordance with their terms will affect the weighted average life of those mortgage assets and that of the related series of securities.  Servicing decisions
made with respect to the mortgage assets, including the use of payment plans prior to a demand for acceleration and the restructuring of mortgage assets in bankruptcy proceedings, may
also have an effect upon the payment patterns of particular mortgage assets and thus the weighted average life of the securities.

                DUE−ON−SALE CLAUSES.  Acceleration of mortgage payments as a result of certain transfers of or the creation of encumbrances upon underlying mortgaged property is
another factor affecting prepayment rates that may not be reflected in the prepayment standards or models used in the relevant prospectus supplement.  In most cases the mortgage assets
will include “due−on−sale” clauses that permit the lender in certain instances to accelerate the maturity of the loan if the borrower sells, transfers or conveys the property.  The master
servicer, on behalf of the trust fund, will employ its usual practices in determining whether to exercise any right that the trustee may have as mortgagee to accelerate payment of the
mortgage asset.  An ARM Loan may be assumable under some conditions if the proposed transferee of the related mortgaged property establishes its ability to repay the mortgage asset
and, in the reasonable judgment of the servicer or the related sub−servicer, the security for the ARM Loan would not be impaired by the assumption.  The extent to which ARM Loans are
assumed by purchasers of the mortgaged properties rather than prepaid by the related mortgagors in connection with the sales of the mortgaged properties will affect the weighted average
life of the related series of securities.  See “Legal Aspects of Mortgage Assets—Enforceability of Provisions.”

The Depositor’s Mortgage Loan Purchase Program

                The mortgage loans to be included in a trust fund will be purchased by the depositor, either directly or indirectly, from the mortgage loan sellers.

Underwriting Standards

                All mortgage loans to be included in a trust fund will have been subject to underwriting standards acceptable to the depositor and applied as described in the following
paragraph.  Each mortgage loan seller, or another party on its behalf, will represent and warrant that mortgage loans purchased by or on behalf of the depositor from it have been originated
by the related originators in accordance with these underwriting guidelines.

                The underwriting standards are applied by the originators to primarily evaluate the mortgagor's credit standing and repayment ability and the value and adequacy of the
mortgaged property as collateral.    As a result of this underwriting criteria, changes in the values of mortgage properties may have a greater effect on the delinquency, foreclosure and loss
experience on the mortgage loans in a trust fund than these changes would be expected to have on mortgage loans that are originated in a more traditional manner.  No assurance can be
given by the depositor that the values of the related mortgaged properties have remained or will remain at the levels in effect on the dates of origination of the related mortgage loans.
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                The underwriting standards typically include a set of specific criteria by which the underwriting evaluation is made. However, the application of the underwriting standards does
not imply that each specific criterion was satisfied individually. Rather, a mortgage loan will be considered to be originated in accordance with a given set of underwriting standards if,
based on an overall qualitative evaluation, the loan is in substantial compliance with the underwriting standards. For example, a mortgage loan may be considered to comply with a set of
underwriting standards, even if one or more specific criteria included in the underwriting standards were not satisfied, if other factors compensated for the criteria that were not satisfied or
if the mortgage loan is considered to be in substantial compliance with the underwriting standards.  There can be no assurance that every mortgage loan was originated in conformity with
the applicable underwriting standards in all material respects, or that the quality or performance of the mortgage loans will be equivalent under all circumstances.

                High LTV Loans are underwritten with an emphasis on the creditworthiness of the related mortgagor.  High LTV Loans are underwritten with a limited expectation of recovering
any amounts from the foreclosure of the related property.

                In the case of the multifamily loans, commercial loans or mixed−use loans, lenders typically look to the debt service coverage ratio of a loan as an important measure of the risk
of default on that loan.  Unless otherwise defined in the related prospectus supplement, the debt service coverage ratio of a multifamily loan or commercial loan at any given time is the
ratio of (1) the net operating income of the related mortgaged property for a twelve−month period to (2) the annualized scheduled payments on the mortgage loan and on any other loan
that is secured by a lien on the mortgaged property prior to the lien of the related mortgage.  Net operating incomes is: the total operating revenues derived from a multifamily, commercial
or mixed−use property, as applicable, during that period, minus the total operating expenses incurred in respect of that property during that period other than (a) non−cash items such as
depreciation and amortization, (b) capital expenditures and (c) debt service on loans (including the related mortgage loan) secured by liens on that property.  The net operating income of a
multifamily, commercial or mixed−use property, as applicable, will fluctuate over time and may or may not be sufficient to cover debt service on the related mortgage loan at any given
time.  As the primary source of the operating revenues of a multifamily, commercial or mixed−use property, as applicable, rental income (and maintenance payments from
tenant−stockholders of a cooperatively owned multifamily property) may be affected by the condition of the applicable real estate market and/or area economy.  Increases in operating
expenses due to the general economic climate or economic conditions in a locality or industry segment, such as increases in interest rates, real estate tax rates, energy costs, labor costs and
other operating expenses, and/or to changes in governmental rules, regulations and fiscal policies, may also affect the risk of default on a multifamily, commercial or mixed−use loan. 
Lenders also look to the loan−to−value ratio of a multifamily, commercial or mixed−use loan as a measure of risk of loss if a property must be liquidated following a default.

                Typically, the underwriting process used by an originator is as described in this and the next two following paragraphs.  The prospectus supplement for a series will describe any
variations to this process as it applies to the related mortgage assets.  Initially, a prospective borrower is required to complete an application with respect to the applicant’s liabilities,
income and credit history and personal information, as well as an authorization to apply for a credit report that summarizes the borrower’s reported credit history with local merchants and
lenders and any record of bankruptcy.  In addition, an employment verification is obtained that reports the borrower’s current salary and may contain information regarding length of
employment.  If a prospective borrower is self−employed, the borrower is required to submit copies of signed tax returns or other proof of business income.  The borrower may also be
required to authorize verification of deposits at financial institutions where the borrower has demand or savings accounts.  In the case of a multifamily loan, commercial loan or mixed−use
loan, the mortgagor will also be required to provide certain information regarding the related mortgaged property, including a current rent roll and operating income statements which may
be pro forma and unaudited.  In addition, the originator will generally also consider the location of the mortgaged property, the availability of competitive lease space and rental income of
comparable properties in the relevant market area, the overall economy and demographic features of the geographic area and the mortgagor’s prior experience in owning and operating
properties similar to the multifamily properties or commercial properties, as the case may be.
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                In determining the adequacy of the property as collateral, an appraisal is made of each property considered for financing, except in the case of new manufactured homes whose
appraised value is determined using the list price of the unit and accessories as described above under “Description of the Trust Funds.”  Each appraiser is selected in accordance with
predetermined guidelines established for appraisers.  The appraiser is required to inspect the property and verify that it is in good condition and that construction, if new, has been
completed.  The appraisal is based on the market value of comparable homes, the estimated rental income, if considered applicable by the appraiser, and, when deemed appropriate, the
cost of replacing the home.  With respect to multifamily properties, commercial properties and mixed−use properties, the appraisal must specify whether an income analysis, a market
analysis or a cost analysis was used.  An appraisal employing the income approach to value analyzes a property’s projected net cash flow, capitalization and other operational information
in determining the property’s value.  The market approach to value analyzes the prices paid for the purchase of similar properties in the property’s area, with adjustments made for
variations between those other properties and the property being appraised.  The cost approach to value requires the appraiser to make an estimate of land value and then determine the
current cost of reproducing the improvements less any accrued depreciation.  The value of the property being financed, as indicated by the appraisal, must be high enough so that it
currently supports, and is anticipated to support in the future, the outstanding loan balance.

                In the case of single family loans and contracts, once all applicable employment, credit and property information is received, the originator reviews the applicant’s source of
income, calculates the amount of income from sources indicated on the loan application or similar documentation, reviews the credit history of the applicant, calculates the debt
service−to−income ratio to determine the applicant’s ability to repay the loan, reviews the type of property being financed and reviews the property.  In evaluating the credit quality of
borrowers, the originator may utilize the FICO score supplied by the credit bureau with the credit report (a statistical ranking of likely future credit performance developed by Fair, Isaac &
Company and three national credit data repositories − Equifax, TransUnion and Experian).

                In the case of a mortgage loan secured by a leasehold interest in a residential property, commercial property or mixed−use property, the title to which is held by a third party
lessor, the mortgage loan seller, or another party on its behalf, will be required to warrant, among other things, that the remaining term of the lease and any sublease be at least five years
longer than the remaining term of the mortgage loan.

                With respect to any loan insured by the FHA, the mortgage loan seller is required to represent that the FHA loan complies with the applicable underwriting policies of the FHA. 
See “Description of Primary Insurance Policies—FHA Insurance.”

                With respect to any loan guaranteed by the VA, the mortgage loan seller will be required to represent that the VA loan complies with the applicable underwriting policies of the
VA.  See “Description of Primary Insurance Policies—VA Guarantees.”

                The recent foreclosure or repossession and delinquency experience with respect to loans serviced by the master servicer or, if applicable, a significant sub−servicer will be
provided in the related prospectus supplement.

Qualifications of Originators and Mortgage Loan Sellers

                Each originator will be required to satisfy the qualifications set forth in this paragraph.  Each originator must be an institution experienced in originating conventional mortgage
loans in accordance with customary and reasonable practices and the mortgage loan seller’s or the depositor’s guidelines, and must maintain satisfactory facilities to originate those loans. 
Each originator must be a HUD−approved mortgagee or an institution the deposit accounts in which are insured by the FDIC.  In addition, with respect to FHA loans or VA loans, each
originator must be approved to originate the mortgage loans by the FHA or VA, as applicable.  Each originator and mortgage loan seller must also satisfy criteria as to financial stability
evaluated on a case by case basis by the depositor.
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Representations by or on Behalf of Mortgage Loan Sellers; Remedies for Breach of Representation

                Each mortgage loan seller, or a party on its behalf, will have made representations and warranties in respect of the mortgage loans sold by that mortgage loan seller.  The
following material representations and warranties as to the mortgage loans will be made by or on behalf of each mortgage loan seller:

            •              that any required hazard insurance was effective at the origination of each mortgage loan, and that each required policy remained in effect on the date of purchase of the
mortgage loan from the mortgage loan seller by or on behalf of the depositor;

            •              that either (A) title insurance insuring, subject only to permissible title insurance exceptions, the lien status of the Mortgage was effective at the origination of each
mortgage loan and the policy remained in effect on the date of purchase of the mortgage loan from the mortgage loan seller by or on behalf of the depositor or (B)
if the mortgaged property securing any mortgage loan is located in an area where title insurance policies are generally not available, there is in the related
mortgage file an attorney’s certificate of title indicating, subject to permissible exceptions set forth therein, the lien status of the mortgage;

            •              that the mortgage loan seller had good title to each mortgage loan and each mortgage loan was subject to no valid offsets, defenses, counterclaims or rights of rescission
except to the extent that any buydown agreement described in this prospectus may forgive some indebtedness of a borrower;

            •              that each Mortgage constituted a valid lien on, or security interest in, the mortgaged property, subject only to permissible title insurance exceptions and senior liens, if any,
and that the mortgaged property was free from material damage and was in good repair;

            •              that there were no delinquent tax or assessment liens against the mortgaged property;

            •              that each mortgage loan was not currently more than 90 days delinquent as to required monthly payments of principal and interest; and

            •              that each mortgage loan was made in compliance with, and is enforceable under, all applicable local, state and federal laws and regulations in all material respects.

                If a person other than a mortgage loan seller makes any of the foregoing representations and warranties on behalf of the mortgage loan seller, the identity of the person will be
specified in the related prospectus supplement.  Any person making representations and warranties on behalf of a mortgage loan seller shall be an affiliate of the mortgage loan seller or a
person acceptable to the depositor having knowledge regarding the subject matter of those representations and warranties.

                All of the representations and warranties made by or on behalf of a mortgage loan seller in respect of a mortgage loan will have been made as of the date on which the mortgage
loan seller sold the mortgage loan to or on behalf of the depositor.  A substantial period of time may have elapsed between the date the representation or warranty was made to or on behalf
of the depositor and the date of initial issuance of the series of securities evidencing an interest in the related mortgage loan.  In the event of a breach of any representation or warranty
made by a mortgage loan seller, the mortgage loan seller will be obligated to cure the breach or repurchase or replace the affected mortgage loan as described in the second following
paragraph.  Since the representations and warranties made by or on behalf of a mortgage loan seller do not address events that may occur following the sale of a mortgage loan by that
mortgage loan seller, it will have a cure, repurchase or substitution obligation in connection with a breach of a representation and warranty only if the relevant event that causes the breach
occurs prior to the date of the sale to or on behalf of the depositor.  A mortgage loan seller would have no repurchase or substitution obligations if the relevant event that causes the breach
occurs after the date of the sale to or on behalf of the depositor.  However, the depositor will not include any mortgage loan in the trust fund for any series of securities if anything has
come to the depositor’s attention that would cause it to believe that the representations and warranties made in respect of a mortgage loan will not be accurate and complete in all material
respects as of the date of initial issuance of the related series of securities.
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                The only representations and warranties to be made for the benefit of holders of securities in respect of any mortgage loan relating to the period commencing on the date of sale
of a mortgage loan by the mortgage loan seller to or on behalf of the depositor will be the limited representations of the depositor and of the master servicer described below under
“Description of the Securities—Assignment of Trust Fund Assets; Review of Files by Trustee.”  If the master servicer is also a mortgage loan seller with respect to a particular series, the
representations will be in addition to the representations and warranties made by the master servicer in its capacity as a mortgage loan seller.

                The master servicer and the trustee, or the trustee, will promptly notify the relevant mortgage loan seller of any breach of any representation or warranty made by or on behalf of
it in respect of a mortgage loan that materially and adversely affects the value of that mortgage loan or the interests in the mortgage loan of the securityholders.  If the mortgage loan seller
cannot cure a breach within a specified time period from the date on which the mortgage loan seller was notified of the breach, then the mortgage loan seller will be obligated to repurchase
the affected mortgage loan from the trustee within a specified time period from the date on which the mortgage loan seller was notified of the breach, at the Purchase Price therefor.  A
mortgage loan seller, rather than repurchase a mortgage loan as to which a breach has occurred, may have the option, within a specified period after initial issuance of the related series of
securities, to cause the removal of the mortgage loan from the trust fund and substitute in its place one or more other mortgage loans, in accordance with the standards described below
under “Description of the Securities—Assignment of Trust Fund Assets; Review of Files by Trustee.”  The master servicer will be required under the applicable servicing agreement to use
its best efforts to enforce the repurchase or substitution obligations of the mortgage loan seller for the benefit of the trustee and the holders of the securities, following the practices it would
employ in its good faith business judgment were it the owner of the mortgage loan.  This repurchase or substitution obligation will constitute the sole remedy available to holders of
securities or the trustee for a breach of representation by a mortgage loan seller.  See “Description of the Securities.”

                Neither the depositor nor the master servicer will be obligated to purchase or substitute for a mortgage loan if a mortgage loan seller defaults on its obligation to do so, and no
assurance can be given that mortgage loan sellers will carry out their repurchase or substitution obligations with respect to mortgage loans.  To the extent that a breach of the
representations and warranties of a mortgage loan seller may also constitute a breach of a representation made by the depositor, the depositor may have a repurchase or substitution
obligation as described below under “Description of the Securities—Assignment of Trust Fund Assets; Review of Files by Trustee.”

Description of the Securities

                The securities will be issued in series.  Each series of certificates evidencing interests in a trust fund consisting of mortgage loans will be issued in accordance with a pooling and
servicing agreement among the depositor, the master servicer and the trustee named in the prospectus supplement.  Each series of notes evidencing indebtedness of a trust fund consisting
of mortgage loans will be issued in accordance with an indenture between the related issuer and the trustee named in the prospectus supplement.  The issuer of notes will be the depositor
or an owner trust established under an owner trust agreement between the depositor and the owner trustee for the purpose of issuing a series of notes.  Where the issuer is an owner trust,
the ownership of the trust fund will be evidenced by equity certificates issued under the owner trust agreement.  The provisions of each agreement will vary depending upon the nature of
the securities to be issued thereunder and the nature of the related trust fund.  Various forms of pooling and servicing agreement, servicing agreement, owner trust agreement, trust
agreement and indenture have been filed as exhibits to the registration statement of which this prospectus is a part.  The following summaries describe specific provisions which will
appear in each agreement.  The prospectus supplement for a series of securities will describe additional provisions of the agreement relating to a series.  This prospectus together with the
prospectus supplement will describe the material terms of the agreement governing the trust fund related to a series of securities.  As used in this prospectus supplement with respect to any
series, the term certificate or the term note refers to all of the certificates or notes of that series, whether or not offered by this prospectus and by the related prospectus supplement, unless
the context otherwise requires.
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                The certificates of each series, including any class of certificates not offered hereby, will be issued in fully registered form only and will represent the entire beneficial ownership
interest in the trust fund created by the related pooling and servicing agreement.  The notes of each series, including any class of notes not offered hereby, will be issued in fully registered
form only and will represent indebtedness of the trust fund created by the related indenture.  If so provided in the prospectus supplement, any class of securities of any series may be
represented by a certificate or note registered in the name of a nominee of The Depository Trust Company (“DTC”).  The interests of beneficial owners of securities registered in the name
of DTC will be represented by entries on the records of participating members of DTC.  Definitive certificates or notes will be available for securities registered in the name of DTC only
under the limited circumstances provided in the related prospectus supplement.  The securities will be transferable and exchangeable for like securities of the same class and series in
authorized denominations at the corporate trust office of the trustee as specified in the related prospectus supplement.  The prospectus supplement for each series of securities will describe
any limitations on transferability.  No service charge will be made for any registration of exchange or transfer of securities, but the depositor or the trustee or any agent of the trustee may
require payment of a sum sufficient to cover any tax or other governmental charge.

                Each series of securities may consist of either:

            •              a single class of securities evidencing the entire beneficial ownership of or indebtedness of the related trust fund;

            •              two or more classes of securities evidencing the entire beneficial ownership of or indebtedness of the related trust fund, one or more classes of which will be senior in
right of payment to one or more of the other classes;

            •              two or more classes of securities, one or more classes of which are entitled to (a) principal distributions, with disproportionate, nominal or no interest distributions or (b)
interest distributions, with disproportionate, nominal or no principal distributions;

            •              two or more classes of securities which differ as to timing, sequential order, priority of payment, security interest rate or amount of distributions of principal or interest or
both, or as to which distributions of principal or interest or both on any class may be made upon the occurrence of specified events, in accordance with a schedule
or formula, or on the basis of collections from designated portions of the mortgage pool, which series may include one or more classes of securities, as to which
accrued interest or a portion thereof will not be distributed but rather will be added to the principal balance of the security on each distribution date in the manner
described in the related prospectus supplement; and

            •              other types of classes of securities, as described in the related prospectus supplement.

                With respect to any series of notes, the equity certificates, insofar as they represent the beneficial ownership interest in the issuer, will be subordinate to the related notes.

                Each class of securities, other than interest only Strip Securities, will have a stated principal amount and, unless otherwise provided in the related prospectus supplement, will be
entitled to payments of interest on the stated principal amount based on a fixed, variable or adjustable interest rate.  The security interest rate of each security offered hereby will be stated
in the related prospectus supplement as the pass−through rate with respect to a certificate and the note interest rate with respect to a note.  See “—Distribution of Interest on the Securities”
and “—Distribution of Principal of the Securities” below.

                The specific percentage ownership interest of each class of securities and the minimum denomination for each security will be set forth in the related prospectus supplement.
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                As to each series of certificates with respect to which a REMIC election is to be made, the master servicer, REMIC administrator, or the trustee will be obligated to take all
actions required in order to comply with applicable laws and regulations, and will be obligated to pay any Prohibited Transaction Taxes or Contribution Taxes arising out of a breach of its
obligations with respect to its compliance without any right of reimbursement therefor from the trust fund or from any securityholder.  A Prohibited Transaction Tax or Contribution Tax
resulting from any other cause will be charged against the related trust fund, resulting in a reduction in amounts otherwise distributable to securityholders.  See “Material Federal Income
Tax Consequences.”

Assignment of Trust Fund Assets; Review of Files by Trustee

                At the time of issuance of any series of securities, the depositor will cause the pool of mortgage assets to be included in the related trust fund to be assigned to the trustee,
together with all principal and interest received by or on behalf of the depositor on or with respect to the mortgage assets after the related cut−off date, other than principal and interest due
on or before the cut−off date and other than any retained interest.  The trustee will, concurrently with the assignment of mortgage assets, deliver the securities to the depositor in exchange
for the trust fund assets.  Each mortgage asset will be identified in a schedule appearing as an exhibit to the related agreement.  The schedule of mortgage assets will include detailed
information as to the mortgage assets included in the related trust fund, including the outstanding principal balance of each mortgage asset after application of payments due on the cut−off
date, information regarding the interest rate on the mortgage asset, the interest rate net of the sum of the rates at which the servicing fees and the retained interest, if any, are calculated, the
retained interest, if any, the current scheduled monthly payment of principal and interest, the maturity of the mortgage note, the value of the mortgaged property, the loan−to−value ratio at
origination and other information with respect to the mortgage assets.

                If so specified in the related prospectus supplement, and in accordance with the rules of membership of Merscorp, Inc.  and/or Mortgage Electronic Registration Systems, Inc.  or,
MERS®, assignments of the mortgages for the mortgage loans in the related trust will be registered electronically through Mortgage Electronic Registration Systems, Inc., or
MERS® System.  With respect to mortgage loans registered through the MERS® System, MERS® shall serve as mortgagee of record solely as a nominee in an administrative capacity on
behalf of the trustee and shall not have any interest in any of those mortgage loans.

                The depositor will, with respect to each mortgage asset, deliver or cause to be delivered to the trustee, or to the custodian, the mortgage note, an assignment (except as to any
mortgage loan registered on the MERS® System) (as defined below) and unless otherwise indicated in the applicable prospectus supplement) to the trustee or in blank of the mortgage in a
form for recording or filing as maybe appropriate in the state where the mortgaged property is located, the original recorded mortgage with evidence of recording or filing indicated thereon
and evidence of any FHA insurance policy or VA guaranty for such mortgage loan, if applicable; or, in the case of each cooperative loan, the related cooperative note, the original security
agreement, the proprietary lease or occupancy agreement, the assignment of proprietary lease, the recognition agreement, the related stock certificate and related blank stock powers, and a
copy of the original filed financing statement together with (unless otherwise indicated in the applicable prospectus supplement) assignments thereof from the applicable mortgage loan
seller to the trustee in a form sufficient for filing.

                With respect to any mortgage loan secured by a mortgaged property located in Puerto Rico, the Mortgages with respect to these mortgage loans either (a) secure a specific
obligation for the benefit of a specified person or (b) secure an instrument transferable by endorsement.  Endorsable Puerto Rico Mortgages do not require an assignment to transfer the
related lien.  Rather, transfer of endorsable mortgages follows an effective endorsement of the related mortgage note and, therefore, delivery of the assignment referred to in the first bullet
point above would be inapplicable.  Puerto Rico Mortgages that secure a specific obligation for the benefit of a specified person, however, require an assignment to be recorded with
respect to any transfer of the related lien and the assignment for that purpose would be delivered to the trustee.

                The trustee, or the custodian, will review the mortgage loan documents within a specified period after receipt, and the trustee, or the custodian, will hold the mortgage loan
documents in trust for the benefit of the securityholders.  If any mortgage loan document is found to be missing or defective in any material respect, the trustee, or the custodian, shall
notify the master servicer and the depositor, and the master servicer shall immediately notify the relevant mortgage loan seller.  If the mortgage loan seller cannot cure the omission or
defect within a specified number of days after receipt of notice, the mortgage loan seller will be obligated to repurchase the related mortgage asset from the trustee at the Purchase Price or
substitute for the mortgage asset.  There can be no assurance that a mortgage loan seller will fulfill this repurchase or substitution obligation.  Although the master servicer is obligated to
use its best efforts to enforce the repurchase or substitution obligation to the extent described above under “The Depositor’s Mortgage Loan Purchase Program—Representations by or on
behalf of Mortgage Loan Sellers; Remedies for Breach of Representation,” neither the master servicer nor the depositor will be obligated to repurchase or substitute for that mortgage asset
if the mortgage loan seller defaults on its obligation.  The assignment of the mortgage assets to the trustee will be without recourse to the depositor and this repurchase or substitution
obligation constitutes the sole remedy available to the securityholders or the trustee for omission of, or a material defect in, a constituent document.
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Representations and Warranties; Repurchases

                With respect to the mortgage assets included in a trust fund, the depositor, the originator or the mortgage loan seller, will make representations and warranties as of a specified
date, covering by way of example, the following matters:

            •              the type of mortgaged property;

            •              the geographical concentration of the mortgage assets;

            •              the original loan−to−value ratio;

            •              the principal balance as of the cut−off date;

            •              the interest rate and maturity; and

            •              the payment status of the mortgage asset; and the accuracy of the information set forth for each mortgage asset on the related mortgage loan schedule.

                Upon a breach of any representation of the depositor, the originator or the mortgage loan seller that materially and adversely affects the value of a mortgage asset or the interests
of the securityholders in the mortgage asset, the depositor, the originator or the mortgage loan seller, as applicable, will be obligated either to cure the breach in all material respects,
repurchase the mortgage asset at the Purchase Price or substitute for that mortgage asset as described in the paragraph below.

                If the depositor, the originator or the mortgage loan seller discovers or receives notice of any breach of its representations or warranties with respect to a mortgage asset, the
depositor, the originator or the mortgage loan seller, as applicable, may be permitted under the agreement governing the trust fund to remove the mortgage asset from the trust fund, rather
than repurchase the mortgage asset, and substitute in its place one or more mortgage assets, but only if (a) with respect to a trust fund for which a REMIC election is to be made, the
substitution is effected within two years of the date of initial issuance of the certificates, plus permissible extensions, or (b) with respect to a trust fund for which no REMIC election is to
be made, the substitution is effected within 180 days of the date of initial issuance of the securities.  Each substitute mortgage asset will, on the date of substitution, comply with the
following requirements:

                                (1)           have an outstanding principal balance, after deduction of all scheduled payments due in the month of substitution, not in excess of, and not more than $10,000
less than, the outstanding principal balance, after deduction of all unpaid scheduled payments due as of the date of substitution, of the deleted mortgage asset,

                                (2)           have an interest rate not less than, and not more than 1% greater than, the interest rate of the deleted mortgage asset,
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                                (3)           have a remaining term to maturity not greater than, and not more than one year less than, that of the deleted mortgage asset,

                                (4)           have a Lockout Date, if applicable, not earlier than the Lockout Date on the deleted mortgage loan, and

                                (5)           comply with all of the representations and warranties set forth in the applicable agreement as of the date of substitution.

                In connection with any substitution, an amount equal to the difference between the Purchase Price of the deleted mortgage asset and the outstanding principal balance of the
substitute mortgage asset, after deduction of all scheduled payments due in the month of substitution, together with one month’s interest at the applicable rate at which interest accrued on
the deleted mortgage loan, less the servicing fee rate and the retained interest, if any, on the difference, will be deposited in the distribution account and distributed to securityholders on the
first distribution date following the prepayment period in which the substitution occurred.  In the event that one mortgage asset is substituted for more than one deleted mortgage asset, or
more than one mortgage asset is substituted for one or more deleted mortgage assets, then the amount described in (1) above will be determined on the basis of aggregate principal
balances, the rate described in (2) above with respect to deleted mortgage assets will be determined on the basis of weighted average interest rates, and the terms described in (3) above will
be determined on the basis of weighted average remaining terms to maturity and the Lockout Dates described in (4) above will be determined on the basis of weighted average Lockout
Dates.

                With respect to any series as to which credit support is provided by means of a mortgage pool insurance policy, in addition to making the representations and warranties
described above, the depositor or the related mortgage loan seller, or another party on behalf of the related mortgage loan seller, as specified in the related prospectus supplement, will
represent and warrant to the trustee that no action has been taken or failed to be taken, no event has occurred and no state of facts exists or has existed on or prior to the date of the initial
issuance of the securities which has resulted or will result in the exclusion from, denial of or defense to coverage under any applicable primary mortgage insurance policy, FHA insurance
policy, mortgage pool insurance policy, special hazard insurance policy or bankruptcy bond, irrespective of the cause of the failure of coverage but excluding any failure of an insurer to
pay by reason of the insurer’s own breach of its insurance policy or its financial inability to pay.  This representation is referred to in this prospectus and the related prospectus supplement
as the insurability representation.  Upon a breach of the insurability representation which materially and adversely affects the interests of the securityholders in a mortgage loan, the
depositor or the mortgage loan seller or such other party, as the case may be, will be obligated either to cure the breach in all material respects or to purchase the affected mortgage asset at
the Purchase Price.  The related prospectus supplement may provide that the performance of an obligation to repurchase mortgage assets following a breach of an insurability
representation will be ensured in the manner specified in the prospectus supplement.  See “Description of Primary Insurance Policies” and “Description of Credit Support” in this
prospectus and in the related prospectus supplement for information regarding the extent of coverage under the aforementioned insurance policies.

                The obligation to repurchase or, other than with respect to the insurability representation if applicable, to substitute mortgage loans constitutes the sole remedy available to the
securityholders or the trustee for any breach of the representations.

                The master servicer will make representations and warranties regarding its authority to enter into, and its ability to perform its obligations under, the servicing agreement.  Upon
a breach of any representation of the master servicer which materially and adversely affects the interests of the securityholders, the master servicer will be obligated to cure the breach in all
material respects.

Establishment of Collection Account; Deposits to Collection Account In Respect of Trust Fund Assets

                The master servicer or the trustee will, as to each trust fund, establish and maintain or cause to be established and maintained one or more separate accounts for the collection of
payments on the related trust fund assets.  These accounts are collectively referred to in this prospectus and the related prospectus supplement as the collection account.  The collection
account must be either
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            •              maintained with a bank or trust company, and in a manner, satisfactory to the rating agency or agencies rating any class of securities of the series,

            •              an account or accounts the deposits in which are insured by the FDIC, to the limits established by the FDIC or

            •              a trust account or accounts maintained with the corporate trust department of a federal or state chartered depository institution or trust company acting in its fiduciary
capacity.

                The collateral eligible to secure amounts in the collection account is limited to United States government securities and other high−quality investments specified in the related
servicing agreement as permitted investments.  A collection account may be maintained as an interest bearing or a non−interest bearing account, or the funds held in the collection account
may be invested pending each succeeding distribution date in permitted investments.  Any interest or other income earned on funds in the collection account will be paid to the master
servicer or the trustee or their designee as additional compensation.  The collection account may be maintained with an institution that is an affiliate of the master servicer or the trustee,
provided that the institution meets the standards set forth in the bullet points above.  If permitted by the rating agency or agencies and so specified in the related prospectus supplement, a
collection account may contain funds relating to more than one series of pass−through certificates and may, if applicable, contain other funds respecting payments on mortgage loans
belonging to the master servicer or serviced or master serviced by it on behalf of others.

                Each sub−servicer servicing a trust fund asset under a sub−servicing agreement will establish and maintain one or more separate accounts which may be interest bearing and
which will comply with the standards with respect to collection accounts or other standards as may be acceptable to the master servicer.  The sub−servicer is required to credit to the related
sub−servicing account on a daily basis the amount of all proceeds of mortgage assets received by the sub−servicer, less its servicing compensation.  The sub−servicer will remit to the
master servicer by wire transfer of immediately available funds all funds held in the sub−servicing account with respect to each mortgage asset on the monthly remittance date or dates
specified in the related servicing agreement.

                The master servicer will deposit or cause to be deposited in the collection account for each trust fund including mortgage loans, the following payments and collections received,
or advances made, by the master servicer or on its behalf subsequent to the cut−off date, other than payments due on or before the cut−off date and exclusive of any retained interest and
net of any portion retained by the master servicer or a subservicer as its servicing compensation, unless otherwise specified in the related prospectus supplement:

                                (1)           all payments on account of principal, including principal prepayments, on the mortgage assets;

                                (2)           all payments on account of interest on the mortgage assets;

                                (3)           all proceeds of the hazard insurance policies and any special hazard insurance policy, other than amounts not applied to the restoration or repair of the
property or released to the mortgagor in accordance with the normal servicing procedures of the master servicer or the related sub−servicer, subject to the terms and conditions
of the related Mortgage and mortgage note, any primary mortgage insurance policy, any FHA insurance policy, any VA guarantee, any bankruptcy bond and any mortgage
pool insurance policy and all other amounts received and retained in connection with the liquidation of defaulted mortgage loans, by foreclosure or otherwise, together with
the net proceeds on a monthly basis with respect to any mortgaged properties acquired for the benefit of securityholders by foreclosure or by deed in lieu of foreclosure or
otherwise;

                                (4)           any amounts required to be paid under any letter of credit, as described below under “Description of Credit Support—Letter of Credit”;
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                                (5)           any advances made as described below under “Advances by the Master Servicer in respect of Delinquencies on the Trust Funds Assets”;

                                (6)           if applicable, all amounts required to be transferred to the  collection account from a reserve fund, as described below under “Description of Credit
Support—Reserve Fund”;

                                (7)           any buydown funds, and, if applicable, investment earnings thereon, required to be deposited in the collection account as described in the first paragraph
below;

                                (8)           all proceeds of any mortgage loan or property in respect of any mortgage asset purchased by the master servicer, the depositor, any sub−servicer or any
mortgage loan seller as described under “The Depositor’s Mortgage Loan Purchase Program—Representations by or on behalf of Mortgage Loan Sellers; Remedies for
Breach of Representations” or “—Assignment of Trust Fund Assets; Review of Files by Trustee” above, exclusive of the retained interest, if any, in respect of the mortgage
asset;

                                (9)           all proceeds of any mortgage loan repurchased as described under “—Termination of the Trust Fund and Disposition of Trust Fund Assets” below;

                                (10)         all payments required to be deposited in the collection account with respect to any deductible clause in any blanket insurance policy described under
“Description of Primary Insurance Policies—Primary Hazard Insurance Policies”; and

                                (11)         any amount required to be deposited by the master servicer in connection with net losses realized on investments for the benefit of the master servicer of
funds held in the collection account.

                With respect to each buydown mortgage loan, the master servicer, or a sub−servicer, will deposit related buydown funds in a custodial account, which may be interest bearing,
and that otherwise meets the standards for collection accounts.  This account is referred to in this prospectus and the related prospectus supplement as a buydown account.  The terms of all
buydown mortgage loans provide for the contribution of buydown funds in an amount not less than either (a) the total payments to be made from the buydown funds under the related
buydown plan or (b) if the buydown funds are present valued, that amount that, together with investment earnings thereon at a specified rate, compounded monthly, will support the
scheduled level of payments due under the buydown mortgage loan.  Neither the master servicer, the sub−servicer nor the depositor will be obligated to add to the buydown funds any of its
own funds should investment earnings prove insufficient to maintain the scheduled level of payments.  To the extent that any insufficiency in buydown funds is not recoverable from the
borrower, distributions to securityholders will be affected.  With respect to each buydown mortgage loan, the master servicer will deposit in the collection account the amount, if any, of
the buydown funds, and, if applicable, investment earnings thereon, for each buydown mortgage loan that, when added to the amount due from the borrower on the buydown mortgage
loan, equals the full monthly payment which would be due on the buydown mortgage loan if it were not subject to the buydown plan.

                If a buydown mortgage loan is prepaid in full or liquidated, the related buydown funds will be applied as follows.  If the mortgagor on a buydown mortgage loan prepays the loan
in its entirety during the buydown period, the master servicer will withdraw from the buydown account and remit to the mortgagor in accordance with the related buydown plan any
buydown funds remaining in the buydown account.  If a prepayment by a mortgagor during the buydown period together with buydown funds will result in a prepayment in full, the master
servicer will withdraw from the buydown account for deposit in the collection account the buydown funds and investment earnings thereon, if any, which together with the prepayment will
result in a prepayment in full.  If the mortgagor defaults during the buydown period with respect to a buydown mortgage loan and the mortgaged property is sold in liquidation, either by
the master servicer or the insurer under any related insurance policy, the master servicer will withdraw from the buydown account the buydown funds and all investment earnings thereon,
if any, for deposit in the collection account or remit the same to the insurer if the mortgaged property is transferred to the insurer and the insurer pays all of the loss incurred in respect of
the default.  In the case of any prepaid or defaulted buydown mortgage loan the buydown funds in respect of which were supplemented by investment earnings, the master servicer will
withdraw from the buydown account and either deposit in the collection account or remit to the borrower, depending upon the terms of the buydown plan, any investment earnings
remaining in the related buydown account.
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                Any buydown funds, and any investment earnings thereon, deposited in the collection account in connection with a full prepayment of the related buydown mortgage loan will be
deemed to reduce the amount that would be required to be paid by the borrower to repay fully the related mortgage loan if the mortgage loan were not subject to the buydown plan.

                WITHDRAWALS.  With respect to each series of securities, the master servicer, trustee or special servicer may make withdrawals from the collection account for the related
trust fund for any of the following purposes, unless otherwise provided in the related agreement and described in the related prospectus supplement:

                                (1)           to make distributions to the related securityholders on each distribution date;

                                (2)           to reimburse the master servicer or any other specified person for unreimbursed amounts advanced by it in respect of mortgage loans in the trust fund as
described under “—Advances by Master Servicer in Respect of Delinquencies on the Trust Fund Assets” below, these reimbursement to be made out of amounts received
which were identified and applied by the master servicer as late collections of interest on and principal of the particular mortgage assets (net of related servicing fees) with
respect to which the advances were made or out of amounts drawn under any form of credit enhancement with respect to the mortgage assets;

                                (3)           to reimburse the master servicer or a special servicer for unpaid servicing fees earned by it and unreimbursed servicing expenses incurred by it with respect to
mortgage assets in the trust fund and properties acquired in respect thereof, these reimbursement to be made out of amounts that represent Liquidation Proceeds and Insurance
Proceeds collected on the particular mortgage assets and properties, and net income collected on the particular properties, with respect to which the fees were earned or the
expenses were incurred or out of amounts drawn under any form of credit enhancement with respect to the mortgage assets and properties;

                                (4)           to reimburse the master servicer or any other specified person for any advances described in clause (2) above made by it and any servicing expenses referred
to in clause (3) above incurred by it which, in the good faith judgment of the master servicer or the other person, will not be recoverable from the amounts described in clauses
(2) and (3), respectively, the reimbursement to be made from amounts collected on other mortgage assets in the trust fund or, if and to the extent so provided by the related
servicing agreement or indenture and described in the related prospectus supplement, only from that portion of amounts collected  on the other mortgage assets that is
otherwise distributable on one or more classes of subordinate securities of the related series;

                                (5)           if and to the extent described in the related prospectus supplement, to pay the master servicer, a special servicer or another specified entity (including a
provider of credit enhancement) interest accrued on the advances described in clause (2) above made by it and the servicing expenses described in clause (3) above incurred by
it while these remain outstanding and unreimbursed;

                                (6)           to reimburse the master servicer, the company, or any of their respective directors, officers, employees and agents, as the case may be, for expenses, costs and
liabilities incurred thereby, as and to the extent described under “—Matters Regarding the Master Servicer and the Depositor”;

                                (7)           to pay the fees of the trustee;

                                (8)           to reimburse the trustee or any of its directors, officers, employees and agents, as the case may be, for expenses, costs and liabilities incurred thereby, as and
to the extent described under “—Description of the Trustee;”

                                (9)           to pay the master servicer or the trustee, as additional compensation, interest and investment income earned in respect of amounts held in the collection
account;
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                                (10)         to pay, the master servicer or a special servicer for costs incurred in connection with the operation, management and maintenance of any mortgaged property
acquired by the trust fund by foreclosure or by deed in lieu of foreclosure;

                                (11)         if one or more elections have been made to treat the trust fund or designated portions thereof as a REMIC, to pay any federal, state or local taxes imposed on
the trust fund or its assets or transactions, as and to the extent described under “Material Federal Income Tax Consequences—REMICS—Prohibited Transactions and Other
Possible REMIC Taxes”;

                                (12)         to pay for the cost of an independent appraiser or other expert in real estate matters retained to determine a fair sale price for a defaulted mortgage loan or a
property acquired in respect thereof in connection with the liquidation of the mortgage loan or property;

                                (13)         to pay for the cost of various opinions of counsel obtained pursuant to the related servicing agreement or indenture for the benefit of the related
securityholders;

                                (14)         to pay to itself, the depositor, a mortgage loan seller or any other appropriate person all amounts received with respect to each mortgage loan purchased,
repurchased or removed from the trust fund pursuant to the terms of the related servicing agreement and not required to be distributed as of the date on which the related
Purchase Price is determined;

                                (15)         to make any other withdrawals permitted by the related pooling and servicing agreement or the related servicing agreement and indenture and described in the
related prospectus supplement;

                                (16)         to pay for costs and expenses incurred by the trust fund for environmental site assessments performed with respect to multifamily or commercial properties
that constitute security for defaulted mortgage loans, and for any containment, clean−up or remediation of hazardous wastes and materials present on that mortgaged
properties, as described under “Procedures for Realization Upon Defaulted Mortgage Assets”; and

                                (17)         to clear and terminate the collection account upon the termination of the trust fund.

Deposits to Distribution Account

                The trustee will, as to each trust fund, establish and maintain a distribution account which must be an eligible account.  The trustee will deposit or cause to be deposited in the
distribution account for each trust fund amounts received from the master servicer or otherwise in respect of the related securities.

Distributions on the Securities

                Distributions allocable to principal and interest on the securities of each series will be made by or on behalf of the trustee each month on each date as specified in the related
prospectus supplement and referred to as a distribution date, commencing with the month following the month in which the applicable cut−off date occurs.  Distributions will be made to
the persons in whose names the securities are registered at the close of business on the Record Date, and the amount of each distribution will be determined as of the close of business on
the date specified in the related prospectus supplement and referred to as the determination date.  All distributions with respect to each class of securities on each distribution date will be
allocated pro rata among the outstanding securities in that class.  Payments to the holders of securities of any class on each distribution date will be made to the securityholders of the
respective class of record on the next preceding Record Date, other than in respect of the final distribution, based on the aggregate fractional undivided interests in that class represented by
their respective securities.  Payments will be made by wire transfer in immediately available funds to the account of a securityholder, if the securityholder holds securities in the requisite
amount specified in the related prospectus supplement and if the securityholder has so notified the depositor or its designee no later than the date specified in the related prospectus
supplement.  Otherwise, payments will be made by check mailed to the address of the person entitled to payment as it appears on the security register maintained by the depositor or its
agent.  The final distribution in retirement of the securities will be made only upon presentation and surrender of the securities at the office or agency of the depositor or its agent specified
in the notice to securityholders of the final distribution.  With respect to each series of certificates or notes, the security register will be referred to as the certificate register or note register,
respectively.
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                All distributions on the securities of each series on each distribution date will be made from the available distribution amount described in the next sentence, in accordance with
the terms of the applicable pooling and service agreement or indenture, or as described in the related prospectus supplement.  The available distribution amount for each series of securities
will be described in the related prospectus supplement and will generally include the following amounts for each distribution date:

                                (1)           the total amount of all cash on deposit in the related distribution account as of the corresponding determination date, exclusive of:

                (a)           all scheduled payments of principal and interest collected but due on a date subsequent to the related Due Period,

                (b)           all prepayments, together with related payments of the interest thereon, Liquidation Proceeds, Insurance Proceeds and other unscheduled
recoveries received subsequent to the related Prepayment Period, and

                (c)           all amounts in the distribution account that are due or reimbursable to the depositor, the trustee, a mortgage loan seller, a sub−servicer or the
master servicer or that are payable in respect of  specified expenses of the related trust fund;

                                (2)           if the related prospectus supplement so provides, interest or investment income on amounts on deposit in the distribution account;

                                (3)           all advances with respect to the distribution date;

                                (4)           if the related prospectus supplement so provides, amounts paid with respect to interest shortfalls resulting from prepayments during the related Prepayment
Period;

                                (5)           to the extent not on deposit in the related distribution account as of the corresponding determination date, any amounts collected under, from or in respect of
any credit support with respect to the distribution date; and

                                (6)           any other amounts described in the related prospectus supplement.

                The entire available distribution amount will be distributed among the related securities, including any securities not offered hereby, on each distribution date, and accordingly
will be released from the trust fund and will not be available for any future distributions.

                DISTRIBUTIONS OF INTEREST ON THE SECURITIES.  Each class of securities may earn interest at a different rate, which may be a fixed, variable or adjustable security
interest rate.  The related prospectus supplement will specify the security interest rate for each class, or, in the case of a variable or adjustable security interest rate, the method for
determining the security interest rate.  Unless otherwise specified in the related prospectus supplement, interest on the securities will be calculated on the basis of a 360−day year consisting
of twelve 30−day months.

                With respect to each series of securities and each distribution date, the distribution in respect of interest on each security, other than principal only Strip Securities, will be equal
to one month’s interest on the outstanding principal balance of the security immediately prior to the distribution date, at the applicable security interest rate, subject to the following.  As to
each Strip Security with no or a nominal principal balance, the distributions in respect of interest on any distribution date will be on the basis of a notional amount and equal one month’s
Stripped Interest.  Prior to the time interest is distributable on any class of Accrual Securities, interest accrued on that class will be added to the principal balance thereof on each
distribution date.  Interest distributions on each security of a series will be reduced in the event of shortfalls in collections of interest resulting from prepayments on mortgage loans, with
that shortfall allocated among all of the securities of that series if specified in the related prospectus supplement unless the master servicer is obligated to cover the shortfalls from its own
funds up to its servicing fee for the related Due Period.  With respect to each series of certificates or notes, the interest distributions payable will be referred to in the applicable prospectus
supplement as the accrued certificate interest or accrued note interest, respectively.  See “Yield and Maturity Considerations” in this prospectus.
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                DISTRIBUTIONS OF PRINCIPAL OF THE SECURITIES.  The principal balance of a security, at any time, will equal the maximum amount that the holder will be entitled to
receive in respect of principal out of the future cash flow on the mortgage assets and other assets included in the related trust fund.  The principal balance of each security offered hereby
will be stated in the related prospectus supplement as the certificate principal balance with respect to a certificate and the note balance with respect to a note.  With respect to each security,
distributions generally will be applied to undistributed accrued interest thereon, and thereafter to principal.  The outstanding principal balance of a security will be reduced to the extent of
distributions of principal on that security, and, if and to the extent so provided on the related prospectus supplement, by the amount of any realized losses, allocated to that security.  The
outstanding principal balance of a security may be increased by any deferred interest if so specified in the related prospectus supplement.  The initial aggregate principal balance of a series
and each class of securities related to a series will be specified in the related prospectus supplement.  Distributions of principal will be made on each distribution date to the class or classes
of securities entitled to principal until the principal balance of that class has been reduced to zero.  With respect to a Senior/Subordinate Series, distributions allocable to principal of a class
of securities will be based on the percentage interest in the related trust fund evidenced by the class, which in turn will be based on the principal balance of that class as compared to the
principal balance of all classes of securities of the series.  Distributions of principal of any class of securities will be made on a pro rata basis among all of the securities of the class.  Strip
Securities with no principal balance will not receive distributions of principal.

                ALLOCATION TO SECURITYHOLDERS OF LOSSES ON THE TRUST FUND ASSETS.  With respect to any defaulted mortgage loan that is finally liquidated, through
foreclosure sale or otherwise, the amount of the realized loss incurred in connection with liquidation will equal the excess, if any, of the unpaid principal balance of the liquidated loan
immediately prior to liquidation, over the aggregate amount of Liquidation Proceeds derived from liquidation remaining after application of the proceeds to unpaid accrued interest on the
liquidated loan and to reimburse the master servicer or any sub−servicer for related unreimbursed advance and expenses.  With respect to mortgage loans the principal balances of which
have been reduced in connection with bankruptcy proceedings, the amount of that reduction also will be treated as a realized loss.  As to any series of securities, other than a
Senior/Subordinate Series, any realized loss not covered as described under “Description of Credit Support” will be allocated among all of the securities on a pro rata basis.  As to any
Senior/Subordinate Series, realizes losses will be allocated first to the most subordinate class of securities as described below under “Description of Credit Support—Subordination.”

Advances by Master Servicer in Respect of Delinquencies on the Trust Fund Assets

                With respect to any series of securities, the master servicer will advance, on or before each distribution date, its own funds, or funds held in the collection account that are not
included in the available distribution amount for that distribution date, unless the master servicer, in good faith, determines that any advances made will not be reimbursable from proceeds
subsequently recovered on the mortgage asset related to the advance.  The amount of each advance will be equal to the aggregate of payments of interest, net of related servicing fees and
retained interest, that were due during the related Due Period and were delinquent on the related determination date.  The prospectus supplement for a series may also provide that the
master servicer will advance, together with delinquent interest, the aggregate amount of principal payments that were due during the related Due Period and delinquent as of the
determination date, subject to the same reimbursement determination, except that, with respect to balloon loans, the master servicer will not have to advance a delinquent balloon payment.

                Advances are intended to maintain a regular flow of scheduled interest and principal payments to holders of the class or classes of securities entitled to payments, rather than to
guarantee or insure against losses.  Advances of the master servicer’s funds will be reimbursable only out of related recoveries on the mortgage assets respecting which advances were
made, including amounts received under any form of credit support; provided, however, that any advance will be reimbursable from any amounts in the distribution account to the extent
that the master servicer shall determine that the advance is not ultimately recoverable from Related Proceeds.  If advances have been made by the master servicer from excess funds in the
distribution account, the master servicer will replace those funds in the distribution account on any future distribution date to the extent that funds in the distribution account on that
distribution date are less than payments required to be made to securityholders on that date.  If so specified in the related prospectus supplement, the obligations of the master servicer to
make advances may be secured by a cash advance reserve fund or a surety bond.  If applicable, information regarding the characteristics of, and the identity of any obligor on, any surety
bond, will be set forth in the related prospectus supplement.
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                Advances in respect of delinquencies will not be made in connection with home equity revolving credit loans, except as otherwise provided in the related prospectus supplement. 
In the case of home equity revolving credit loans, the master servicer or servicer is required to advance funds to cover any draws made on a home equity revolving credit loan, subject to
reimbursement by the entity specified in the accompanying prospectus supplement, provided that as specified in the accompanying prospectus supplement during any revolving period
associated with the related series of securities, draws may be covered first from principal collections on the other loans in the mortgage pool.

Form of Reports to Securityholders

                With each distribution to holders of any class of securities of a series, the master servicer or the trustee, will forward or cause to be forwarded to each securityholder, to the
depositor and to those other parties as may be specified in the related servicing agreement, a statement setting forth the following as of the distribution date:

                                (1)           the amount of the distribution to holders of securities of that class applied to reduce the principal balance of the securities;

                                (2)           the amount of the distribution to holders of securities of that class allocable to interest;

                                (3)           the amount of related administration or servicing compensation received by the trustee or the master servicer and any sub−servicer and any other customary
information as the master servicer deems necessary or desirable, or that a securityholder reasonably requests, to enable securityholders to prepare their tax returns;

                                (4)           if applicable, the aggregate amount of advances included in the distribution, and the aggregate amount of unreimbursed advances at the close of business on
that distribution date;

                                (5)           the aggregate principal balance of the mortgage loans at the close of business on that distribution date;

                                (6)           the number and aggregate principal balance of mortgage loans (a) delinquent one month, (b) delinquent two or more months, and (c) as to which foreclosure
proceedings have been commenced;

                                (7)           with respect to any mortgaged property acquired on behalf of securityholders through foreclosure or deed in lieu of foreclosure during the preceding calendar
month, the principal balance of the related mortgage loan as of the close of business on the distribution date in that month;

                                (8)           the aggregate principal balance of each class of securities (including any class of securities not offered hereby) at the close of business on that distribution
date, separately identifying any reduction in the principal balance due to the allocation of any realized loss;

                                (9)           the amount of any special hazard realized losses allocated to the securities, if any, at the close of business on that distribution date;

                                (10)         the aggregate amount of principal prepayments made and realized losses incurred during the related Prepayment Period;

                                (11)         the amount deposited in the reserve fund, if any, on that distribution date;
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                                (12)         the amount remaining in the reserve fund, if any, as of the close of business on that distribution date;

                                (13)         the aggregate unpaid accrued interest, if any, on each class of securities at the close of business on that distribution date;

                                (14)         in the case of securities that accrue interest at the variable rate, the security interest rate applicable to that distribution date, as calculated in accordance with
the method specified in the related prospectus supplement; and

                                (15)         as to any series which includes credit support, the amount of coverage of each instrument of credit support included in the trust fund as of the close of
business on that distribution date.

                In the case of information furnished under subclauses (1)−(3) above, the amounts shall be expressed as a dollar amount per minimum denomination of securities or for other
specified portion thereof.  With respect to each series of certificates or notes, securityholders will be referred to as the certificateholders or the noteholders, respectively.

                Within a reasonable period of time after the end of each calendar year, the master servicer or the trustee, as provided in the related prospectus supplement, shall furnish to each
person who at any time during the calendar year was a holder of a security a statement containing the information set forth in subclauses (1)−(3) above, aggregated for that calendar year or
the applicable portion thereof during which that person was a securityholder.  The obligation of the master servicer or the trustee shall be deemed to have been satisfied to the extent that
substantially comparable information shall be provided by the master servicer or the trustee in accordance with any requirements of the Code as are from time to time in force.

Collection and Other Servicing Procedures Employed by the Master Servicer

                The master servicer, directly or through sub−servicers, will make reasonable efforts to collect all scheduled payments under the mortgage loans and will follow or cause to be
followed the collection procedures as it would follow with respect to mortgage assets that are comparable to the mortgage assets and held for its own account, provided these procedures
are consistent with the related servicing agreement and any related insurance policy, bankruptcy bond, letter of credit or other insurance instrument described under “Description of
Primary Insurance Policies” or “Description of Credit Support.”  Consistent with this servicing standard, the master servicer may, in its discretion, waive any late payment charge in respect
of a late mortgage loan payment and, only upon determining that the coverage under any related insurance instrument will not be affected, extend or cause to be extended the due dates for
payments due on a mortgage note for a period not greater than 180 days.

                In instances in which a mortgage asset is in default, or if default is reasonably foreseeable, and if determined by the master servicer to be in the best interests of the related
securityholders, the master servicer may permit modifications of the mortgage asset rather than proceeding with foreclosure.  In making that determination, the estimated realized loss that
might result if the mortgage asset were liquidated would be taken into account.  Modifications may have the effect of reducing the interest rate on the mortgage asset, forgiving the
payment of principal or interest or extending the final maturity date of the mortgage asset.  Any modified mortgage asset may remain in the related trust fund, and the reduction in
collections resulting from the modification may result in reduced distributions of interest, or other amounts, on, or may extend the final maturity of, one or more classes of the related
securities.

                In connection with any significant partial prepayment of a mortgage asset, the master servicer, to the extent not inconsistent with the terms of the mortgage note and local law and
practice, may permit the mortgage asset to be reamortized so that the monthly payment is recalculated as an amount that will fully amortize the remaining principal amount of the mortgage
asset by the original maturity date based on the original interest rate.  Reamortization will not be permitted if it would constitute a modification of the mortgage asset for federal income tax
purposes.
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                In any case in which property securing a mortgage asset, other than an ARM Loan, multifamily loan or commercial loan, has been, or is about to be, conveyed by the borrower,
or in any case in which property securing a multifamily loan or commercial loan has been, or is about to be, encumbered by the borrower, the master servicer will exercise or cause to be
exercised on behalf of the related trust fund the lender’s rights to accelerate the maturity of the mortgage asset under any due−on−sale or due−on−encumbrance clause applicable to that
mortgage asset.  The master servicer will only exercise these rights only if the exercise of any these rights is permitted by applicable law and will not impair or threaten to impair any
recovery under any related insurance instrument.  If these conditions are not met or if the master servicer reasonably believes it is unable under applicable law to enforce a due−on−sale or
due−on−encumbrance clause, the master servicer will enter into or cause to be entered into an assumption and modification agreement with the person to whom the property has been or is
about to be conveyed or encumbered, under which that person becomes liable under the mortgage note, cooperative note, manufactured housing contract or home improvement contract
and, to the extent permitted by applicable law, the borrower remains liable thereon.  The original mortgagor may be released from liability on a mortgage asset if the master servicer shall
have determined in good faith that a release will not adversely affect the collectability of the mortgage asset.  An ARM Loan may be assumed if the ARM Loan is by its terms assumable
and if, in the reasonable judgment of the master servicer, the proposed transferee of the related mortgaged property establishes its ability to repay the loan and the security for the ARM
Loan would not be impaired by the assumption.  If a mortgagor transfers the mortgaged property subject to an ARM Loan without consent, that ARM Loan may be declared due and
payable.  Any fee collected by or on behalf of the master servicer for entering into an assumption agreement will be retained by or on behalf of the master servicer as additional servicing
compensation.  In connection with any assumption, the terms of the related mortgage asset may not be changed except in the instance where an assumption is related to a defaulted cure. 
See “Legal Aspects of Mortgage Assets—Enforceability of Provisions.”

                In the case of multifamily loans, commercial loans or mixed−use loans, a mortgagor’s failure to make scheduled payments may mean that operating income is insufficient to
service the mortgage debt, or may reflect the diversion of that income from the servicing of the mortgage debt.  In addition, a mortgagor under a multifamily loan, commercial loan or
mixed−use loan that is unable to make scheduled payments may also be unable to make timely payment of all required taxes and otherwise to maintain and insure the related mortgaged
property.  In general, the master servicer will be required to monitor any multifamily loan, commercial loan or mixed−use loan that is in default, evaluate whether the causes of the default
can be corrected over a reasonable period without significant impairment of the value of the related mortgaged property, initiate corrective action in cooperation with the mortgagor if cure
is likely, inspect the related mortgaged property and take such other actions as are consistent with the related servicing agreement.  A significant period of time may elapse before the
master servicer is able to assess the success of any such corrective action or the need for additional initiatives.  The time within which the master servicer can make the initial determination
of appropriate action, evaluate the success of corrective action, develop additional initiatives, institute foreclosure proceedings and actually foreclose (or accept a deed to a mortgaged
property in lieu of foreclosure) on behalf of the securityholders of the related series may vary considerably depending on the particular multifamily loan, commercial loan or mixed−use
loan, the mortgaged property, the mortgagor, the presence of an acceptable party to assume the multifamily loan, commercial loan or mixed−use loan and the laws of the jurisdiction in
which the mortgaged property is located.

                If a mortgagor files a bankruptcy petition, the master servicer may not be permitted to accelerate the maturity of the related mortgage asset or to foreclose on the mortgaged
property for a considerable period of time.  See “Legal Aspects of Mortgage Assets.”

Description of Sub−Servicing

                Any master servicer may delegate its servicing obligations in respect of the mortgage assets to third−party servicers, but the master servicer will remain obligated under the
related servicing agreement.  Each sub−servicer will be required to perform the customary functions of a servicer of comparable assets, including:

            •              collecting payments from borrowers and remitting the collections to the master servicer,

            •              maintaining primary hazard insurance as described in this prospectus and in any related prospectus supplement,
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            •              filing and settling claims under primary hazard insurance policies, which may be subject to the right of the master servicer to approve in advance any settlement,

            •              maintaining escrow or impoundment accounts of borrowers for payment of taxes, insurance and other items required to be paid by any borrower in accordance with the
mortgage asset,

            •              processing assumptions or substitutions where a due−on−sale clause is not exercised,

            •              attempting to cure delinquencies,

            •              supervising foreclosures or repossessions,

            •              inspecting and managing mortgaged properties, if applicable, and

            •              maintaining accounting records relating to the mortgage assets.

                The master servicer will be responsible for filing and settling claims in respect of mortgage assets in a particular mortgage pool under any applicable mortgage pool insurance
policy, bankruptcy bond, special hazard insurance policy or letter of credit.  See “Description of Credit Support.”

                The sub−servicing agreement between any master servicer and a sub−servicer will be consistent with the terms of the related servicing agreement and will not result in a
withdrawal or downgrading of any class of securities issued in accordance with the related agreement.  With respect to those mortgage assets serviced by the master servicer through a
sub−servicer, the master servicer will remain liable for its servicing obligations under the related policy and servicing agreement or servicing agreement as if the master servicer alone were
servicing those mortgage assets.  Although each sub−servicing agreement will be a contract solely between the master servicer and the sub−servicer, the agreement under which a series of
securities is issued will provide that, if for any reason the master servicer for the series of securities is no longer acting in a servicing capacity, the trustee or any successor master servicer
must recognize the sub−servicer’s rights and obligations under the sub−servicing agreement.

                The master servicer will be solely liable for all fees owed by it to any sub−servicer, irrespective of whether the master servicer’s compensation under the related agreement is
sufficient to pay the fees.  However, a sub−servicer may be entitled to a retained interest in mortgage assets.  Each sub−servicer will be reimbursed by the master servicer for expenditures
which it makes, generally to the same extent the master servicer would be reimbursed under the related servicing agreement.  See “Description of the Securities—Retained Interest;
Servicing or Administration Compensation and Payment of Expenses.”

                The master servicer may require any sub−servicer to agree to indemnify the master servicer for any liability or obligation sustained by the master servicer in connection with any
act or failure to act by the sub−servicer in its servicing capacity.  Each sub−servicer is required to maintain a fidelity bond and an errors and omissions policy with respect to its officers,
employees and other persons acting on its behalf or on behalf of the master servicer.

Procedures for Realization Upon Defaulted Mortgage Assets

                The master servicer will be required to foreclose upon or otherwise take title in the name of the trustee, on behalf of the securityholders, of mortgaged properties relating to
defaulted mortgage assets to which no satisfactory arrangements can be made for collection of delinquent payments, but the master servicer will not be required to foreclose if it determines
that foreclosure would not be in the best interests of the securityholders or the provider of credit support, if any.

                In addition, unless otherwise specified in the related prospectus supplement, the master servicer may not acquire title to any multifamily property or commercial property
securing a mortgage loan or take any other action that would cause the related trustee, for the benefit of securityholders of the related series, or any other specified person to be considered
to hold title to, to be a “mortgagee−in−possession” of, or to be an “owner” or an “operator” of such mortgaged property within the meaning of federal environmental laws, unless the
master servicer has previously determined, based on a report prepared by a person who regularly conducts environmental audits (which report will be an expense of the trust fund), that
either:
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                                (1)           the mortgaged property is in compliance with applicable environmental laws and regulations or, if not, that taking actions as are necessary to bring the
mortgaged property into compliance with these laws is reasonably likely to produce a greater recovery on a present value basis than not taking those actions; and

                                (2)           there are no circumstances or conditions present at the mortgaged property that have resulted in any contamination for which investigation, testing,
monitoring, containment, clean−up or remediation could be required under any applicable environmental laws and regulations or, if those circumstances or conditions are
present for which any such action could be required, taking those actions with respect to the mortgaged property is reasonably likely to produce a greater recovery on a present
value basis than not taking those actions.  See “Legal Aspects of Mortgage Assets—Environmental Legislation.”

                As servicer of the mortgage loans, the master servicer, on behalf of itself, the trustee and the securityholders, will present claims to the insurer under each insurance instrument,
and will take reasonable steps as are necessary to receive payment or to permit recovery thereunder with respect to defaulted mortgage assets.  As set forth above under “—Collection and
Other Servicing Procedures Employed by the Master Servicer,” all collections by or on behalf of the master servicer under any insurance instrument, other than amounts to be applied to
the restoration of a mortgaged property or released to the mortgagor, are to be deposited in the distribution account for the related trust fund, subject to withdrawal as previously described. 
The master servicer or its designee will not receive payment under any letter of credit included as an insurance instrument with respect to a defaulted mortgage asset unless all Liquidation
Proceeds and Insurance Proceeds which it deems to be finally recoverable have been realized; however, the master servicer will be entitled to reimbursement for any unreimbursed
advances and reimbursable expenses thereunder.

                If any property securing a defaulted mortgage asset is damaged and proceeds, if any, from the related hazard insurance policy or special hazard insurance policy are insufficient
to restore the damaged property to a condition sufficient to permit recovery under the related credit insurance instrument, if any, the master servicer is not required to expend its own funds
to restore the damaged property unless it determines (a) that the restoration will increase the proceeds to securityholders on liquidation of the mortgage loan after reimbursement of the
master servicer for its expenses and (b) that its expenses will be recoverable by it from related Insurance Proceeds or Liquidation Proceeds.

                If recovery on a defaulted mortgage asset under any related credit insurance instrument is not available for the reasons set forth in the preceding paragraph, the master servicer
nevertheless will be obligated to follow or cause to be followed the normal practices and procedures as it deems necessary or advisable to realize upon the defaulted mortgage asset.  If the
proceeds of any liquidation of the property securing the defaulted mortgage loan are less than the outstanding principal balance of the defaulted mortgage loan plus interest accrued thereon
at the interest rate plus the aggregate amount of expenses incurred by the master servicer in connection with those proceedings and which are reimbursable under the servicing agreement,
the trust fund will realize a loss in the amount of the difference.  The master servicer will be entitled to withdraw or cause to be withdrawn from the collection or distribution account out of
the Liquidation Proceeds recovered on any defaulted mortgage asset, prior to the distribution of any Liquidation Proceeds to securityholders, amounts representing its normal servicing
compensation on the mortgage loan, unreimbursed servicing expenses incurred with respect to the mortgage asset and any unreimbursed advances of delinquent monthly payments made
with respect to the mortgage loan.

                If the master servicer or its designee recovers Insurance Proceeds with respect to any defaulted mortgage loan, the master servicer will be entitled to withdraw or cause to be
withdrawn from the collection account or distribution account out of Insurance Proceeds, prior to distribution of that amount to securityholders, amounts representing its normal servicing
compensation on that mortgage loan, unreimbursed servicing expenses incurred with respect to the mortgage loan and any unreimbursed advances of delinquent monthly payments made
with respect to the mortgage loan.  In the event that the master servicer has expended its own funds to restore damaged property and those funds have not been reimbursed under any
insurance instrument, it will be entitled to withdraw from the collection account out of related Liquidation Proceeds or Insurance Proceeds an amount equal to the expenses incurred by it,
in which event the trust fund may realize a loss up to the amount so charged.  Because Insurance Proceeds cannot exceed deficiency claims and expenses incurred by the master servicer,
no payment or recovery will result in a recovery to the trust fund which exceeds the principal balance of the defaulted mortgage asset together with accrued interest thereon at the interest
rate net of servicing fees and the retained interest, if any.  In addition, when property securing a defaulted mortgage asset can be resold for an amount exceeding the outstanding principal
balance of the related mortgage asset together with accrued interest and expenses, it may be expected that, if retention of any amount is legally permissible, the insurer will exercise its
right under any related mortgage pool insurance policy to purchase the property and realize for itself any excess proceeds.  See “Description of Primary Insurance Policies” and
“Description of Credit Support.”
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                With respect to collateral securing a cooperative loan, any prospective purchaser will generally have to obtain the approval of the board of directors of the relevant cooperative
before purchasing the shares and acquiring rights under the proprietary lease or occupancy agreement securing the cooperative loan.  This approval is usually based on the purchaser’s
income and net worth and numerous other factors.  The necessity of acquiring board approval could limit the number of potential purchasers for those shares and otherwise limit the master
servicer’s ability to sell, and realize the value of, those shares.  See “Legal Aspects of Mortgage Assets—Foreclosure on Cooperative Shares.”

                Realization on defaulted contracts may be accomplished through repossession and subsequent resale of the underlying manufactured home or home improvement.  With respect
to a defaulted home improvement contract, the master servicer will decide whether to foreclose upon the mortgaged property or write off the principal balance of such home improvement
contract as a bad debt or take an unsecured note.  In doing so, the master servicer will estimate the expected proceeds and expenses to determine whether a foreclosure proceeding or a
repossession and resale is appropriate.  If a home improvement contract secured by a lien on a mortgaged property is junior to another lien on the related mortgaged property, following
any default thereon, unless foreclosure proceeds for such home improvement contract are expected to at least satisfy the related senior mortgage loan in full and to pay foreclosure costs, it
is likely that such home improvement contract will be written off as bad debt with no foreclosure proceeding.

Retained Interest; Servicing or Administration Compensation and Payment of Expenses

                The prospectus supplement for a series of securities will specify whether there will be any retained interest from the trust fund assets.  A retained interest in a trust fund asset
represents a specified portion of the interest payable thereon.  The retained interest will be deducted from borrower payments as received and will not be part of the related trust fund.  Any
partial recovery of interest on a mortgage asset, after deduction of all applicable servicing fees, will be allocated between retained interest, if any, and interest at the interest rate on the
mortgage loan, net of the rate at which the retained interest is calculated, on a pari passu basis.

                The master servicer’s primary compensation with respect to a series of securities will come from the monthly payment to it of an amount equal to one−twelfth of the servicing fee
rate specified in the related prospectus supplement times the scheduled principal balance of the trust fund asset.  Since any retained interest and the master servicer’s primary compensation
are percentages of the scheduled principal balance of each trust fund asset, these amounts will decrease in accordance with the amortization schedule of the trust fund assets.  As additional
compensation in connection with a series of securities relating to mortgage loans, the master servicer or the sub−servicers will retain all assumption fees, late payment charges and, unless
otherwise stated in the prospectus supplement, prepayment charges, to the extent collected from mortgagors.  Any interest or other income which may be earned on funds held in the
collection account, distribution account, sub−servicing account or any other account created under the related servicing agreement may be paid as additional compensation to the master
servicer or the sub−servicers, as the case may be.  Any sub−servicer will receive a portion of the master servicer’s primary compensation as its sub−servicing compensation.

                In addition to amounts payable to any sub−servicer, the master servicer may pay from its servicing compensation expenses incurred in connection with its servicing of the
mortgage loans, including, without limitation, payment of the fees and disbursements of the trustee and independent accountants, payment of expenses incurred in connection with
distributions and reports to securityholders, and other expenses, as described in the related prospectus supplement.
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                The master servicer is entitled to reimbursement for expenses incurred by it in connection with the liquidation of defaulted mortgage assets, including expenditures incurred by it
in connection with the restoration of mortgaged properties, the right of reimbursement being prior to the rights of securityholders to receive any related Liquidation Proceeds.  The master
servicer is also entitled to reimbursement from the collection account for advances and expenses.

Annual Evidence as to the Compliance of the Master Servicer

                Each servicing agreement with respect to a series of securities will provide that, on or before a specified date in each year, the first date being at least six months after the related
cut−off date, a firm of independent public accountants will furnish a statement to the trustee to the effect that, on the basis of the examination by the firm conducted substantially in
compliance with either the Uniform Single Attestation Program for Mortgage Bankers or the Audit Program for Mortgages serviced for Freddie Mac, the servicing by or on behalf of the
master servicer of mortgage assets under servicing agreements substantially similar to each other, including the related servicing agreement, was conducted in compliance with the terms of
those agreements except for any significant exceptions or errors in records that, in the opinion of the firm, either the Audit Program for Mortgages serviced for Freddie Mac, or paragraph 4
of the Uniform Single Attestation Program for Mortgage Bankers, requires it to report.  In rendering its statement the accounting firm may rely, as to matters relating to the direct servicing
of mortgage assets by sub−servicers, upon comparable statements for examinations conducted substantially in compliance with the Uniform Single Attestation Program for Mortgage
Bankers or the Audit Program for Mortgages serviced for Freddie Mac, rendered within one year of the statement, of firms of independent public accountants with respect to the related
sub−servicer.

                Each servicing agreement will also provide for delivery to the trustee, on or before a specified date in each year, of an annual statement signed by an officer of the master servicer
to the effect that the master servicer has fulfilled its obligations under the related agreement throughout the preceding year.

                Copies of the annual accountants’ statement and the officer’s statement of the master servicer may be obtained by securityholders without charge upon written request to the
master servicer at the address set forth in the related prospectus supplement.

Matters Regarding the Master Servicer and the Depositor

                The master servicer under each servicing agreement will be named in the related prospectus supplement.  The entity serving as master servicer may be an affiliate of the depositor
and may have other normal business relationships with the depositor or the depositor’s affiliates.

                Each servicing agreement will provide that the master servicer may resign from its obligations and duties under the related agreement only if its resignation, and the appointment
of a successor, will not result in a downgrading of any class of securities or upon a determination that its duties under the related agreement are no longer permissible under applicable law. 
No resignation will become effective until the trustee or a successor servicer has assumed the master servicer’s obligations and duties under the related agreement.

                Each servicing agreement will further provide that neither the master servicer, the depositor nor any director, officer, employee, or agent of the master servicer or the depositor
will be under any liability to the related trust fund or securityholders for any action taken, or for refraining from the taking of any action, in good faith under the related agreement, or for
errors in judgment; provided, however, that neither the master servicer, the depositor nor any such person will be protected against any liability which would otherwise be imposed by
reason of willful misfeasance, bad faith or gross negligence in the performance of duties thereunder or by reason of reckless disregard of obligations and duties thereunder.  Each servicing
agreement will further provide that the master servicer, the depositor and any director, officer, employee or agent of the master servicer or the depositor will be entitled to indemnification
by the related trust fund and will be held harmless against any loss, liability or expense incurred in connection with any legal action relating to the related agreement or the securities, other
than any loss, liability or expense that is related to any specific mortgage loan or mortgage loans, unless that loss, liability or expense is otherwise reimbursable under the related
agreement, and other than any loss, liability or expense incurred by reason of willful misfeasance, bad faith or gross negligence in the performance of duties thereunder or by reason of
reckless disregard of obligations and duties thereunder.  In addition, each servicing agreement will provide that neither the master servicer nor the depositor will be under any obligation to
appear in, prosecute or defend any legal action which is not incidental to its respective responsibilities under the related agreement and which in its opinion may involve it in any expense
or liability.  The master servicer or the depositor may, however, in its discretion undertake any action which it may deem necessary or desirable with respect to the related agreement and
the rights and duties of the parties and the interests of the securityholders.  In that event, the legal expenses and costs of the action and any resulting liability will be expenses, costs and
liabilities of the securityholders, and the master servicer or the depositor, as the case may be, will be entitled to be reimbursed and to charge the trust fund for the reimbursement. 
Distributions to securityholders will be reduced to pay for the reimbursement as set forth in the related prospectus supplement and servicing agreement.
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                Any person into which the master servicer may be merged or consolidated, or any person resulting from any merger or consolidation to which the master servicer is a party, or
any person succeeding to the business of the master servicer, will be the successor of the master servicer under each agreement, so long as that person is qualified to sell mortgage loans to,
and service mortgage loans on behalf of, Fannie Mae or Freddie Mac.

Events of Default Under the Governing Agreement and Rights Upon Events Of Default

 Pooling and Servicing Agreement

                Events of default under each pooling and servicing agreement will include each of the following unless otherwise stated in the related prospectus supplement:

            •              any failure by the master servicer to distribute or cause to be distributed to securityholders, or to remit to the trustee for distribution to securityholders, any required
payment that continues unremedied for a specified number of business days after the giving of written notice of the failure to the master servicer by the trustee or
the depositor, or to the master servicer, the depositor and the trustee by the holders of certificates evidencing not less than 25% of the voting rights;

            •              any failure by the master servicer duly to observe or perform in any material respect any of its other covenants or obligations under the agreement which continues
unremedied for a specified number of days after the giving of written notice of the failure to the master servicer by the trustee or the depositor, or to the master
servicer, the depositor and the trustee by the holders of certificates evidencing not less than 25% of the voting rights; and

            •              events of insolvency, readjustment of debt, marshalling of assets and liabilities or similar proceedings and actions by or on behalf of the master servicer indicating its
insolvency or inability to pay its obligations.

                So long as an event of default under a pooling and servicing agreement remains unremedied, the depositor or the trustee may, unless otherwise provided in the related prospectus
supplement, and at the direction of holders of certificates evidencing not less than 51% of the voting rights, the trustee shall, terminate all of the rights and obligations of the master
servicer under the pooling and servicing agreement relating to the trust fund and in and to the mortgage assets, other than any retained interest of the master servicer, whereupon the trustee
will succeed to all of the responsibilities, duties and liabilities of the master servicer under the agreement and will be entitled to similar compensation arrangements.  If the trustee is
prohibited by law from obligating itself to make advances regarding delinquent mortgage assets, then the trustee will not be so obligated.

                If the trustee is unwilling or unable so to act, it may or, at the written request of the holders of certificates entitled to at least 51% of the voting rights, it shall appoint, or petition a
court of competent jurisdiction for the appointment of, a loan servicing institution acceptable to the rating agency with a minimum net worth at the time of the appointment as is set forth in
the pooling and servicing agreement, to act as successor to the master servicer under the agreement.  Pending the appointment of a successor, the trustee is obligated to act in the capacity
of master servicer.  The trustee and any successor master servicer may agree upon the servicing compensation to be paid, which in no event may be greater than the compensation payable
to the master servicer under the related agreement.
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                No certificateholder will have the right under any pooling and servicing agreement to institute any proceeding under the agreement unless:

            •              the certificateholder previously has given to the trustee written notice of default,

            •              the holders of certificates evidencing not less than 25% of the voting rights have made written request upon the trustee to institute the proceeding in its own name as
trustee thereunder,

            •              have offered to the trustee reasonable indemnity, and

            •              the trustee for fifteen days has neglected or refused to institute a proceeding.  The trustee, however, is under no obligation to exercise any of the trusts or powers vested in
it by any pooling and servicing agreement or to make any investigation of matters arising thereunder or to institute, conduct or defend any litigation at the request,
order or direction of any of the holders of certificates covered by the agreement, unless the certificateholders have offered to the trustee reasonable security or
indemnity against the costs, expenses and liabilities which may be incurred.

                Servicing Agreement

                A servicing default under the related servicing agreement will include each of the following unless otherwise provided in the related prospectus supplement:

            •              any failure by the master servicer to make a required deposit to the collection account or, if the master servicer is so required, to distribute to the holders of any class of
notes or equity certificates of the series any required payment which continues unremedied for a specified number of business days after the giving of written
notice of the failure to the master servicer by the trustee or the issuer;

            •              any failure by the master servicer duly to observe or perform in any material respect any other of its covenants or agreements in the servicing agreement with respect to
the series of notes which continues unremedied for a specified number of days after the giving of written notice of the failure to the master servicer by the trustee
or the issuer;

            •              events of insolvency, readjustment of debt, marshalling of assets and liabilities or similar proceedings regarding the master servicer and actions by the master servicer
indicating its insolvency or inability to pay its obligations and

            •              any other servicing default as set forth in the servicing agreement.

                So long as a servicing default remains unremedied, either the depositor or the trustee may, by written notification to the master servicer and to the issuer or the trustee or trust
fund, as applicable, terminate all of the rights and obligations of the master servicer under the servicing agreement, other than any right of the master servicer as noteholder or as holder of
the equity certificates and other than the right to receive servicing compensation and expenses for servicing the mortgage loans during any period prior to the date of the termination.  Upon
termination of the master servicer the trustee will succeed to all responsibilities, duties and liabilities of the master servicer under the servicing agreement, other than the obligation to
repurchase mortgage loans, and will be entitled to similar compensation arrangements.  If the trustee would be obligated to succeed the master servicer but is unwilling to so act, it may
appoint, or if it is unable to so act, it shall appoint, or petition a court of competent jurisdiction for the appointment of an approved mortgage servicing institution with a net worth of at
least $1,000,000 to act as successor to the master servicer under the servicing agreement.  Pending the appointment of a successor, the trustee is obligated to act in the capacity of master
servicer.  The trustee and the successor may agree upon the servicing compensation to be paid, which in no event may be greater than the compensation to the initial master servicer under
the servicing agreement.
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                Indenture

                An event of default under the indenture will include each of the following unless otherwise provided in the related prospectus supplement:

            •              a default for a specified number of days or more in the payment of any principal of or interest on any note of the series;

            •              failure to perform any other covenant of the depositor or the trust fund in the indenture which continues for a specified number of days after notice of failure is given in
accordance with the procedures described in the related prospectus supplement;

            •              any representation or warranty made by the depositor or the trust fund in the indenture or in any related certificate or other writing having been incorrect in a material
respect as of the time made, and the breach is not cured within a specified number of days after notice of breach is given in accordance with the procedures
described in the related prospectus supplement;

            •              events of bankruptcy, insolvency, receivership or liquidation of the depositor or the issuer; or

            •              any other event of default provided with respect to notes of that series.

                If an event of default with respect to the notes of any series occurs and is continuing, the trustee or the holders of a majority of the then aggregate outstanding amount of the notes
of the series may declare the principal amount, or, if the notes of that series are Accrual Securities, the portion of the principal amount as may be specified in the terms of that series, as
provided in the related prospectus supplement, of all the notes of the series to be due and payable immediately.  That declaration may, under the circumstances set forth in the indenture, be
rescinded and annulled by the holders of a majority in aggregate outstanding amount of the related notes.

                If following an event of default with respect to any series of notes, the notes of the series have been declared to be due and payable, the trustee may, in its discretion,
notwithstanding the acceleration, elect to maintain possession of the collateral securing the notes of the series and to continue to apply payments on the collateral as if there had been no
declaration of acceleration if the collateral continues to provide sufficient funds for the payment of principal of and interest on the notes of the series as they would have become due if
there had not been a declaration.  In addition, the trustee may not sell or otherwise liquidate the collateral securing the notes of a series following an event of default, unless

            •              the holders of 100% of the then aggregate outstanding amount of the notes of the series consent to the sale,

            •              the proceeds of the sale or liquidation are sufficient to pay in full the principal of and accrued interest, due and unpaid, on the outstanding notes of the series at the date of
the sale, or

            •              the trustee determines that the collateral would not be sufficient on an ongoing basis to make all payments on the notes as the payments would have become due if the
notes had not been declared due and payable, and the trustee obtains the consent of the holders of 66 2/3% of the then aggregate outstanding amount of the notes
of the series.

                If the trustee liquidates the collateral in connection with an event of default, the indenture may provide that the trustee will have a prior lien on the proceeds of any liquidation for
unpaid fees and expenses.  As a result, upon the occurrence of an event of default, the amount available for payments to the noteholders would be less than would otherwise be the case. 
However, the trustee may not institute a proceeding for the enforcement of its lien except in connection with a proceeding for the enforcement of the lien of the indenture for the benefit of
the noteholders after the occurrence of an event of default.
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                If the principal of the notes of a series is declared due and payable, the holders of those notes issued at a discount from par may be entitled to receive no more than an amount
equal to the unpaid principal amount of the note less the amount of the discount that is unamortized.

                No noteholder or holder of an equity certificate generally will have any right under an owner trust agreement or indenture to institute any proceeding with respect to the
agreement unless:

            •              the holder previously has given to the trustee written notice of default and the default is continuing,

            •              the holders of notes or equity certificates of any class evidencing not less than 25% of the aggregate percentage interests constituting the class (1) have made written
request upon the trustee to institute a proceeding in its own name as trustee thereunder and (2) have offered to the trustee reasonable indemnity,

            •              the trustee has neglected or refused to institute a proceeding for 60 days after receipt of the request and indemnity, and

            •              no direction inconsistent with the written request has been given to the trustee during the 60 day period by the holders of a majority of the note balances of the class. 
However, the trustee will be under no obligation to exercise any of the trusts or powers vested in it by the applicable agreement or to institute, conduct or defend
any litigation at the request, order or direction of any of the holders of notes or equity certificates covered by the agreement, unless the holders have offered to the
trustee reasonable security or indemnity against the costs, expenses and liabilities which may be incurred therein or thereby.

Amendment of the Governing Agreements

                With respect to each series of certificates, each related pooling and servicing agreement or trust agreement may be amended by the depositor, the master servicer, and the trustee,
upon consent of any credit support provider, without the consent of any of the holders of certificates covered by the agreement, to cure any ambiguity, to correct, modify or supplement any
provision in the agreement, or to make any other provisions with respect to matters or questions arising under the agreement which are not inconsistent with the provisions of the
agreement, provided that the action will not adversely affect in any material respect the interests of any holder of certificates covered by the agreement.  Each agreement may also be
amended by the depositor, the master servicer, if any, and the trustee, with the consent of the holders of certificates evidencing not less than 66% of the voting rights, for any purpose, but
no amendment may

            •              reduce in any manner the amount of or delay the timing of, payments received on trust fund assets which are required to be distributed on any certificate without the
consent of the holder of the certificate,

            •              adversely affect in any material respect the interests of the holders of any class of certificates in a manner other than as described in the preceding bullet point, without the
consent of the holders of certificates of that class evidencing not less than 66% of the aggregate voting rights of that class, or

            •              reduce the percentage of voting rights required by the preceding bullet point for the consent to any amendment without the consent of the holders of all certificates
covered by the agreement then outstanding.
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                However, with respect to any series of certificates as to which a REMIC election is to be made, the trustee will not consent to any amendment of the agreement unless it shall
first have received an opinion of counsel to the effect that the amendment will not cause the trust fund to fail to qualify as a REMIC at any time that the related certificates are outstanding. 
The voting rights evidenced by any certificate will be the portion of the voting rights of all of the certificates in the related series allocated in the manner described in the related prospectus
supplement.

                With respect to each series of notes, each related servicing agreement or indenture may be amended by the parties to the agreement without the consent of any of the holders of
the notes covered by the agreement, to cure any ambiguity, to correct, modify or supplement any provision in the agreement, or to make any other provisions with respect to matters or
questions arising under the agreement which are not inconsistent with the provisions of the agreement, provided that the action will not adversely affect in any material respect the interests
of any holder of notes covered by the agreement.  Each agreement may also be amended by the parties to the agreement with the consent of the holders of notes evidencing not less than
66% of the voting rights, for any purpose, but that no amendment may

            •              reduce in any manner the amount of or delay the timing of, payments received on trust fund assets which are required to be distributed on any note without the consent of
the holder of that note,

            •              adversely affect in any material respect the interests of the holders of any class of notes in a manner other than as described in the preceding bullet point, without the
consent of the holders of notes of that class evidencing not less than 66% of the aggregate voting rights of that class, or

            •              reduce the percentage of voting rights required by the preceding bullet point for the consent to any amendment without the consent of the holders of all notes covered by
the agreement then outstanding.  The voting rights evidenced by any note will be the portion of the voting rights of all of the notes in the related series allocated
in the manner described in the related prospectus supplement.

Termination of the Trust Fund and Disposition of Trust Fund Assets

                The obligations created by the related agreements for each series of securities will terminate upon the payment to securityholders of that series of all amounts held in the
distribution account or by the master servicer and required to be paid to them under the agreements following the earlier of

            •              the final payment or other liquidation of the last asset included in the related trust fund or the disposition of all underlying property subject to the trust fund assets acquired
upon foreclosure of the trust fund assets, and

            •              the purchase of all of the assets of the trust fund by the party entitled to effect the termination, under the circumstances and in the manner set forth in the related
prospectus supplement.

                In no event, however, will the trust created by the related agreements continue beyond the date specified in the related agreement.  Written notice of termination of the related
agreements will be given to each securityholder, and the final distribution will be made only upon surrender and cancellation of the securities at an office or agency appointed by the trustee
which will be specified in the notice of termination.

                Any purchase of assets of the trust fund in connection with a termination, will be made at the price set forth in the related prospectus supplement which in most cases will be
equal to the lesser of:
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            •              the sum of (a) 100% of the stated principal balance of each mortgage asset as of the day of the purchase plus accrued interest thereon at the applicable interest rate net of
the rates at which the servicing fee and the retained interest, if any, are calculated to the first day of the month following the purchase plus (b) the appraised value
of any underlying property subject to the mortgage assets acquired for the benefit of securityholders, and

            •              the aggregate fair market value of all of the assets in the trust fund, as determined by the trustee, the master servicer, and, if different than both such persons, the person
entitled to effect the termination, in each case taking into account accrued interest at the applicable interest rate net of the rates at which the retained interest, if
any, are calculated to the first day of the month following the purchase.

                The exercise of an optimal termination right will effect early retirement of the securities of that series, but the right of the person entitled to effect the termination is subject to the
aggregate principal balance of the outstanding trust fund assets for the series at the time of purchase being less than the percentage of the aggregate principal balance of the trust fund assets
at the cut−off date for that series specified in the related prospectus supplement, which percentage will be between 25% and 0%.

                In addition to the repurchase of the assets in the related trust fund at the Clean−up Call, if so specified in the related prospectus supplement, a holder of a non−offered class of
securities described in the preceding paragraph will have the right, solely at its discretion, to terminate the related trust fund on any distribution date after the 12th distribution date
following the date of initial issuance of the related series of securities and until the date as the Clean−up Call becomes exercisable and thereby effect early retirement of the securities of the
series.  Any call of this type will be of the entire trust fund at one time; multiple calls with respect to any series of securities will not be permitted.  If the call option is exercised, the Call
Class must remit to the trustee a price equal to 100% of the principal balance of the securities offered hereby as of the day of the purchase plus accrued interest thereon at the applicable
security interest rate during the related period on which interest accrues on the securities which the trustee will distribute to securityholders.  If funds to terminate are not deposited with the
related trustee, the securities will remain outstanding.  There will not be any additional remedies available to securityholders.  In addition, in the case of a trust fund for which a REMIC
election or elections have been made, an early termination will constitute a “qualified liquidation” under Section 860F of the Code.  In connection with a call by the Call Class, the final
payment to the securityholders will be made upon surrender of the related securities to the trustee.  Once the securities have been surrendered and paid in full, there will not be any
continuing liability from the securityholders or from the trust fund to securityholders.

Optional Purchase by the Master Servicer of Defaulted Mortgage Loans

                The master servicer under the related servicing agreement may have the option to purchase from the trust fund any mortgage asset 90 days or more delinquent at a purchase price
generally equal to the outstanding principal balance of the delinquent mortgage asset as of the date of purchase, plus all accrued and unpaid interest on that principal balance.

Duties of the Trustee

                The trustee makes no representations as to the validity or sufficiency of any agreement, the securities or any mortgage loan or related document and is not accountable for the use
or application by or on behalf of the master servicer of any funds paid to the master servicer or its designee in respect of the securities or the mortgage loans, or deposited into or withdrawn
from the collection account or any other account by or on behalf of the master servicer.  If no event of default has occurred and is continuing, the trustee is required to perform only those
duties specifically required under the related agreement.  However, upon receipt of the various certificates, reports or other instruments required to be furnished to it, the trustee is required
to examine the documents and to determine whether they conform to the requirements of the related agreement.

48

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 229 of 303



Description of the Trustee

                The trustee or indenture trustee, each referred to as the trustee, under each pooling and servicing agreement, trust agreement or indenture will be named in the related prospectus
supplement.  The owner trustee for each series of notes will be named in the related prospectus supplement.  The commercial bank, national banking association or trust company serving
as trustee or owner trustee may have normal banking relationships with the depositor and its affiliates and with the master servicer and its affiliates.

Description of Credit Support

                For any series of securities, credit support may be provided with respect to one or more classes thereof or the related mortgage assets.  Credit support may be in the form of the
subordination of one or more classes to other classes in a series of securities, letters of credit, insurance policies, surety bonds, guarantees, the establishment of one or more reserve funds,
cross−collateralization, overcollateralization or another method of credit support described in the related prospectus supplement, or any combination of the foregoing.  If so provided in the
related prospectus supplement, any form of credit support may be structured so as to be drawn upon by more than one series of securities.

                The credit support provided for a series of securities will in most cases not provide protection against all risks of loss and will not guarantee repayment of the entire principal
balance of the securities and interest thereon.  If losses or shortfalls occur that exceed the amount covered by credit support or that are not covered by credit support, securityholders will
bear their allocable share of deficiencies.  Also, if a form of credit support covers more than one pool of mortgage assets in a trust fund or more than one series of securities, holders of
securities evidencing interests in any of the covered pools or covered trusts will be subject to the risk that the credit support will be exhausted by the claims of other covered pools or
covered trusts prior to that covered pool or covered trust receiving any of its intended share of the coverage.

                If credit support is provided with respect to one or more classes of securities of a series, or the related mortgage assets, the related prospectus supplement will include a
description of

            •              the nature and amount of coverage under such credit support,

            •              any conditions to payment thereunder not otherwise described in this prospectus,

            •              the conditions under which the amount of coverage under the credit support may be reduced, terminated or replaced, and,

            •              the material provisions relating to the credit support.

                Additionally, the related prospectus supplement will set forth certain information with respect to the credit support provider, including:

            •              a brief description of its principal business activities,

            •              its principal place of business, place of incorporation and the jurisdiction under which it is chartered or licensed to do business,

            •              if applicable, the identity of regulatory agencies that exercise primary jurisdiction over the conduct of its business, and

            •              its total assets and its stockholders’ or policyholders’ surplus, if applicable, as of the date specified in the prospectus supplement.
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                A copy of the policy or agreement, as applicable, governing the applicable credit support will be filed with the Commission as an exhibit to a Current Report on Form 8−K to be
filed within 15 days of issuance of the related series.

Subordination

                One or more classes of securities may be subordinate securities.  In the event of any realized losses on mortgage assets not in excess of the limitations described in the following
paragraph, the rights of the subordinate securityholders to receive distributions with respect to the mortgage loans will be subordinate to the rights of the senior securityholders to the extent
described in the related prospectus supplement.

                All realized losses will be allocated to the subordinate securities of the related series, or, if the series includes more than one class of subordinate securities, to the outstanding
class of subordinate securities having the first priority for allocation of realized losses and then to additional outstanding classes of subordinate securities, if any, until the principal balance
of the applicable subordinate securities has been reduced to zero.  Any additional realized losses will be allocated to the senior securities or, if the series includes more than one class of
senior securities, either on a pro rata basis among all of the senior securities in proportion to their respective outstanding principal balances or as otherwise provided in the related
prospectus supplement.  However, with respect to realized losses that are attributable to physical damage to mortgaged properties of a type that is not covered by standard hazard insurance
policies, the amount thereof that may be allocated to the subordinate securities of the related series may be limited to an amount specified in the related prospectus supplement.  If so, any
realized losses of this type in excess of the amount allocable to the subordinate securities will be allocated among all outstanding classes of securities of the related series, on a pro rata
basis in proportion to their respective outstanding principal balances, regardless of whether any subordinate securities remain outstanding, or as otherwise provided in the related
prospectus supplement.  Any allocation of a realized loss to a security will be made by reducing the principal balance thereof as of the distribution date following the Prepayment Period in
which the realized loss was incurred.

                As set forth under “Description of the Securities—Distributions on the Securities—Distributions of Principal of the Securities,” the rights of holders of the various classes of
securities of any series to receive distributions of principal and interest is determined by the aggregate principal balance of each class.

                The principal balance of any security will be reduced by all amounts previously distributed on that security in respect of principal, and by any realized losses allocated to that
security.  If there were no realized losses or prepayments of principal on any of the mortgage loans, the respective rights of the holders of securities of any series to future distributions
would not change.  However, to the extent so provided in the related prospectus supplement, holders of senior securities may be entitled to receive a disproportionately larger amount of
prepayments received, which will have the effect of accelerating the amortization of the senior securities and increasing the respective percentage interest in future distributions evidenced
by the subordinate securities in the related trust fund, with a corresponding decrease in the senior percentage, as well as preserving the availability of the subordination provided by the
subordinate securities.  In addition, as set forth in the paragraph above, realized losses will be first allocated to subordinate securities by reduction of the principal balance thereof, which
will have the effect of increasing the respective interest in future distributions evidenced by the senior securities in the related trust fund.

                If so provided in the related prospectus supplement, amounts otherwise payable on any distribution date to holders of subordinate securities may be deposited into a reserve fund. 
Amounts held in any reserve fund may be applied as described below under “—Reserve Fund” and in the related prospectus supplement.

                With respect to any Senior/Subordinate Series, the terms and provisions of the subordination may vary from those described in the preceding paragraphs and any variation will be
described in the related prospectus supplement.

                If so provided in the related prospectus supplement, the credit support for the senior securities of a Senior/Subordinate Series may include, in addition to the subordination of the
subordinate securities of the series and the establishment of a reserve fund, any of the other forms of credit support described in this prospectus supplement.  If any of the other forms of
credit support described below is maintained solely for the benefit of the senior securities of a Senior/Subordinate Series, then that coverage described may be limited to the extent
necessary to make required distributions on the senior securities or as otherwise specified in the related prospectus supplement.  If so provided in the related prospectus supplement, the
obligor on any other forms of credit support maintained for the benefit of the senior securities of a Senior/Subordinate Series may be reimbursed for amounts paid thereunder out of
amounts otherwise payable on the subordinate securities.
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Letter of Credit

                As to any series of securities to be covered by a letter of credit, the issuer of the letter of credit will deliver to the trustee an irrevocable letter of credit.  The master servicer or
trustee will exercise its best reasonable efforts to keep or cause to be kept the letter of credit in full force and effect, unless coverage thereunder has been exhausted through payment of
claims.  The fees for the letter of credit will be paid as described in the related prospectus supplement.

                The master servicer or the trustee will make or cause to be made draws on the letter of credit issuer under each letter of credit.  Subject to any differences as will be described in
the related prospectus supplement, letters of credit may cover all or any of the following amounts, in each case up to a maximum amount set forth in the letter of credit:

                                (1)           For any mortgage asset that became a liquidated asset during the related Prepayment Period, other than mortgage assets as to which amounts paid or payable
under any related hazard insurance instrument, including the letter of credit as described in (2) below, are not sufficient either to restore the mortgaged property or to pay the
outstanding principal balance of the mortgage asset plus accrued interest, an amount which, together with all Liquidation Proceeds, Insurance Proceeds, and other collections
on the liquidated loan, net of amounts payable or reimbursable therefrom to the master servicer for related unpaid servicing fees and unreimbursed advances and servicing
expenses, will equal the sum of (A) the unpaid principal balance of the liquidated asset, plus accrued interest at the applicable interest rate net of the rates at which the
servicing fee and retained interest are calculated, plus (B) the amount of related servicing expenses, if any, not reimbursed to the master servicer from Liquidation Proceeds,
Insurance Proceeds and other collections on the liquidation asset, which shall be paid to the master servicer;

                (2)           For each mortgage asset that is delinquent and as to which the mortgaged property has suffered damage, other than physical damage caused by hostile or
warlike action in time of war or peace, by any weapons of war, by any insurrection or rebellion, or by any nuclear reaction or nuclear radiation or nuclear contamination
whether controlled or uncontrolled, or by any action taken by any governmental authority in response to any of the foregoing, and for which any amounts paid or payable
under the related primary hazard insurance policy or any special hazard insurance policy are not sufficient to pay either of the following amounts, an amount which, together
with all Insurance Proceeds paid or payable under the related primary hazard insurance policy or any special hazard insurance policy, net, if the proceeds are not to be applied
to restore the mortgaged property, of all amounts payable or reimbursable therefrom to the master servicer for related unpaid servicing fees and unreimbursed advances and
servicing expenses, will be equal to the lesser of (A) the amount required to restore the mortgaged property and (B) the sum of (1) the unpaid principal balance of the
mortgage asset plus accrued interest at the applicable interest rate net of the rates at which the servicing fees and retained interest, if any, are calculated, plus (2) the amount of
related servicing expenses, if any, not reimbursed to the master servicer from Insurance Proceeds paid under the related primary hazard insurance policy or any special hazard
insurance policy; and

                (3)           For any mortgage asset that has been subject to bankruptcy proceedings, the amount of any debt service reduction or the amount by which the principal
balance of the mortgage asset has been reduced by the related bankruptcy court.

                If the related prospectus supplement so provides, upon payment by the letter of credit issuer with respect to a liquidated asset, or a payment of the full amount owing on a
mortgage asset as to which the mortgaged property has been damaged, as described in (2)(B) above, the liquidated asset will be removed from the related trust fund in accordance with the
terms set forth in the related prospectus supplement and will no longer be subject to the agreement.  Unless otherwise provided in the related prospectus supplement, mortgage assets that
have been subject to bankruptcy proceedings, or as to which payment under the letter of credit has been made for the purpose of restoring the related mortgaged property, as described in
(2)(A) above, will remain part of the related trust fund.  The maximum dollar coverages provided under any letter of credit will each be reduced to the extent of related unreimbursed draws
thereunder.
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                In the event that the issuer that has issued a letter of credit ceases to be duly organized, or its debt obligations are rated lower than the highest rating on any class of the securities
on the date of issuance by the rating agency or agencies, the master servicer or trustee will use its best reasonable efforts to obtain or cause to be obtained, as to each letter of credit, a
substitute letter of credit issued by an issuer that meets these requirements and providing the same coverage; provided, however, that, if the fees charged or collateral required by the
successor issuer shall be more than the fees charged or collateral required by the predecessor issuer, each component of coverage thereunder may be reduced proportionately to a level as
results in the fees and collateral being not more than the fees then charged and collateral then required by the predecessor issuer.

Mortgage Pool Insurance Policy

                As to any series of securities to be covered by a mortgage pool insurance policy with respect to any realized losses on liquidated loans, the master servicer will exercise its best
reasonable efforts to maintain or cause to be maintained the mortgage pool insurance policy in full force and effect, unless coverage thereunder has been exhausted through payment of
claims.  The premiums for each mortgage pool insurance policy will be paid as described in the related prospectus supplement.

                The master servicer will present or cause to be presented claims to the insurer under each mortgage pool insurance policy.  Mortgage pool insurance policies, however, are not
blanket policies against loss, since claims thereunder may be made only upon satisfaction of certain conditions, as described in the next paragraph and, if applicable, in the related
prospectus supplement.

                Mortgage pool insurance policies do not cover losses arising out of the matters excluded from coverage under the primary mortgage insurance policy, or losses due to a failure to
pay or denial of a claim under a primary mortgage insurance policy, irrespective of the reason therefor.

                Mortgage pool insurance policies in general provide that no claim may validly be presented thereunder with respect to a mortgage loan unless:

            •              an acceptable primary mortgage insurance policy, if the initial loan−to−value ratio of the mortgage loan exceeded 80%, has been kept in force until the loan−to−value
ratio is reduced to 80%;

            •              premiums on the primary hazard insurance policy have been paid by the insured and real estate taxes and foreclosure, protection and preservation expenses have been
advanced by or on behalf of the insured, as approved by the insurer;

            •              if there has been physical loss or damage to the mortgaged property, it has been restored to its physical condition at the time the mortgage loan became insured under the
mortgage pool insurance policy, subject to reasonable wear and tear; and

            •              the insured has acquired good and merchantable title to the mortgaged property, free and clear of all liens and encumbrances, except permitted encumbrances, including
any right of redemption by or on behalf of the mortgagor, and if required by the insurer, has sold the property with the approval of the insurer.

                Assuming the satisfaction of these conditions, the insurer has the option to either (a) acquire the property securing the defaulted mortgage loan for a payment equal to the
principal balance of the defaulted mortgage loan plus accrued and unpaid interest at the interest rate on the mortgage loan to the date of acquisition and expenses described above advanced
by or on behalf of the insured, on condition that the insurer must be provided with good and merchantable title to the mortgaged property, unless the property has been conveyed under the
terms of the applicable primary mortgage insurance policy, or (b) pay the amount by which the sum of the principal balance of the defaulted mortgage loan and accrued and unpaid interest
at the interest rate to the date of the payment of the claim and the expenses exceed the proceeds received from a sale of the mortgaged property which the insurer has approved.  In both (a)
and (b), the amount of payment under a mortgage pool insurance policy will be reduced by the amount of the loss paid under the primary mortgage insurance policy.
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                Unless earlier directed by the insurer, a claim under a mortgage pool insurance policy must be filed (a) in the case when a primary mortgage insurance policy is in force, within a
specified number of days (typically, 60 days) after the claim for loss has been settled or paid thereunder, or after acquisition by the insured or a sale of the property approved by the insurer,
whichever is later, or (b) in the case when a primary mortgage insurance policy is not in force, within a specified number of days (typically, 60 days) after acquisition by the insured or a
sale of the property approved by the insurer.  A claim must be paid within a specified period (typically, 30 days) after the claim is made by the insured.

                The amount of coverage under each mortgage pool insurance policy will generally be reduced over the life of the securities of any series by the aggregate dollar amount of claims
paid less the aggregate of the net amounts realized by the insurer upon disposition of all acquired properties.  The amount of claims paid includes certain expenses incurred by the master
servicer as well as accrued interest on delinquent mortgage loans to the date of payment of the claim.  Accordingly, if aggregate net claims paid under a mortgage pool insurance policy
reach the applicable policy limit, coverage thereunder will be exhausted and any further losses will be borne by securityholders of the related series.  See “Legal Aspects of Mortgage
Assets—Foreclosure on Mortgages” and “—Repossession with Respect to Manufactured Housing Contracts.”

                If an insurer under a mortgage pool insurance policy ceases to be a private mortgage guaranty insurance company duly qualified as such under applicable laws and approved as
an insurer by Freddie Mac or Fannie Mae and having a claims−paying ability acceptable to the rating agency or agencies, the master servicer will use its best reasonable efforts to obtain or
cause to be obtained from another qualified insurer a replacement insurance policy comparable to the mortgage pool insurance policy with a total coverage equal to the then outstanding
coverage of the mortgage pool insurance policy; provided, however, that if the cost of the replacement policy is greater than the cost of the original mortgage pool insurance policy, the
coverage of the replacement policy may be reduced to the level that its premium rate does not exceed the premium rate on the original mortgage pool insurance policy.  However, if the
insurer ceases to be a qualified insurer solely because it ceases to be approved as an insurer by Freddie Mac or Fannie Mae, the master servicer will review, or cause to be reviewed, the
financial condition of the insurer with a view towards determining whether recoveries under the mortgage pool insurance policy are jeopardized for reasons related to the financial
condition of the insurer.  If the master servicer determines that recoveries are so jeopardized, it will exercise its best reasonable efforts to obtain from another qualified insurer a
replacement policy, subject to the same cost limitation.

                Because each mortgage pool insurance policy will require that the property subject to a defaulted mortgage loan be restored to its original condition prior to claiming against the
insurer, the policy will not provide coverage against hazard losses.  As set forth in the immediately following paragraph, the primary hazard insurance policies covering the mortgage loans
typically exclude from coverage physical damage resulting from a number of causes and, even when the damage is covered, may afford recoveries that are significantly less than the full
replacement cost of the losses.  Further, a special hazard insurance policy, or a letter of credit that covers special hazard realized losses, will not cover all risks, and the coverage thereunder
will be limited in amount.  These hazard risks will, as a result, be uninsured and will therefore be borne by securityholders.

Special Hazard Insurance Policy

                As to any series of securities to be covered by an insurance instrument that does not cover losses that are attributable to physical damage to the mortgaged properties of a type
that is not covered by standard hazard insurance policies, in other words, special hazard realized losses, the related prospectus supplement may provide that the master servicer will
exercise its best reasonable efforts to maintain or cause to be maintained a special hazard insurance policy in full force and effect covering the special hazard amount, unless coverage
thereunder has been exhausted through payment of claims; provided, however, that the master servicer will be under no obligation to maintain the policy if any insurance instrument
covering the series as to any realized losses on liquidated loans is no longer in effect.  The premiums on each special hazard insurance policy will be paid as described in the related
prospectus supplement.
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                Each special hazard insurance policy will, subject to the limitations described in the next paragraph, protect holders of securities of the related series from

            •              loss by reason of damage to mortgaged properties caused by certain hazards, including earthquakes and mudflows, not insured against under the primary hazard insurance
policies or a flood insurance policy if the property is in a designated flood area, and

            •              loss from partial damage caused by reason of the application of the co−insurance clause contained in the primary hazard insurance policies.

                Special hazard insurance policies usually will not cover losses occasioned by normal wear and tear, war, civil insurrection, governmental actions, errors in design, nuclear or
chemical reaction or contamination, faulty workmanship or materials, flood, if the property is located in a designated flood area, and other risks.

                Subject to the foregoing limitations, each special hazard insurance policy will provide that, when there has been damage to property securing a defaulted mortgage asset acquired
by the insured and to the extent the damage is not covered by the related primary hazard insurance policy or flood insurance policy, the insurer will pay the lesser of:

                (1)           the cost of repair to the property; and

                (2)           upon transfer of the property to the insurer, the unpaid principal balance of the mortgage asset at the time of acquisition of the property by foreclosure,
deed in lieu of foreclosure or repossession, plus accrued interest to the date of claim settlement and expenses incurred by or on behalf of the master servicer with respect to the
property.

                The amount of coverage under the special hazard insurance policy will be reduced by the sum of (a) the unpaid principal balance plus accrued interest and certain expenses paid
by the insurer, less any net proceeds realized by the insurer from the sale of the property, plus (b) any amount paid as the cost of repair of the property.

                Restoration of the property with the proceeds described under clause (1) of the second preceding paragraph will satisfy the condition under an insurance instrument providing
coverage as to credit, or other non−hazard risks, that the property be restored before a claim thereunder may be validly presented with respect to the defaulted mortgage asset secured by
the property.  The payment described under clause (2) of the immediately preceding paragraph will render unnecessary presentation of a claim in respect of the mortgage loan under an
insurance instrument providing coverage as to credit, or other non−hazard risks, as to any realized losses on a liquidated loan.  Therefore, so long as the insurance instrument providing
coverage as to credit, or other non−hazard risks, remains in effect, the payment by the insurer of either of the above alternative amounts will not affect the total insurance proceeds paid to
securityholders, but will affect the relative amounts of coverage remaining under any special hazard insurance policy and any credit insurance instrument.

                The sale of a mortgaged property must be approved by the insurer under any special hazard insurance policy and funds received by the insured in excess of the unpaid principal
balance of the mortgage asset plus interest thereon to the date of sale plus expenses incurred by or on behalf of the master servicer with respect to the property, not to exceed the amount
actually paid by the insurer, must be refunded to the insurer and, to that extent, coverage under the special hazard insurance policy will be restored.  If aggregate claim payments under a
special hazard insurance policy reach the policy limit, coverage thereunder will be exhausted and any further losses will be borne by securityholders.

                A claim under a special hazard insurance policy generally must be filed within a specified number of days, typically 60 days, after the insured has acquired good and
merchantable title to the property, and a claim payment is payable within a specified number of days, typically 30 days, after a claim is accepted by the insurer.  Special hazard insurance
policies provide that no claim may be paid unless primary hazard insurance policy premiums, flood insurance premiums, if the property is located in a federally designated flood area, and,
as approved by the insurer, real estate property taxes, property protection and preservation expenses and foreclosure or repossession costs have been paid by or on behalf of the insured,
and unless the insured has maintained the primary hazard insurance policy and, if the property is located in a federally designated flood area, flood insurance, as required by the special
hazard insurance policy.
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                If a special hazard insurance policy is canceled or terminated for any reason, other than the exhaustion of total policy coverage, the master servicer will use its best reasonable
efforts to obtain or cause to be obtained from another insurer a replacement policy comparable to that special hazard insurance policy with a total coverage that is equal to the then existing
coverage of the replaced special hazard insurance policy; provided, however, that if the cost of the replacement policy is greater than the cost of that special hazard insurance policy, the
coverage of the replacement policy may be reduced to a level so that its premium rate does not exceed the premium rate on that special hazard insurance policy.

                Since each special hazard insurance policy is designed to permit full recoveries as to any realized losses on liquidated loans under a credit insurance instrument in circumstances
in which recoveries would otherwise be unavailable because property has been damaged by a cause not insured against by a primary hazard insurance policy and thus would not be
restored, each agreement governing the trust fund will provide that, if the related credit insurance instrument shall have lapsed or terminated or been exhausted through payment of claims,
the master servicer will be under no further obligation to maintain the special hazard insurance policy.

Bankruptcy Bond

                As to any series of securities to be covered by a bankruptcy bond with respect to actions that may be taken by a bankruptcy court in connection with a mortgage asset, the master
servicer will exercise its best reasonable efforts to maintain or cause to be maintained the bankruptcy bond in full force and effect, unless coverage thereunder has been exhausted through
payment of claims.  The premiums for each bankruptcy bond on will be paid as described in the related prospectus supplement.  Subject to the limit of the dollar amount of coverage
provided, each bankruptcy bond will cover certain losses resulting from an extension of the maturity of a mortgage asset, or a reduction by the bankruptcy court of the principal balance of
or the interest rate on a mortgage asset, and the unpaid interest on the amount of a principal reduction during the pendency of a proceeding under the Bankruptcy Code.  See “Legal
Aspects Of Mortgage Assets—Foreclosure On Mortgages” and “—Repossession With Respect To Manufactured Housing Contracts.”

Financial Guarantee Insurance

                Financial guarantee insurance, if any, with respect to a series of securities will be provided by one or more insurance companies.  The financial guarantee insurance will
guarantee, with respect to one or more classes of securities of a series, timely distributions of interest only, timely distributions of interest and ultimate distribution of principal or timely
distributions of interest and distributions of principal on the basis of a schedule of principal distributions set forth in or determined in the manner specified in the related prospectus
supplement.  If so specified in the related prospectus supplement, the financial guarantee insurance will also guarantee against any payment made to a securityholder that is subsequently
recovered as a voidable preference payment under federal bankruptcy law.  A copy of the financial guarantee insurance policy for a series, if any, will be filed with the Commission as an
exhibit to a Current Report on Form 8−K to be filed with the Commission within 15 days of issuance of the securities of the related series.

Reserve Fund

                If so provided in the related prospectus supplement, there will be deposited in an account, a reserve fund, any combination of cash, one or more irrevocable letters of credit or one
or more permitted investments in specified amounts, or any other instrument satisfactory to the rating agency or agencies, which will be applied and maintained in the manner and under
the conditions specified in the prospectus supplement.  In the alternative or in addition to a deposit, the prospectus supplement for a Senior/Subordinate Series may provide that, a reserve
fund be funded through application of all or a portion of amounts otherwise payable on the subordinate securities.  Amounts in a reserve fund may be distributed to securityholders, or
applied to reimburse the master servicer for outstanding advances, or may be used for other purposes, in the manner specified in the related prospectus supplement.  A reserve fund will
typically not be deemed to be part of the related trust fund.
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                Amounts deposited in any reserve fund for a series will be invested in permitted investments by, or at the direction of, the master servicer or any other person named in the
related prospectus supplement.

Overcollateralization

                If so specified in the related prospectus supplement, interest collections on the mortgage assets may exceed interest payments on the securities for the related distribution date. 
The excess interest may be deposited into a reserve fund or applied as an additional payment of principal on one or more classes of the securities of the related series.  If excess interest is
applied as principal payments on the securities, the effect will be to reduce the principal balance of the securities relative to the outstanding balance of the mortgage loans, thereby creating
overcollateralization and additional protection to the securityholders, as specified in the related prospectus supplement.  If so provided in the related prospectus supplement,
overcollateralization may also be provided on the date of issuance of the securities by the issuance of securities in an initial aggregate principal amount which is less than the aggregate
principal amount of the mortgage assets in the related trust fund.

Cross−Support Features
                If the trust fund assets for a series are divided into separate asset groups, the beneficial ownership of which is evidenced by a separate class or classes of a series, credit support
may be provided by a cross−support feature which requires that distributions be made on senior securities evidencing the beneficial ownership of one asset group prior to distributions on
subordinate securities evidencing the beneficial ownership interest in another asset group within the trust fund.  The related prospectus supplement for a series which includes a
cross−support feature will describe the manner and conditions for applying that cross−support feature.  As to any trust fund that includes a cross−support feature, only assets of the trust
fund will be used to provide cross−support, and cross−support will be provided only to securities issued by the trust fund.  A trust fund will not provide a cross−support feature that
benefits securities issued by any other trust fund, and a trust fund will not receive cross−support from any other trust fund.

Other Financial Obligations Related to the Securities

Swaps and Yield Supplement Agreements

                The trustee on behalf of a trust fund may enter into interest rate swaps and related caps, floors and collars to minimize the risk of securityholders from adverse changes in interest
rates, which are collectively referred to as swaps, and other yield supplement agreements or similar yield maintenance arrangements that do not involve swap agreements or other notional
principal contracts, which are collectively referred to as yield supplement agreements.

                An interest rate swap is an agreement between two parties to exchange a stream of interest payments on an agreed hypothetical or “notional” principal amount.  No principal
amount is exchanged between the counterparties to an interest rate swap.  In the typical swap, one party agrees to pay a fixed rate on a notional principal amount, while the counterparty
pays a floating rate based on one or more reference interest rates including the London Interbank Offered Rate, or LIBOR, a specified bank’s prime rate or U.S. Treasury Bill rates. 
Interest rate swaps also permit counterparties to exchange a floating rate obligation based upon one reference interest rate, such as LIBOR, for a floating rate obligation based upon another
referenced interest rate, such as U.S. Treasury Bill rates.

                Yield supplement agreements may be entered into to supplement the interest rate or other rates on one or more classes of the securities of any series.  Additionally, agreements
relating to other types of derivative products that are designed to provide credit enhancement to the related series may be entered into by a trustee and one or more counterparties.  The
terms of any derivative product agreement and any counterparties will be described in the accompanying prospectus supplement.
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                There can be no assurance that the trustee will be able to enter into or offset swaps or enter into yield supplement agreements or derivative product agreements at any specific
time or at prices or on other terms that are advantageous.  In addition, although the terms of the swaps and yield supplement agreements may provide for termination under various
circumstances, there can be no assurance that the trustee will be able to terminate a swap or yield supplement agreement when it would be economically advantageous to the trust fund to
do so.

Purchase Obligations

                Some types of trust assets and some classes of securities of any series, as specified in the accompanying prospectus supplement, may be subject to a purchase obligation that
would become applicable on one or more specified dates, or upon the occurrence of one or more specified events, or on demand made by or on behalf of the applicable securityholders.  A
purchase obligation may be in the form of a conditional or unconditional purchase commitment, liquidity facility, remarketing agreement, maturity guaranty, put option or demand feature. 
The terms and conditions of each purchase obligation, including the purchase price, timing and payment procedure, will be described in the accompanying prospectus supplement.  A
purchase obligation relating to trust assets may apply to those trust assets or to the related securities.  Each purchase obligation may be a secured or unsecured obligation of the provider
thereof, which may include a bank or other financial institution or an insurance company.  Each purchase obligation will be evidenced by an instrument delivered to the trustee for the
benefit of the applicable securityholders of the related series.  As specified in the accompanying prospectus supplement, each purchase obligation relating to trust assets will be payable
solely to the trustee for the benefit of the securityholders of the related series.  Other purchase obligations may be payable to the trustee or directly to the holders of the securities to which
that obligation relate.

Description of Primary Insurance Policies

                Each mortgage loan will be covered by a primary hazard insurance policy and, if so specified in the prospectus supplement, a primary mortgage insurance policy.

Primary Mortgage Insurance Policies

                Although the terms and conditions of primary mortgage insurance policies differ, each primary mortgage insurance policy will generally cover losses up to an amount equal to
the excess of the unpaid principal amount of a defaulted mortgage loan, plus accrued and unpaid interest thereon and approved expenses, over a specified percentage of the value of the
related mortgaged property.

                As conditions to the filing or payment of a claim under a primary mortgage insurance policy, the insured will typically be required, in the event of default by the borrower, to:

            •              advance or discharge (1) hazard insurance premiums and (2) as necessary and approved in advance by the insurer, real estate taxes, property protection and preservation
expenses and foreclosure and related costs,

            •              in the event of any physical loss or damage to the mortgaged property, have the mortgaged property restored to at least its condition at the effective date of the primary
mortgage insurance policy, ordinary wear and tear excepted, and

            •              tender to the insurer good and merchantable title to, and possession of, the mortgaged property.

                Multifamily loans, commercial loans and mixed−use loans will not be covered by primary mortgage insurance policies, regardless of the related loan−to−value ratio.

Primary Hazard Insurance Policies

                Each servicing agreement will require the master servicer to cause the borrower on each mortgage loan to maintain a primary hazard insurance policy providing for coverage of
the standard form of fire insurance policy with extended coverage customary in the state in which the mortgaged property is located.  The primary hazard coverage will be in general in an
amount equal to the lesser of the principal balance owing on the mortgage loan and the amount necessary to fully compensate for any damage or loss to the improvements on the
mortgaged property on a replacement cost basis, but in either case not less than the amount necessary to avoid the application of any co−insurance clause contained in the hazard insurance
policy.  The ability of the master servicer to assure that hazard insurance proceeds are appropriately applied may be dependent upon its being named as an additional insured under any
primary hazard insurance policy and under any flood insurance policy referred to in the paragraph below, and upon the borrower furnishing information to the master servicer in respect of
a claim.  All amounts collected by the master servicer under any primary hazard insurance policy, except for amounts to be applied to the restoration or repair of the mortgaged property or
released to the borrower in accordance with the master servicer’s normal servicing procedures, and subject to the terms and conditions of the related Mortgage and mortgage note, will be
deposited in the collection account.  The agreement will provide that the master servicer may satisfy its obligation to cause each borrower to maintain a hazard insurance policy by the
master servicer’s maintaining a blanket policy insuring against hazard losses on the mortgage loans.  If the blanket policy contains a deductible clause, the master servicer will deposit in
the collection account all sums that would have been deposited in the collection account but for that clause.  The master servicer also is required to maintain a fidelity bond and errors and
omissions policy with respect to its officers and employees that provides coverage against losses that may be sustained as a result of an officer’s or employee’s misappropriation of funds
or errors and omissions in failing to maintain insurance, subject to limitations as to amount of coverage, deductible amounts, conditions, exclusions and exceptions.
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                In general, the standard form of fire and extended coverage policy covers physical damage to or destruction of the improvements of the property by fire, lightning, explosion,
smoke, windstorm and hail, and riot, strike and civil commotion, subject to the conditions and exclusions specified in each policy.  Although the policies relating to the mortgage loans will
be underwritten by different insurers under different state laws in accordance with different applicable state forms, and therefore will not contain identical terms and conditions, the basic
terms thereof are dictated by respective state laws, and most hazard insurance policies typically do not cover any physical damage resulting from the following:  war, revolution,
governmental actions, floods and other water−related causes, earth movement, including earthquakes, landslides and mudflows, nuclear reactions, wet or dry rot, vermin, rodents, insects or
domestic animals, theft and, in some cases, vandalism.  This list is merely indicative of the kinds of uninsured risks and is not intended to be all−inclusive.  When a mortgaged property is
located at origination in a federally designated flood area and flood insurance is available, each agreement will require the master servicer to cause the borrower to acquire and maintain
flood insurance in an amount equal in general to the lesser of (1) the amount necessary to fully compensate for any damage or loss to the improvements which are part of the mortgaged
property on a replacement cost basis and (2) the maximum amount of insurance available under the federal flood insurance program, whether or not the area is participating in the program.

                The hazard insurance policies covering the mortgaged properties typically contain a co−insurance clause that in effect requires the insured at all times to carry insurance of a
specified percentage, generally 80% to 90%, of the full replacement value of the improvements on the property in order to recover the full amount of any partial loss.  If the insured’s
coverage falls below this specified percentage, the co−insurance clause generally provides that the insurer’s liability in the event of partial loss does not exceed the lesser of (1) the
replacement cost of the improvements less physical depreciation and (2) the proportion of the loss as the amount of insurance carried bears to the specified percentage of the full
replacement cost of the improvements.

                The master servicer will not require that a hazard or flood insurance policy be maintained for any cooperative loan.  Generally, the cooperative is responsible for maintenance of
hazard insurance for the property owned by the cooperative, and the tenant−stockholders of that cooperative do not maintain individual hazard insurance policies.  However, if a
cooperative and the related borrower on a cooperative note do not maintain hazard insurance or do not maintain adequate coverage or any insurance proceeds are not applied to the
restoration of the damaged property, damage to the related borrower’s cooperative apartment or the cooperative’s building could significantly reduce the value of the collateral securing the
cooperative note.

                Since the amount of hazard insurance the master servicer will cause to be maintained on the improvements securing the mortgage loans declines as the principal balances owing
thereon decrease, and since residential, commercial and mixed−use properties have historically appreciated in value over time, hazard insurance proceeds collected in connection with a
partial loss may be insufficient to restore fully the damaged property.  The terms of the mortgage loans provide that borrowers are required to present claims to insurers under hazard
insurance policies maintained on the mortgaged properties.  The master servicer, on behalf of the trustee and securityholders, is obligated to present or cause to be presented claims under
any blanket insurance policy insuring against hazard losses on mortgaged properties.  However, the ability of the master servicer to present or cause to be presented these claims is
dependent upon the extent to which information in this regard is furnished to the master servicer by borrowers.
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FHA Insurance

                The Federal Housing Administration is responsible for administering various federal programs, including mortgage insurance, authorized under The Housing Act and the United
States Housing Act of 1937, as amended.  If so provided in the related prospectus supplement, a number of the mortgage loans will be insured by the FHA.

                There are two primary FHA insurance programs that are available for multifamily mortgage loans.  Sections 221(d)(3) and (d)(4) of the Housing Act allow HUD to insure
mortgage loans that are secured by newly constructed and substantially rehabilitated multifamily rental projects.  Section 244 of the Housing Act provides for co−insurance of such
mortgage loans made under Sections 221 (d)(3) and (d)(4) by HUD/FHA and a HUD−approved co−insurer.  Generally the term of such a mortgage loan may be up to 40 years and the ratio
of the loan amount to property replacement cost can be up to 90%.

                Section 223(f) of the Housing Act allows HUD to insure mortgage loans made for the purchase or refinancing of existing apartment projects which are at least three years old. 
Section 244 also provides for co−insurance of mortgage loans made under Section 223(f).  Under Section 223(f), the loan proceeds cannot be used for substantial rehabilitation work, but
repairs may be made for up to, in general, the greater of 15% of the value of the project or a dollar amount per apartment unit established from time to time by HUD.  In general the loan
term may not exceed 35 years and a loan to value ratio of no more than 85% is required for the purchase of a project and 70% for the refinancing of a project.

                HUD has the option, in most cases, to pay insurance claims in cash or in debentures issued by HUD.  Presently, claims are being paid in cash, and claims have not been paid in
debentures since 1965.  HUD debentures issued in satisfaction of FHA insurance claims bear interest at the applicable HUD debenture interest rate.

                The master servicer will be required to take steps as are reasonably necessary to keep FHA insurance in full force and effect.

                Some of the mortgage loans contained in a trust fund may be Title I loans as described below and in the related prospectus supplement.  The regulations, rules and procedures
promulgated by the FHA under Title I contain the requirements under which lenders approved for participation in the Title I Program may obtain insurance against a portion of losses
incurred with respect to eligible loans that have been originated and serviced in accordance with FHA regulations, subject to the amount of insurance coverage available in such Title I
lender’s FHA reserve, as described below and in the related prospectus supplement.  In general, an insurance claim against the FHA may be denied or surcharged if the Title I loan to
which it relates does not strictly satisfy the requirements of the National Housing Act and FHA regulations but FHA regulations permit the Secretary of the Department of Housing and
Urban Development, subject to statutory limitations, to waive a Title I lender’s noncompliance with FHA regulations if enforcement would impose an injustice on the lender.

                Unless otherwise specified in the related prospectus supplement, the master servicer will either serve as or contract with the person specified in the prospectus supplement to
serve as the administrator for FHA claims pursuant to an FHA claims administration agreement.  The FHA claims administrator will be responsible for administering, processing and
submitting FHA claims with respect to the Title I loans.  The securityholders will be dependent on the FHA claims administrator to (1) make claims on the Title I loans in accordance with
FHA regulations and (2) remit all FHA insurance proceeds received from the FHA in accordance with the related agreement.  The securityholders’ rights relating to the receipt of payment
from and the administration, processing and submission of FHA claims by any FHA claims administrator is limited and governed by the related agreement and the FHA claims
administration agreement and these functions are obligations of the FHA claims administrator, but not the FHA.
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                Under Title I, the FHA maintains an FHA insurance coverage reserve account for each Title I lender.  The amount in each Title I lender’s FHA reserve is a maximum of 10% of
the amounts disbursed, advanced or expended by a Title I lender in originating or purchasing eligible loans registered with the FHA for Title I insurance, with certain adjustments
permitted or required by FHA regulations.  The balance of such FHA reserve is the maximum amount of insurance claims the FHA is required to pay to the related Title I lender. 
Mortgage loans to be insured under Title I will be registered for insurance by the FHA.  Following either the origination or transfer of loans eligible under Title I, the Title I lender will
submit such loans for FHA insurance coverage within its FHA reserve by delivering a transfer of note report or by an electronic submission to the FHA in the form prescribed under the
FHA regulations.  The increase in the FHA insurance coverage for such loans in the Title I lender’s FHA reserve will occur on the date following the receipt and acknowledgment by the
FHA of the transfer of note report for such loans.  The insurance available to any trust fund will be subject to the availability, from time to time, of amounts in each Title I lender’s FHA
reserve, which will initially be limited to the amount specified in the related prospectus supplement.

                If so provided in the related prospectus supplement the trustee or FHA claims administrator may accept an assignment of the FHA reserve for the related Title I loans, notify
FHA of such assignment and request that the portion of the depositor’s FHA reserves allocable to the Title I loans be transferred to the trustee or the FHA claims administrator on the
closing date.  Alternatively, in the absence of such provision, the FHA reserves may be retained by the depositor and, upon an insolvency and receivership of the depositor, the related
trustee will notify FHA and request that the portion of the depositor’s FHA reserves allocable to the Title I loans be transferred to the trustee or the FHA claims administrator.  Although
each trustee will request such a transfer of reserves, FHA is not obligated to comply with such a request, and may determine that it is not in FHA’s interest to permit a transfer of reserves. 
In addition, FHA has not specified how insurance reserves would be allocated in a transfer, and there can be no assurance that any reserve amount, if transferred to the trustee or the FHA
claims administrator, as the case may be, would not be substantially less than 10% of the outstanding principal amount of the related Title I loans.  It is likely that the depositor, the trustee
or the FHA claims administrator would be the lender of record on other Title I loans, so that any FHA reserves that are retained, or permitted to be transferred, would become commingled
with FHA reserves available for other Title I loans.  FHA also reserves the right to transfer reserves with “earmarking” (segregating reserves so that they will not be commingled with the
reserves of the transferee) if it is in FHA’s interest to do so.

                Under Title I, the FHA will reduce the insurance coverage available in a Title I lender’s FHA reserve with respect to loans insured under that Title I lender’s contract of insurance
by (1) the amount of FHA insurance claims approved for payment related to those loans and (2) the amount of reduction of the Title I lender’s FHA reserve by reason of the sale,
assignment or transfer of loans registered under the Title I lender’s contract of insurance.  The FHA insurance coverage also may be reduced for any FHA insurance claims previously
disbursed to the Title I lender that are subsequently rejected by the FHA.

                Unlike certain other government loan insurance programs, loans under Title I (other than loans in excess of $25,000) are not subject to prior review by the FHA.  The FHA
disburses insurance proceeds with respect to defaulted loans for which insurance claims have been filed by a Title I lender prior to any review of those loans.  A Title I lender is required to
repurchase a Title I loan from the FHA that is determined to be ineligible for insurance after insurance claim payments for such loan have been paid to the lender.  Under the FHA
regulations, if the Title I lender’s obligation to repurchase the Title I loan is unsatisfied, the FHA is permitted to offset the unsatisfied obligation against future insurance claim payments
owed by the FHA to such lender.  FHA regulations permit the FHA to disallow an insurance claim with respect to any loan that does not qualify for insurance for a period of up to two
years after the claim is made and to require the Title I lender that has submitted the insurance claim to repurchase the loan.

                The proceeds of loans under the Title I Program may be used only for permitted purposes, including the alteration, repair or improvement of residential property, the purchase of
a manufactured home or lot (or cooperative interest therein) on which to place the home or the purchase of both a manufactured home and the lot (or cooperative interest therein) on which
the home is placed.
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                Subject to certain limitations described below, eligible Title I loans are generally insured by the FHA for 90% of an amount equal to the sum of

            •              the net unpaid principal amount and the uncollected interest earned to the date of default,

            •              interest on the unpaid loan obligation from the date of default to the date of the initial submission of the insurance claim, plus 15 calendar days (the total period not to
exceed nine months) at a rate of 7% per annum,

            •              uncollected court costs,

            •              title examination costs,

            •              fees for required inspections by the lenders or its agents, up to $75, and

            •              origination fees up to a maximum of 5% of the loan amount.

                Accordingly if sufficient insurance coverage is available in such FHA reserve, then the Title I lender bears the risk of losses on a Title I loan for which a claim for reimbursement
is paid by the FHA of at least 10% of the unpaid principal, uncollected interest earned to the date of default, interest from the date of default to the date of the initial claim submission and
certain expenses.

                In general, the FHA will insure home improvement contracts up to $25,000 for a single family property, with a maximum term of 20 years.  The FHA will insure loans of up to
$17,500 for manufactured homes which qualify as real estate under applicable state law and loans of up to $12,000 per unit for a $48,000 limit for four units for owner−occupied
multifamily homes.  If the loan amount is $15,000 or more, the FHA requires a drive−by appraisal, the current tax assessment value, or a full Uniform Residential Appraisal Report dated
within 12 months of the closing to verify the property’s value.  The maximum loan amount on transactions requiring an appraisal is the amount of equity in the property shown by the
market value determination of the property.

                With respect to Title I loans, the FHA regulations do not require that a borrower obtain title or fire and casualty insurance.  However, if the related mortgaged property is located
in a flood hazard area, flood insurance in an amount at least equal to the loan amount is required.  In addition, the FHA regulations do not require that the borrower obtain insurance against
physical damage arising from earth movement (including earthquakes, landslides and mudflows).  Accordingly, if a mortgaged property that secures a Title I loan suffers any uninsured
hazard or casualty losses, holders of the related series of securities that are secured in whole or in part by such Title I loan may bear the risk of loss to the extent that such losses are not
recovered by foreclosure on the defaulted loans or from any FHA insurance proceeds.  Such loss may be otherwise covered by amounts available from the credit enhancement provided for
the related series of securities, if specified in the related prospectus supplement.

                Following a default on a Title I loan insured by the FHA, the master servicer may, subject to certain conditions and mandatory loss mitigation procedures, either commence
foreclosure proceedings against the improved property securing the loan, if applicable, or submit a claim to FHA, but may submit a claim to FHA after proceeding against the improved
property only with the prior approval of the Secretary of HUD.  The availability of FHA Insurance following a default on a Title I loan is subject to a number of conditions, including strict
compliance with FHA regulations in originating and servicing the Title I loan.  Failure to comply with FHA regulations may result in a denial of or surcharge on the FHA insurance claim. 
Prior to declaring a Title I loan in default and submitting a claim to FHA, the master servicer must take certain steps to attempt to cure the default, including personal contact with the
borrower either by telephone or in a meeting and providing the borrower with 30 days’ written notice prior to declaration of default.  FHA may deny insurance coverage if the borrower’s
nonpayment is related to a valid objection to faulty contractor performance.  In such event, the master servicer or other entity as specified in the related prospectus supplement will seek to
obtain payment by or a judgment against the borrower, and may resubmit the claim to FHA following such a judgment.

61

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 242 of 303



VA Guarantees

                The United States Department of Veterans Affairs is an Executive Branch Department of the United States, headed by the Secretary of Veterans Affairs.  The VA currently
administers a variety of federal assistance programs on behalf of eligible veterans and their dependents and beneficiaries.  The VA administers a loan guaranty program under which the
VA guarantees a portion of loans made to eligible veterans.  If so provided in the prospectus supplement, a number of the mortgage loans will be guaranteed by the VA.

                Under the VA loan guaranty program, a VA loan may be made to any eligible veteran by an approved private sector mortgage lender.  The VA guarantees payment to the holder
of that loan of a fixed percentage of the loan indebtedness, up to a maximum dollar amount, in the event of default by the veteran borrower.  When a delinquency is reported to the VA and
no realistic alternative to foreclosure is developed by the loan holder or through the VA’s supplemental servicing of the loan, the VA determines, through an economic analysis, whether
the VA will (a) authorize the holder to convey the property securing the VA loan to the Secretary of Veterans Affairs following termination or (b) pay the loan guaranty amount to the
holder.  The decision as to disposition of properties securing defaulted VA loans is made on a case−by−case basis using the procedures set forth in 38 U.S.C. Section 3732(c), as amended.

                The master servicer will be required to take steps as are reasonably necessary to keep the VA guarantees in full force and effect.

Legal Aspects of Mortgage Assets

                The following discussion contains general summaries of legal aspects of loans secured by residential, commercial and mixed−use properties.  Because these legal aspects are
governed in part by applicable state law, which laws may differ substantially from state to state, the summaries do not purport to be complete nor to reflect the laws of any particular state,
nor to encompass the laws of all states in which the security for the mortgage assets is situated.  If there is a concentration of the mortgage assets included in a trust fund in a particular
state, the prospectus supplement for the related series of securities will discuss any laws of that state that could materially impact the interest of the securityholders.

Mortgage Loans

                The single−family loans, multifamily loans, commercial loans and mixed−use loans will be secured by either mortgages, deeds of trust, security deeds or deeds to secure debt
depending upon the type of security instrument customary to grant a security interest according to the prevailing practice in the state in which the property subject to that mortgage loan is
located.  The filing of a mortgage or a deed of trust creates a lien upon or conveys title to the real property encumbered by that instrument and represents the security for the repayment of
an obligation that is customarily evidenced by a promissory note.  It is not prior to the lien for real estate taxes and assessments.  Priority with respect to mortgages and deeds of trust
depends on their terms and generally on the order of recording with the applicable state, county or municipal office.  There are two parties to a mortgage, the mortgagor, who is the
borrower/homeowner or the land trustee, and the mortgagee, who is the lender.  Under the mortgage instrument, the mortgagor delivers to the mortgagee a note or bond and the mortgage. 
In the case of a land trust, title to the property is held by a land trustee under a land trust agreement, while the borrower/homeowner is the beneficiary of the land trust; at origination of a
mortgage loan, the borrower executes a separate undertaking to make payments on the mortgage note.  Although a deed of trust is similar to a mortgage, a deed of trust normally has three
parties, the trustor, similar to a mortgagor, who may or may not be the borrower, the beneficiary, similar to a mortgagee, who is the lender, and the trustee, a third−party grantee.  Under a
deed of trust, the trustor grants the property, irrevocably until the debt is paid, in trust, generally with a power of sale, to the trustee to secure payment of the obligation.  A security deed
and a deed to secure debt are special types of deeds which indicate on their face that they are granted to secure an underlying debt.  By executing a security deed or deed to secure debt, the
grantor conveys title to, as opposed to merely creating a lien upon, the subject property to the grantee until the time as the underlying debt is repaid.  The mortgagee’s authority under a
mortgage and the trustee’s authority under a deed of trust, security deed or deed to secure debt are governed by the law of the state in which the real property is located, the express
provisions of the mortgage, deed of trust, security deed or deed to secure debt and, sometimes, the directions of the beneficiary.
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Cooperative Loans

                The cooperative owns or has a leasehold interest in all the real property and owns in fee or leases the building and all separate dwelling units therein.  The cooperative is directly
responsible for project management and, in most cases, payment of real estate taxes, other governmental impositions and hazard and liability insurance.  If there is a blanket mortgage on
the cooperative apartment building and underlying land, or one or the other, the cooperative, as project mortgagor, is also responsible for meeting these blanket mortgage obligations.  A
blanket mortgage is ordinarily incurred by the cooperative in connection with either the construction or purchase of the cooperative’s apartment building or the obtaining of capital by the
cooperative.  There may be a lease on the underlying land and the cooperative, as lessee, is also responsible for meeting the rental obligation.  The interests of the occupants under
proprietary leases or occupancy agreements as to which the cooperative is the landlord are generally subordinate to the interests of the holder of the blanket mortgage and to the interest of
the holder of a land lease.  If the cooperative is unable to meet the payment obligations (a) arising under its blanket mortgage, the mortgagee holding the blanket mortgage could foreclose
on that mortgage and terminate all subordinate proprietary leases and occupancy agreements or (b) arising under its land lease, the holder of the landlord’s interest under the land lease
could terminate it and all subordinate proprietary leases and occupancy agreements.  Also, the blanket mortgage on a cooperative may provide financing in the form of a mortgage that
does not fully amortize, with a significant portion of principal being due in one final payment at final maturity.  The inability of the cooperative to refinance this mortgage and its
consequent inability to make the final payment could lead to foreclosure by the mortgagee.  Similarly, a land lease has an expiration date and the inability of the cooperative to extend its
term or, in the alternative, to purchase the land could lead to termination of the cooperative’s interest in the property and termination of all proprietary leases and occupancy agreements.  In
either event, foreclosure by the holder of the blanket mortgage or the termination of the underlying lease could eliminate or significantly diminish the value of any collateral held by the
lender that financed the purchase by an individual tenant−stockholder of cooperative shares or, in the case of the trust fund, the collateral securing the cooperative loans.

                The cooperative is owned by tenant−stockholders who, through ownership of stock, shares or membership certificates in the corporation, receive proprietary leases or occupancy
agreements which confer exclusive rights to occupy specific units.  Generally, a tenant−stockholder of a cooperative must make a monthly payment to the cooperative representing the
tenant−stockholder’s pro rata share of the cooperative’s payments for its blanket mortgage, real property taxes, maintenance expenses and other capital or ordinary expenses.  An
ownership interest in a cooperative and accompanying occupancy rights is financed through a cooperative share loan evidenced by a promissory note and secured by an assignment of and
a security interest in the occupancy agreement or proprietary lease and a security interest in the related cooperative shares.  The lender generally takes possession of the share certificate
and a counterpart of the proprietary lease or occupancy agreement and a financing statement covering the proprietary lease or occupancy agreement and the cooperative shares is filed in
the appropriate state and local offices to perfect the lender’s interest in its collateral.  Upon default of the tenant−stockholder, the lender may sue for judgment on the promissory note,
dispose of the collateral at a public or private sale or otherwise proceed against the collateral or tenant−stockholder as an individual as provided in the security agreement covering the
assignment of the proprietary lease or occupancy agreement and the pledge of cooperative shares as described under “—Foreclosure on Cooperative Shares” below.

Manufactured Housing Contracts

                Under the laws of most states, manufactured housing that is not permanently affixed to its site constitutes personal property and is subject to the motor vehicle registration laws
of the state or other jurisdiction in which the unit is located.  In a few states, where certificates of title are not required for manufactured homes, security interests are perfected by the filing
of a financing statement under Article 9 of the UCC which has been adopted by all states.  Financing statements which indicate they are filed in connection with a manufactured housing
transaction are effective for thirty years and must be renewed within six months before the end of such period.  The certificate of title laws adopted by the majority of states provide that
ownership of motor vehicles and manufactured housing shall be evidenced by a certificate of title issued by the motor vehicles department, or a similar entity, of the state.  In the states that
have enacted certificate of title laws, a security interest in a unit of manufactured housing, so long as it is not attached to land in so permanent a fashion as to become a fixture, is generally
perfected by the recording of the interest on the certificate of title to the unit in the appropriate motor vehicle registration office or by delivery of the required documents and payment of a
fee to such office, depending on state law.
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                The master servicer or depositor will be required under the related transaction documents to effect the notation or delivery of the required documents and fees, and to obtain
possession of the certificate of title, as appropriate under the laws of the state in which any manufactured home is registered.  If the master servicer or depositor fails, due to clerical errors
or otherwise, to effect the notation or delivery, or files the security interest under the wrong law, for example, under a motor vehicle title statute rather than under the UCC, in a few states,
the trustee may not have a first priority security interest in the manufactured home securing a manufactured housing contract.  As manufactured homes have become larger and often have
been attached to their sites without any apparent intention by the borrowers to move them, courts in many states have held that manufactured homes may become subject to real estate title
and recording laws.  As a result, a security interest in a manufactured home could be rendered subordinate to the interests of other parties claiming an interest in the home under applicable
state real estate law.  In order to perfect a security interest in a manufactured home under real estate laws, the holder of the security interest must file either a fixture filing under the
provisions of the UCC or a real estate mortgage under the real estate laws of the state where the home is located.  These filings must be made in the real estate records office of the county
where the home is located.  Generally, manufactured housing contracts will contain provisions prohibiting the obligor from permanently attaching the manufactured home to its site.  So
long as the obligor does not violate this agreement, a security interest in the manufactured home will be governed by the certificate of title laws or the UCC, and the notation of the security
interest on the certificate of title or the filing of a UCC financing statement will be effective to maintain the priority of the security interest in the manufactured home.  If, however, a
manufactured home is permanently attached to its site, other parties could obtain an interest in the manufactured home that is prior to the security interest originally retained by the seller
and transferred to the depositor.

                In the absence of fraud, forgery or permanent affixation of the manufactured home to its site by the manufactured home owner, or administrative error by state recording
officials, the notation of the lien of the mortgage loan seller or the depositor on the certificate of title or delivery of the required documents and fees will be sufficient to cause the lien of
the mortgage loan seller to have priority over the rights of subsequent purchasers of a manufactured home or subsequent lenders who take a security interest in the manufactured home.  If
there are any manufactured homes as to which the mortgage loan seller or the depositor has failed to perfect or cause to be perfected the security interest in the manufactured home, the
security interest would be subordinate to subsequent purchasers for value of manufactured homes and holders of perfected security interests.

Home Improvement Contracts

                The home improvement contracts, other than those home improvement contracts that are unsecured or secured by mortgages on real estate, generally are “chattel paper” and may
also constitute “purchase money security interests,” each as defined in the UCC.  Under the related agreement, the depositor will transfer physical possession of the contracts to the trustee
or a designated custodian or may retain possession of the contracts as custodian for the trustee.  In addition, the depositor will make an appropriate filing of a UCC financing statement in
the appropriate states to give notice of the trustee’s ownership of the contracts.  The contracts will not be stamped or otherwise marked to reflect their assignment from the depositor to the
trustee.  Therefore, if through negligence, fraud or otherwise, a subsequent purchaser or secured creditor were able to take physical possession of the contracts without knowledge that the
transfer violates the rights of the trustee, the trustee’s interest in the contracts could be defeated.

                The contracts that are secured by the home improvements financed thereby grant to the originator of the contracts a purchase money security interest in such home improvements
to secure all or part of the purchase price of the home improvements and related services.  A financing statement generally is not required to be filed to perfect a purchase money security
interest in consumer goods.  Such purchase money security interests are assignable.  In general, a purchase money security interest grants to the holder a security interest that has priority
over a conflicting security interest in the same collateral.  However, to the extent that the collateral subject to a purchase money security interest becomes a fixture, in order for the related
purchase money security interest to take priority over a conflicting interest in the fixture, the holder’s interest in such home improvement must generally be perfected by a timely fixture
filing.  The trustee will not file fixture filing financing statements.  In general, under the UCC, a security interest does not exist under the UCC in ordinary building material incorporated
into an improvement on land.  In such circumstances, real estate law applies to a security interest in such building materials.  Home improvement contracts that finance lumber, bricks,
other types of ordinary building material or other similar goods, upon incorporation of the materials into the related property, will not be secured by a security interest in the home
improvement being financed.
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                So long as the home improvement has not become subject to real estate law, a creditor can repossess a home improvement securing a contract by voluntary surrender, “self−help”
repossession that is “peaceful,” i.e., without breach of the peace, or, in the absence of voluntary surrender and the ability to repossess without breach of the peace, judicial process.  The
holder of a contract must give the debtor a number of days’ notice, which varies from 10 to 30 days or more depending on the state, prior to commencement of any repossession.  The UCC
and consumer protection laws in most states restrict repossession sales, including requiring prior notice to the debtor and commercial reasonableness in effecting such a sale.  The law in
most states also requires that the debtor be given notice of any sale prior to resale of the related property so that the debtor may redeem it at or before such resale.

                Under the laws applicable in most states, a creditor is entitled to obtain a deficiency judgment from a debtor for any deficiency on repossession and resale of the property
securing the debtor’s loan.  However, some states impose prohibitions or limitations on deficiency judgments and in many cases the defaulting borrower would have no assets with which
to pay a judgment.

                Other statutory provisions, including federal and state bankruptcy and insolvency laws and general equity principles, may limit or delay the ability of a lender to repossess and
resell collateral or enforce a deficiency judgment.

Foreclosure on Mortgages

                Foreclosure of a deed of trust is generally accomplished by a non−judicial trustee’s sale under a specific provision in the deed of trust, which authorizes the trustee to sell the
property upon any default by the borrower under the terms of the note or deed of trust.  In several states, the trustee must record a notice of default and send a copy to the borrower−trustor
and to any person who has recorded a request for a copy of a notice of default and notice of sale.  In addition, the trustee in several states must provide notice to any other individual having
an interest in the real property, including any junior lienholder.  The trustor, borrower, or any person having a junior encumbrance on the real estate, may, during a reinstatement period,
cure the default by paying the entire amount in arrears plus the costs and expenses incurred in enforcing the obligation.  Generally, state law controls the amount of foreclosure expenses
and costs, including attorneys’ fees, that may be recovered by a lender.  If the deed of trust is not reinstated, a notice of sale must be posted in a public place and, in most states, published
for a specific period of time in one or more newspapers.  In addition, several state laws require that a copy of the notice of sale be posted on the property, recorded and sent to all parties
having an interest in the real property.

                An action to foreclose a mortgage is an action to recover the mortgage debt by enforcing the mortgagee’s rights under the mortgage and in the mortgaged property.  It is regulated
by statutes and rules and subject throughout to the court’s equitable powers.  A mortgagor is usually bound by the terms of the mortgage note and the mortgage as made and cannot be
relieved from its own default.  However, since a foreclosure action is equitable in nature and is addressed to a court of equity, the court may relieve a mortgagor of a default and deny the
mortgagee foreclosure on proof that the mortgagor’s default was neither willful nor in bad faith and that the mortgagee’s action established a waiver of fraud, bad faith, oppressive or
unconscionable conduct warranted a court of equity to refuse affirmative relief to the mortgagee.  A court may relieve the mortgagor from an entirely technical default where the default
was not willful.

                A foreclosure action or sale in accordance with a power of sale is subject to most of the delays and expenses of other lawsuits if defenses or counterclaims are interposed,
sometimes requiring up to several years to complete.  Moreover, recent judicial decisions suggest that a non−collusive, regularly conducted foreclosure sale or sale in accordance with a
power of sale may be challenged as a fraudulent conveyance, regardless of the parties’ intent, if a court determines that the sale was for less than fair consideration and the sale occurred
while the mortgagor was insolvent.  Similarly, a suit against the debtor on the mortgage note may take several years.

                In case of foreclosure under either a mortgage or a deed of trust, the sale by the referee or other designated officer or by the trustee is a public sale.  However, because of the
difficulty potential third party purchasers at the sale have in determining the exact status of title and because the physical condition of the property may have deteriorated during the
foreclosure proceedings, it is uncommon for a third party to purchase the property at the foreclosure sale.  Rather, it is common for the lender to purchase the property from the trustee or
referee for an amount equal to the principal amount of the mortgage or deed of trust plus accrued and unpaid interest and the expenses of foreclosure.
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                Thereafter, the lender will assume the burdens of ownership, including obtaining casualty insurance, paying taxes and making repairs at its own expense as are necessary to
render the property suitable for sale.  Depending upon market conditions, the ultimate proceeds of the sale of the property may not equal the lender’s investment in the property.  Any loss
may be reduced by the receipt of any mortgage insurance proceeds.

                A junior mortgagee may not foreclose on the property securing a junior mortgage unless it forecloses subject to the senior mortgages, in which case it may either pay the entire
amount due on the senior mortgages to the senior mortgagees prior to or at the time of the foreclosure sale or undertake the obligation to make payments on the senior mortgages if the
mortgagor is in default thereunder.  In either event the amounts expended will be added to the balance due on the junior loan, and may be subrogated to the rights of the senior mortgagees. 
In addition, if the foreclosure of a junior mortgage triggers the enforcement of a due−on−sale clause in a senior mortgage, the junior mortgagee may be required to pay the full amount of
the senior mortgages to the senior mortgagees.  Accordingly, with respect to those mortgage loans which are junior mortgage loans, if the lender purchases the property, the lender’s title
will be subject to all senior liens and claims and some governmental liens.  The proceeds received by the referee or trustee from the sale are applied first to the costs, fees and expenses of
sale, real estate taxes and then in satisfaction of the indebtedness secured by the mortgage or deed of trust under which the sale was conducted.  Any remaining proceeds are generally
payable to the holders of junior mortgages or deeds of trust and other liens and claims in order of their priority, whether or not the borrower is in default.  Any additional proceeds are
generally payable to the mortgagor or trustor.  The payment of the proceeds to the holders of junior mortgages may occur in the foreclosure action of the senior mortgagee or may require
the institution of separate legal proceedings.

                If the master servicer were to foreclose on any junior lien it would do so subject to any related senior lien.  In order for the debt related to the junior mortgage loan to be paid in
full at the sale, a bidder at the foreclosure sale of the junior mortgage loan would have to bid an amount sufficient to pay off all sums due under the junior mortgage loan and the senior lien
or purchase the mortgaged property subject to the senior lien.  If proceeds from a foreclosure or similar sale of the mortgaged property are insufficient to satisfy all senior liens and the
junior mortgage loan in the aggregate, the trust fund as the holder of the junior lien and, accordingly, holders of one or more classes of related securities bear (1) the risk of delay in
distributions while a deficiency judgment against the borrower is obtained and (2) the risk of loss if the deficiency judgment is not realized upon.  Moreover, deficiency judgments may not
be available in a jurisdiction.  In addition, liquidation expenses with respect to defaulted junior mortgage loans do not vary directly with the outstanding principal balance of the loans at the
time of default.  Therefore, assuming that the master servicer took the same steps in realizing upon a defaulted junior mortgage loan having a small remaining principal balance as it would
in the case of a defaulted junior mortgage loan having a large remaining principal balance, the amount realized after expenses of liquidation would be smaller as a percentage of the
outstanding principal balance of the small junior mortgage loan than would be the case with the defaulted junior mortgage loan having a large remaining principal balance.

                In foreclosure, courts have imposed general equitable principles.  The equitable principles are generally designed to relieve the borrower from the legal effect of its defaults under
the loan documents.  Examples of judicial remedies that have been fashioned include judicial requirements that the lender undertake affirmative and expensive actions to determine the
causes for the borrower’s default and the likelihood that the borrower will be able to reinstate the loan.  In a few cases, courts have substituted their judgment for the lender’s judgment and
have required that lenders reinstate loans or recast payment schedules in order to accommodate borrowers who are suffering from temporary financial disability.  In other cases, courts have
limited the right of a lender to foreclose if the default under the mortgage instrument is not monetary, for example, the borrower’s failure to adequately maintain the property or the
borrower’s execution of a second mortgage or deed of trust affecting the property.  Finally, a few courts have been faced with the issue of whether or not federal or state constitutional
provisions reflecting due process concerns for adequate notice require that borrowers under deeds of trust or mortgages receive notices in addition to the statutorily−prescribed minimums. 
For the most part, these cases have upheld the notice provisions as being reasonable or have found that the sale by a trustee under a deed of trust, or under a mortgage having a power of
sale, does not involve sufficient state action to afford constitutional protection to the borrower.

66

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 247 of 303



Foreclosure on Mortgaged Properties Located in the Commonwealth of Puerto Rico

                Under the laws of the Commonwealth of Puerto Rico the foreclosure of a real estate mortgage usually follows an ordinary civil action filed in the Superior Court for the district
where the mortgaged property is located.  If the defendant does not contest the action filed, a default judgment is rendered for the plaintiff and the mortgaged property is sold at public
auction, after publication of the sale for two weeks, by posting written notice in three public places in the municipality where the auction will be held, in the tax collection office and in the
public school of the municipality where the mortgagor resides, if known.  If the residence of the mortgagor is not known, publication in one of the newspapers of general circulation in the
Commonwealth of Puerto Rico must be made at least once a week for two weeks.  There may be as many as three public sales of the mortgaged property.  If the defendant contests the
foreclosure, the case may be tried and judgment rendered based on the merits of the case.

                There are no redemption rights after the public sale of a foreclosed property under the laws of the Commonwealth of Puerto Rico.  Commonwealth of Puerto Rico law provides
for a summary proceeding for the foreclosure of a mortgage, but it is very seldom used because of concerns regarding the validity of these actions.  The process may be expedited if the
mortgagee can obtain the consent of the defendant to the execution of a deed in lieu of foreclosure.

                Under Commonwealth of Puerto Rico law, in the case of the public sale upon foreclosure of a mortgaged property that (1) is subject to a mortgage loan that was obtained for a
purpose other than the financing or refinancing of the acquisition, construction or improvement of the property and (2) is occupied by the mortgagor as his principal residence, the
mortgagor of the property has a right to be paid the first $1,500 from the proceeds obtained on the public sale of the property.  The mortgagor can claim this sum of money from the
mortgagee at any time prior to the public sale or up to one year after the sale.  This payment would reduce the amount of sales proceeds available to satisfy the mortgage loan and may
increase the amount of the loss.

Foreclosure on Cooperative Shares

                The cooperative shares and proprietary lease or occupancy agreement owned by the tenant−stockholder and pledged to the lender are, in almost all cases, subject to restrictions
on transfer as set forth in the cooperative’s certificate of incorporation and by−laws, as well as in the proprietary lease or occupancy agreement, and may be canceled by the cooperative for
failure by the tenant−stockholder to pay rent or other obligations or charges owed by the tenant−stockholder, including mechanics’ liens against the cooperative apartment building
incurred by the tenant−stockholder.  Typically, rent and other obligations and charges arising under a proprietary lease or occupancy agreement that are owed to the cooperative are made
liens upon the shares to which the proprietary lease or occupancy agreement relates.  In addition, the proprietary lease or occupancy agreement generally permits the cooperative to
terminate the lease or agreement in the event the tenant−stockholder fails to make payments or defaults in the performance of covenants required thereunder.  Typically, the lender and the
cooperative enter into a recognition agreement that, together with any lender protection provisions contained in the proprietary lease, establishes the rights and obligations of both parties in
the event of a default by the tenant−stockholder on its obligations under the proprietary lease or occupancy agreement.  A default by the tenant−stockholder under the proprietary lease or
occupancy agreement will usually constitute a default under the security agreement between the lender and the tenant−stockholder.

                The recognition agreement generally provides that, in the event that the tenant−stockholder has defaulted under the proprietary lease or occupancy agreement, the cooperative
will take no action to terminate the lease or agreement until the lender has been provided with notice of and an opportunity to cure the default.  The recognition agreement typically
provides that if the proprietary lease or occupancy agreement is terminated, the cooperative will recognize the lender’s lien against proceeds from a sale of the cooperative apartment,
subject, however, to the cooperative’s right to sums due under the proprietary lease or occupancy agreement or that have become liens on the shares relating to the proprietary lease or
occupancy agreement.  The total amount owed to the cooperative by the tenant−stockholder, which the lender generally cannot restrict and does not monitor, could reduce the value of the
collateral below the outstanding principal balance of the cooperative loan and accrued and unpaid interest thereon.
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                Recognition agreements also provide that in the event of a foreclosure on a cooperative loan, the lender must obtain the approval or consent of the cooperative as required by the
proprietary lease before transferring the cooperative shares or assigning the proprietary lease.  Generally, the lender is not limited in any rights it may have to dispossess the
tenant−stockholders.

                Under the laws applicable in most states, foreclosure on the cooperative shares is accomplished by a sale in accordance with the provisions of Article 9 of the UCC and the
security agreement relating to those shares.  Article 9 of the UCC requires that a sale be conducted in a “commercially reasonable” manner.  Whether a foreclosure sale has been conducted
in a commercially reasonable manner will depend on the facts in each case.  In determining commercial reasonableness, a court will look to the notice given the debtor and the method,
manner, time, place and terms of the foreclosure.

                Article 9 of the UCC provides that the proceeds of the sale will be applied first to pay the costs and expenses of the sale and then to satisfy the indebtedness secured by the
lender’s security interest.  The recognition agreement, however, generally provides that the lender’s right to reimbursement is subject to the right of the cooperative corporation to receive
sums due under the proprietary lease or occupancy agreement.  If there are proceeds remaining, the lender must account to the tenant−stockholder for the surplus.  Conversely, if a portion
of the indebtedness remains unpaid, the tenant−stockholder is generally responsible for the deficiency.  See “—Anti−Deficiency Legislation and Other Limitations on Lenders” below.

Repossession with Respect to Manufactured Housing Contracts

                Repossession of manufactured housing is governed by state law.  A few states have enacted legislation that requires that the debtor be given an opportunity to cure its default
(typically 30 days to bring the account current) before repossession can commence.  Unless as a manufactured home has not become so attached to real estate that it would be treated as a
part of the real estate under the law of the state where it is located, repossession of the manufactured home in the event of a default by the obligor will generally be governed by the UCC. 
Article 9 of the UCC provides the statutory framework for the repossession of manufactured housing.  While the UCC as adopted by the various states may vary, the general repossession
procedure established by the UCC is as follows:

            •              Except in those states where the debtor must receive notice of the right to cure a default, repossession can commence immediately upon default without prior notice. 
Repossession may be effected either through self−help pursuant to a peaceable retaking without court order, voluntary repossession or through judicial process by
means of repossession under a court−issued writ of replevin.  The self−help or voluntary repossession methods are more commonly employed, and are
accomplished simply by retaking possession of the manufactured home.  In cases in which the debtor objects or raises a defense to repossession, a court order
must be obtained from the appropriate state court, and the manufactured home must then be repossessed in accordance with that order.  Whether the method
employed is self−help, voluntary repossession or judicial repossession, the repossession can be accomplished either by an actual physical removal of the
manufactured home to a secure location for refurbishment and resale or by removing the occupants and their belongings from the manufactured home and
maintaining possession of the manufactured home on the location where the occupants were residing.  Various factors may affect whether the manufactured home
is physically removed or left on location, such as the nature and term of the lease of the site on which it is located and the condition of the unit.  In many cases,
leaving the manufactured home on location is preferable if the home is already set up because the expenses of retaking and redelivery will be saved.  However, in
those cases where the home is left on location, expenses for site rentals will usually be incurred.

            •              Once repossession has been achieved, preparation for the subsequent disposition of the manufactured home can commence.  The disposition may be by public or private
sale provided the method, manner, time, place and terms of the sale are commercially reasonable.
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            •              Sale proceeds are to be applied first to repossession expenses like those expenses incurred in retaking, storage, preparing for sale including refurbishing costs and selling,
and then to satisfaction of the indebtedness.  While all states impose prohibitions or limitations on deficiency judgments if the net proceeds from resale do not
cover the full amount of the indebtedness, the remainder may be sought from the debtor in the form of a deficiency judgment subject to the provisions of the UCC
unless there is a complete prohibition on deficiency judgments.  The deficiency judgment is a personal judgment against the debtor for the shortfall. 
Occasionally, after resale of a manufactured home and payment of all expenses and indebtedness, there is a surplus of funds.  In that case, the UCC requires the
secured party to remit the surplus to the debtor or to the holder of any junior lien.  Because the defaulting owner of a manufactured home generally has very little
capital or income available following repossession, a deficiency judgment may not be sought in many cases or, if obtained, will be settled at a significant discount
in light of the defaulting owner’s strained financial condition.

Rights of Redemption with Respect to Mortgage Loans

                In several states, after sale in accordance with a deed of trust or foreclosure of a mortgage, the trustor or mortgagor and foreclosed junior lienors are given a statutory period in
which to redeem the property from the foreclosure sale.  The right of redemption should be distinguished from the equity of redemption, which is a nonstatutory right that must be
exercised prior to the foreclosure sale.  In several states, redemption may occur only upon payment of the entire principal balance of the loan, accrued interest and expenses of foreclosure. 
In other states, redemption may be authorized if the former borrower pays only a portion of the sums due.  The effect of a statutory right of redemption is to diminish the ability of the
lender to sell the foreclosed property.  The right of redemption would defeat the title of any purchaser acquired at a public sale.  Consequently, the practical effect of a right of redemption
is to force the lender to retain the property and pay the expenses of ownership and maintenance of the property until the redemption period has expired.  In several states, there is no right to
redeem property after a trustee’s sale under a deed of trust.

Notice of Sale; Redemption Rights with Respect to Manufactured Housing Contracts

                While state laws do not usually require notice to be given to debtors prior to repossession, many states do require delivery of a notice of default and of the debtor’s right to cure
defaults before repossession of a manufactured home.  The law in most states also requires that the debtor be given notice of sale prior to the resale of the home so that the owner may
redeem at or before resale.  In addition, the sale must comply with the requirements of the UCC.

Anti−Deficiency Legislation and Other Limitations on Lenders

                Several states have imposed statutory prohibitions that limit the remedies of a beneficiary under a deed of trust or a mortgagee under a mortgage.  In several states, statutes limit
the right of the beneficiary or mortgagee to obtain a deficiency judgment against the borrower following foreclosure or sale under a deed of trust.  A deficiency judgment is a personal
judgment against the former borrower equal in most cases to the difference between the net amount realized upon the public sale of the real property and the amount due to the lender. 
Other statutes require the beneficiary or mortgagee to exhaust the security afforded under a deed of trust or mortgage by foreclosure in an attempt to satisfy the full debt before bringing a
personal action against the borrower.  Finally, other statutory provisions limit any deficiency judgment against the former borrower following a judicial sale to the excess of the outstanding
debt over the fair market value of the property at the time of the public sale.  The purpose of these statutes is generally to prevent a beneficiary or a mortgagee from obtaining a large
deficiency judgment against the former borrower as a result of low or no bids at the judicial sale.

                In addition to laws limiting or prohibiting deficiency judgments, numerous other statutory provisions, including the federal bankruptcy laws and state laws affording relief to
debtors, may interfere with or affect the ability of the secured mortgage lender to realize upon collateral or enforce a deficiency judgment.  For example, under federal bankruptcy law, the
filing of a petition acts as a stay against any effort to collect any debt or to enforce any remedy.  Moreover, a bankruptcy court may permit a debtor to cure a monetary default with respect
to a mortgage loan on a debtor’s residence by paying arrearages within a reasonable time period and reinstating the original mortgage loan payment schedule even though the lender
accelerated the mortgage loan and final judgment of foreclosure had been entered in state court (provided no sale of the property had yet occurred) prior to the filing of the debtor’s
bankruptcy petition.  Bankruptcy courts have approved plans, based on the particular facts of the bankruptcy case, that effected the curing of a mortgage loan default by paying arrearages
over a number of years.
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                Bankruptcy courts jurisdiction have also indicated that the terms of a mortgage loan secured by property of the debtor may be modified in bankruptcy.  These modifications may
include reducing the amount of each monthly payment, changing the rate of interest, altering the repayment schedule and reducing the lender’s security interest to the value of the
residence, thus leaving the lender a general unsecured creditor for the difference between the value of the residence and the outstanding balance of the loan.  The secured creditor is
generally entitled to the value of its security plus post−petition interest, attorneys’ fees and costs to the extent the value of the security exceeds the debt.

                Tax liens arising under the Internal Revenue Code, may have priority over the lien of a mortgage or deed of trust.  In addition, substantive requirements are imposed upon
mortgage lenders in connection with the origination and the servicing of single family mortgage loans by numerous federal and state consumer protection laws.  These laws include the
Federal Truth−in−Lending Act, Regulation Z, Real Estate Settlement Procedures Act, Regulation X, Equal Credit Opportunity Act, Regulation B, Fair Credit Billing Act, Fair Housing
Act, Fair Credit Reporting Act and related statutes.  These federal laws impose specific statutory liabilities upon lenders who originate mortgage loans and who fail to comply with the
provisions of the law.  This liability may affect assignees of the mortgage loans.  In particular, the originators’ failure to comply with requirements of the Federal Truth−in−Lending Act, as
implemented by Regulation Z, could subject both originators and assignees of the obligations to monetary penalties and could result in obligors’ rescinding loans against either originators
or assignees.

                In addition, the mortgage loans included in a trust fund may also be subject to the Home Ownership and Equity Protection Act of 1994 (“HOEPA”), if the mortgage loans were
originated on or after October 1, 1995, are not mortgage loans made to finance the purchase of the mortgaged property and have interest rates or origination costs in excess of prescribed
levels.  HOEPA adds additional provisions to Regulation Z and requires additional disclosures, specifies the timing of the disclosures and limits or prohibits inclusion of specific provisions
in mortgages subject to HOEPA.  Remedies available to the mortgagor include monetary penalties, as well as rescission rights if certain disclosures were not given as required or if the
particular mortgage includes provisions prohibited by law.  HOEPA also provides that any purchaser or assignee of a mortgage covered by HOEPA is subject to all of the claims and
defenses to loan payment, whether under the Federal Truth−in−Lending Act, as amended by HOEPA or other law, which the borrower could assert against the original lender unless the
purchaser or assignee did not know and could not with reasonable diligence have determined that the mortgage loan was subject to the provisions of HOEPA.  The maximum damages that
may be recovered under the HOEPA from an assignee is the remaining amount of indebtedness plus the total amount paid by the borrower in connection with the mortgage loan.

In addition to HOEPA, a number of legislative proposals have been introduced at the federal, state and local government levels that are designed to discourage predatory
lending practices.  Some state, counties and local governments have enacted, and other states or local governments may enact, laws that impose requirements and restrictions greater than
those in HOEPA.  These laws prohibit inclusion of some provisions in mortgage loans that have interest rates or origination costs in excess of prescribed levels, and require that borrowers
be given certain disclosures prior to the consummation of the mortgage loans.  Purchasers or assignees of a mortgage loan, including the related trust, could be exposed to all claims and
defenses that the mortgagor could assert against the originator of the mortgage loan for a violation of state, county or local law.  Claims and defenses available to the borrower could
include monetary penalties, rescission and defenses to a foreclosure action or an action to collect.

For Cooperative Loans

                Generally, Article 9 of the UCC governs foreclosure on cooperative shares and the related proprietary lease or occupancy agreement.  Several courts have interpreted former
Section 9−504 of the UCC to prohibit a deficiency award unless the creditor establishes that the sale of the collateral, which, in the case of a cooperative loan, would be the shares of the
cooperative and the related proprietary lease or occupancy agreement, was conducted in a commercially reasonable manner.  Under Revised Article 9 of the UCC, the repercussions for
failure to conduct a commercially reasonable foreclosure sale in a consumer transaction are left to the courts or non−UCC law.  See also “—Repossession with Respect to Manufactured
Housing Contracts.”
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Junior Mortgages

                The mortgage loans may be secured by junior mortgages or deeds of trust, which are junior to senior mortgages or deeds of trust which are not part of the trust fund.  The rights
of the securityholders as the holders of a junior deed of trust or a junior mortgage are subordinate in lien priority and in payment priority to those of the holder of the senior mortgage or
deed of trust, including the prior rights of the senior mortgagee or beneficiary to receive and apply hazard insurance and condemnation proceeds and, upon default of the mortgagor, to
cause a foreclosure on the property.  Upon completion of the foreclosure proceedings by the holder of the senior mortgage or the sale in accordance with the deed of trust, the junior
mortgagee’s or junior beneficiary’s lien will be extinguished unless the junior lienholder satisfies the defaulted senior loan or asserts its subordinate interest in a property in foreclosure
proceedings.  See “—Foreclosure on Mortgages.”

                Furthermore, the terms of the junior mortgage or deed of trust are subordinate to the terms of the senior mortgage or deed of trust.  Upon a failure of the mortgagor or trustor to
perform any of its obligations, the senior mortgagee or beneficiary, subject to the terms of the senior mortgage or deed of trust, may have the right to perform the obligation itself. 
Generally, all sums so expended by the mortgagee or beneficiary become part of the indebtedness secured by the mortgage or deed of trust.  To the extent a senior mortgagee expends
sums, these sums will generally have priority over all sums due under the junior mortgage.

Home Equity Line of Credit Loans

                The form of credit line trust deed or mortgage generally used by most institutional lenders which make home equity line of credit loans typically contains a “future advance”
clause, which provides, in essence, that additional amounts advanced to or on behalf of the borrower by the beneficiary or lender are to be secured by the deed of trust or mortgage.  The
priority of the lien securing any advance made under the clause may depend in most states on whether the deed of trust or mortgage is called and recorded as a credit line deed of trust or
mortgage.  If the beneficiary or lender advances additional amounts, the advance is entitled to receive the same priority as amounts initially advanced under the trust deed or mortgage,
notwithstanding the fact that there may be junior trust deeds or mortgages and other liens which intervene between the date of recording of the trust deed or mortgage and the date of the
future advance, and notwithstanding that the beneficiary or lender had actual knowledge of the intervening junior trust deeds or mortgages and other liens at the time of the advance.  In
most states, the trust deed or mortgage liens securing mortgage loans of the type which includes home equity credit lines applies retroactively to the date of the original recording of the
trust deed or mortgage, provided that the total amount of advances under the home equity credit line does not exceed the maximum specified principal amount of the recorded trust deed or
mortgage, except as to advances made after a tax lien or judgment lien imposed on the property.

Consumer Protection Laws with Respect to Manufactured Housing Contracts and Home Improvement Contracts

                Numerous federal and state consumer protection laws impose substantial requirements upon creditors involved in consumer finance.  These laws include the Federal
Truth−in−Lending Act, Regulation Z, the Equal Credit Opportunity Act, Regulation B, the Fair Credit Reporting Act, the Real Estate Settlement Procedures Act, Regulation X, the Fair
Housing Act and related statutes.  These laws can impose specific statutory liabilities upon creditors who fail to comply with their provisions.  This liability may affect an assignee’s ability
to enforce a contract.  In particular, the originators’ failure to comply with requirements of the Federal Truth−in−Lending Act, as implemented by Regulation Z, could subject both
originators and assignees of the obligations to monetary penalties and could result in obligors’ rescinding the contracts against either the originators or assignees.  Further, if the
manufactured housing contracts or home improvement contracts are deemed High Cost Loans within the meaning of HOEPA, they would be subject to the same provisions of HOEPA as
mortgage loans as described in “—Anti−Deficiency Legislation and Other Limitations on Lenders” above.

                Manufactured housing contracts and home improvement contracts often contain provisions obligating the obligor to pay late charges if payments are not timely made.  Federal
and state law may specifically limit the amount of late charges that may be collected.  Unless the prospectus supplement indicates otherwise, under the related servicing agreement, late
charges will be retained by the master servicer as additional servicing compensation, and any inability to collect these amounts will not affect payments to securityholders.
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                Courts have imposed general equitable principles upon repossession and litigation involving deficiency balances.  These equitable principles are generally designed to relieve a
consumer from the legal consequences of a default.

                In several cases, consumers have asserted that the remedies provided to secured parties under the UCC and related laws violate the due process protections provided under the
14th Amendment to the Constitution of the United States.  For the most part, courts have upheld the notice provisions of the UCC and related laws as reasonable or have found that the
repossession and resale by the creditor does not involve sufficient state action to afford constitutional protection to consumers.

                The so−called “Holder−in−Due−Course Rule” of the Federal Trade Commission, referred to herein as the  “FTC Rule,” has the effect of subjecting a seller, and related creditors
and their assignees, in a consumer credit transaction and any assignee of the creditor to all claims and defenses which the debtor in the transaction could assert against the seller of the
goods.  Liability under the FTC Rule is limited to the amounts paid by a debtor on the contract, and the holder of the contract may also be unable to collect amounts still due thereunder.

                Most of the manufactured housing contracts and home improvement contracts in a trust fund will be subject to the requirements of the FTC Rule.  Accordingly, the trustee, as
holder of the manufactured housing contracts or home improvement contracts, will be subject to any claims or defenses that the purchaser of the related home or manufactured home may
assert against the seller of the home or manufactured home, subject to a maximum liability equal to the amounts paid by the obligor on the manufactured housing contract or home
improvement contract.  If an obligor is successful in asserting this type of claim or defense, and if the mortgage loan seller had or should have had knowledge of that claim or defense, the
master servicer will have the right to require the mortgage loan seller to repurchase the manufactured housing contract or home improvement contract because of a breach of its mortgage
loan seller’s representation and warranty that no claims or defenses exist that would affect the obligor’s obligation to make the required payments under the manufactured housing contract
or home improvement contract.

Enforceability of Provisions

                The mortgage loans in a trust fund will in most cases contain due−on−sale clauses.  These clauses permit the lender to accelerate the maturity of the loan if the borrower sells,
transfers, or conveys the property without the prior consent of the lender.  The enforceability of these clauses has been impaired in various ways in several states by statute or decisional
law.  The ability of lenders and their assignees and transferees to enforce due−on−sale clauses was addressed by the Garn−St. Germain Depository Institutions Act of 1982.  This
legislation, subject to exceptions, preempts state constitutional, statutory and case law that prohibits the enforcement of due−on−sale clauses.  The Garn−St. Germain Act does encourage
lenders to permit assumptions of loans at the original rate of interest or at another rate less than the average of the original rate and the market rate.

                The Garn−St. Germain Act also sets forth nine specific instances in which a mortgage lender covered by the Garn−St. Germain Act, including federal savings associations and
federal savings banks, may not exercise a due−on−sale clause, even though a transfer of the property may have occurred.  These include intra−family transfers, some transfers by operation
of law, leases of fewer than three years and the creation of a junior encumbrance.  Regulations promulgated under the Garn−St. Germain Act also prohibit the imposition of a prepayment
charge upon the acceleration of a loan in accordance with a due−on−sale clause.

                The inability to enforce a due−on−sale clause may result in a mortgage loan bearing an interest rate below the current market rate being assumed by a new home buyer rather
than being paid off, which may have an impact upon the average life of the mortgage loans related to a series and the number of mortgage loans that may be outstanding until maturity.
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Transfer of Manufactured Homes under Manufactured Housing Contracts

                Generally, manufactured housing contracts contain provisions prohibiting the sale or transfer of the related manufactured homes without the consent of the obligee on the
contract and permitting the acceleration of the maturity of the contracts by the obligee on the contract upon any sale or transfer that is not consented to.  The master servicer will, to the
extent it has knowledge of the conveyance or proposed conveyance, exercise or cause to be exercised its rights to accelerate the maturity of the related manufactured housing contract
through enforcement of due−on−sale clauses, subject to applicable state law.  The transfer may be made by a delinquent obligor in order to avoid a repossession proceeding with respect to
a manufactured home.

                In the case of a transfer of a manufactured home as to which the master servicer desires to accelerate the maturity of the related manufactured housing contract, the master
servicer’s ability to do so will depend on the enforceability under state law of the due−on−sale clause.  The Garn−St. Germain Act preempts, subject to exceptions and conditions, state
laws prohibiting enforcement of due−on−sale clauses applicable to the manufactured homes.  Consequently, the master servicer may be prohibited from enforcing a due−on−sale clause in
respect of those manufactured homes.

Prepayment Charges and Prepayments

                Applicable regulations prohibit the imposition of a prepayment charge or equivalent fee for or in connection with the acceleration of a loan by exercise of a due−on−sale clause. 
A mortgagee to whom a prepayment in full has been tendered may be compelled to give either a release of the mortgage or an instrument assigning the existing mortgage to a refinancing
lender.

                Some state laws restrict the imposition of prepayment charges even when the loans expressly provide for the collection of those charges. The Alternative Mortgage Transaction
Parity Act of 1982, or the Parity Act, permits the collection of prepayment charges in connection with some types of loans subject to the Parity Act, or Parity Act loans, preempting any
contrary state law prohibitions.  However, some states may not recognize the preemptive authority of the Parity Act or have opted out of the Parity Act.  Moreover, the OTS, the agency
that administers the application of the Parity Act to some types of mortgage lenders that are not chartered under federal law, withdrew its favorable regulations and opinions that previously
authorized those lenders, notwithstanding contrary state law, to charge prepayment charges and late fees on Parity Act loans in accordance with OTS rules.  The withdrawal is effective
with respect to Parity Act loans originated on or after July 1, 2003.  The OTS’s action does not affect Parity Act loans originated before July 1, 2003.  It is possible that prepayment charges
may not be collected even on loans that provide for the payment of these charges unless otherwise specified in the accompanying prospectus supplement. The master servicer or another
entity identified in the accompanying prospectus supplement will be entitled to all prepayment charges and late payment charges received on the loans and these amounts will not be
available for payment on the certificates.

Leases and Rents

                Mortgages that encumber income−producing property often contain an assignment of rents and leases and/or may be accompanied by a separate assignment of rents and leases,
pursuant to which the borrower assigns to the lender the borrower’s right, title and interest as landlord under each lease and the income derived therefrom, and, unless rents are to be paid
directly to the lender, retains a revocable license to collect the rents for so long as there is no default.  If the borrower defaults, the license terminates and the lender is entitled to collect the
rents.  Local law may require that the lender take possession of the property and/or obtain a court−appointed receiver before becoming entitled to collect the rents.  In addition, if
bankruptcy or similar proceedings are commenced by or in respect of the borrower, the lender’s ability to collect the rents may be adversely affected.  In the event of borrower default, the
amount of rent the lender is able to collect from the tenants can significantly affect the value of the lender’s security interest.

Subordinate Financing

                When the mortgagor encumbers mortgaged property with one or more junior liens, the senior lender is subjected to additional risk.  First, the mortgagor may have difficulty
servicing and repaying multiple loans.  In addition, if the junior loan permits recourse to the mortgagor, as junior loans often do, and the senior loan does not, a mortgagor may be more
likely to repay sums due on the junior loan than those on the senior loan.  Second, acts of the senior lender that prejudice the junior lender or impair the junior lender’s security may create
a superior equity in favor of the junior lender.  For example, if the mortgagor and the senior lender agree to an increase in the principal amount of or the interest rate payable on the senior
loan, the senior lender may lose its priority to the extent an existing junior lender is harmed or the mortgagor is additionally burdened.  Third, if the mortgagor defaults on the senior loan or
any junior loan, or both, the existence of junior loans and actions taken by junior lenders can impair the security available to the senior lender and can interfere with or delay the taking of
action by the senior lender.  Moreover, the bankruptcy of a junior lender may operate to stay foreclosure or similar proceeds by the senior lender.
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Applicability of Usury Laws

                Title V of the Depository Institutions Deregulation and Monetary Control Act of 1980 provides that state usury limitations shall not apply to certain types of residential first
mortgage loans originated by certain lenders after March 31, 1980.  A similar federal statute was in effect with respect to mortgage loans made during the first three months of 1980.  The
statute authorized any state to reimpose interest rate limits by adopting before April 1, 1983 a law or constitutional provision that expressly rejects application of the federal law.  In
addition, even where Title V is not so rejected, any state is authorized by the law to adopt a provision limiting discount points or other charges on mortgage loans covered by Title V. 
Several states have taken action to reimpose interest rate limits or to limit discount points or other charges.

                In any state in which application of Title V has been expressly rejected or a provision limiting discount points or other charges is adopted, no mortgage loans originated after the
date of that state action will be eligible for inclusion in a trust fund if the mortgage loans bear interest or provide for discount points or charges in excess of permitted levels.  No mortgage
loan originated prior to January 1, 1980 will bear interest or provide for discount points or charges in excess of permitted levels.

                Title V also provides that state usury limitations do not apply to any loan that is secured by a first lien on specific kinds of manufactured housing if certain conditions are met,
including the terms of any prepayments, late charges and deferral fees and requiring a 30−day notice period prior to instituting any action leading to repossession of or foreclosure with
respect to the related unit.  Title V authorized any state to reimpose limitations on interest rates and finance charges by adopting before April 1, 1983 a law or constitutional provision
which expressly rejects application of the federal law.  Fifteen states adopted such a law prior to the April 1, 1983 deadline.  In addition, even where Title V was not so rejected, any state
is authorized by the law to adopt a provision limiting discount points or other charges on loans covered by Title V.  In any state in which application of Title V was expressly rejected or a
provision limiting discount points or other charges has been adopted, no manufactured housing contract which imposes finance charges or provides for discount points or charges in excess
of permitted levels has been included in the trust fund.

Alternative Mortgage Instruments

                ARM Loans and home equity revolving credit loans originated by non−federally chartered lenders have historically been subject to a variety of restrictions.  These restrictions
differed from state to state, resulting in difficulties in determining whether a particular alternative mortgage instrument originated by a state−chartered lender complied with applicable
law.  These difficulties were simplified substantially as a result of the enactment of Title VIII of the Garn−St. Germain Act.  Title VIII provides that, notwithstanding any state law to the
contrary,

            •              state−chartered banks may originate alternative mortgage instruments, including ARM Loans, in accordance with regulations promulgated by the Comptroller of the
Currency with respect to origination of alternative mortgage instruments by national banks,

            •              state−chartered credit unions may originate alternative mortgage instruments in accordance with regulations promulgated by the National Credit Union Administration
with respect to origination of alternative mortgage instruments by federal credit unions, and
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            •              all other non−federally chartered housing creditors, including, without limitation, state−chartered savings and loan associations, savings banks and mutual savings banks
and mortgage banking companies may originate alternative mortgage instruments in accordance with the regulations promulgated by the Federal Home Loan
Bank Board, predecessor to the Office of Thrift Supervision, with respect to origination of alternative mortgage instruments by federal savings and loan
associations.

                Title VIII further provides that any state may reject applicability of the provisions of Title VIII by adopting prior to October 15, 1985 a law or constitutional provision expressly
rejecting the applicability of these provisions.  Several states have taken this type of action.

                All of the ARM Loans and home equity revolving credit loans in a trust fund that were originated by a state−chartered lender after the enactment of a state law or constitutional
provision rejecting the applicability of Title VIII will have complied with applicable state law.  All of the ARM Loans and home equity revolving credit loans in a trust fund that were
originated by federally chartered lenders or that were originated by state−chartered lenders prior to enactment of a state law or constitutional provision rejecting the applicability of Title
VIII will have been originated in compliance with all applicable federal regulations.

Servicemembers Civil Relief Act

                Under the terms of the Servicemembers Civil Relief Act, a borrower who enters military service after the origination of that borrower’s mortgage loan, including a borrower who
was in reserve status and is called to active duty after origination of the mortgage loan, may not be charged interest, including fees and charges, in excess of 6% per annum during the
period of that borrower’s active duty status.  In addition to adjusting the interest, the lender must forgive any such interest in excess of 6% per annum, unless a court or administrative
agency of the United States or of any State orders otherwise upon application of the lender.  The Relief Act applies to borrowers who are members of the Army, Navy, Air Force, Marines,
National Guard, Reserves, Coast Guard, and officers of the U.S. Public Health Service or the National Oceanic and Atmospheric Administration assigned to duty with the military. 
Because the Relief Act applies to borrowers who enter military service, including reservists who are called to active duty, after origination of the related mortgage loan no information can
be provided as to the number of loans that may be affected by the Relief Act.  Application of the Relief Act would adversely affect, for an indeterminate period of time, the ability of the
master servicer to collect full amounts of interest on the applicable mortgage loans.  Any shortfalls in interest collections resulting from the application of the Relief Act would result in a
reduction of the amounts distributable to the holders of the related series of securities, and would not be covered by advances or, unless specified in the related prospectus supplement, any
form of credit support provided in connection with the securities.  In addition, the Relief Act imposes limitations that would impair the ability of the master servicer to foreclose on or an
enforce rights with respect to an affected mortgage asset, during the borrower’s period of active duty status, and, sometimes, during an additional three month period thereafter.  Thus, if
the Relief Act applies to any mortgage asset that goes into default, there may be delays in payment and losses incurred by the related securityholders.

Environmental Legislation

                Under the federal Comprehensive Environmental Response, Compensation and Liability Act, as amended, and under several state laws, a secured party which takes a
deed−in−lieu of foreclosure, purchases a mortgaged property at a foreclosure sale, or operates a mortgaged property may become liable for the costs of cleaning up hazardous substances
regardless of whether they have contaminated the property.  CERCLA imposes strict as well as joint and several liability on several classes of potentially responsible parties, including
current owners and operators of the property who did not cause or contribute to the contamination.  Furthermore, liability under CERCLA is not limited to the original or unamortized
principal balance of a loan or to the value of the property securing a loan.  Lenders may be held liable under CERCLA as owners or operators unless they qualify for the secured creditor
exemption to CERCLA.  This exemption exempts from the definition of owners and operators those who, without participating in the management of a facility, hold indicia of ownership
primarily to protect a security interest in the facility.  What constitutes sufficient participation in the management of a property securing a loan or the business of a borrower to render the
exemption unavailable to a lender has been a matter of interpretation by the courts.  CERCLA has been interpreted to impose liability on a secured party even absent foreclosure where the
party participated in the financial management of the borrower’s business to a degree indicating a capacity to influence waste disposal decisions.  However, court interpretations of the
secured creditor exemption have been inconsistent.  In addition, when lenders foreclose and become owners of collateral property, courts are inconsistent as to whether that ownership
renders the secured creditor exemption unavailable.  Other federal and state laws may impose liability on a secured party which takes a deed−in−lieu of foreclosure, purchases a mortgaged
property at a foreclosure sale, or operates a mortgaged property on which contaminants other than CERCLA hazardous substances are present, including petroleum, agricultural chemicals,
hazardous wastes, asbestos, radon, and lead−based paint.  Environmental cleanup costs may be substantial.  It is possible that the cleanup costs could become a liability of a trust fund and
reduce the amounts otherwise distributable to the holders of the related series of securities.  Moreover, there are federal statutes and state statutes that impose an environmental lien for any
cleanup costs incurred by the state on the property that is the subject of the cleanup costs.  All subsequent liens on a property generally are subordinated to an environmental lien and in
some states even prior recorded liens are subordinated to environmental liens.  In the latter states, the security interest of the trust fund in a related parcel of real property that is subject to
an environmental lien could be adversely affected.
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                Traditionally, many residential mortgage lenders have not taken steps to evaluate whether contaminants are present with respect to any mortgaged property prior to the
origination of the mortgage loan or prior to foreclosure or accepting a deed−in−lieu of foreclosure.  Accordingly, the master servicer has not made and will not make these kinds of
evaluations prior to the origination of the mortgage loans.  Neither the master servicer nor any replacement servicer will be required by any servicing agreement to undertake any
environmental evaluations prior to foreclosure or accepting a deed−in−lieu of foreclosure.  The master servicer will not make any representations or warranties or assume any liability with
respect to the absence or effect of contaminants on any related real property or any casualty resulting from the presence or effect of contaminants.  The master servicer will not be obligated
to foreclose on related real property or accept a deed−in−lieu of foreclosure if it knows or reasonably believes that there are material contaminated conditions on a property.  A failure so to
foreclose may reduce the amounts otherwise available to securityholders of the related series.

Forfeitures in Drug and RICO Proceedings

                Federal law provides that property owned by persons convicted of drug−related crimes or of criminal violations of the Racketeer Influenced and Corrupt Organizations statute
can be seized by the government if the property was used in or purchased with the proceeds of these crimes.  Under procedures contained in the Comprehensive Crime Control Act of 1984
the government may seize the property even before conviction.  The government must publish notice of the forfeiture proceeding and may give notice to all parties “known to have an
alleged interest in the property,” including the holders of mortgage loans.

                A lender may avoid forfeiture of its interest in the property if it establishes that:  (1) its mortgage was executed and recorded before commission of the crime upon which the
forfeiture is based, or (2) the lender was at the time of execution of the mortgage “reasonably without cause to believe” that the property was used in or purchased with the proceeds of
illegal drug or RICO activities.

Negative Amortization Loans

                A case decided by the United States Court of Appeals for the First Circuit held that state restrictions on the compounding of interest are not preempted by the provisions of the
Depository Institutions Deregulation and Monetary Control Act of 1980 and as a result, a mortgage loan that provided for negative amortization violated New Hampshire’s requirement
that first mortgage loans provide for computation of interest on a simple interest basis.  The holding was limited to the effect of DIDMC on state laws regarding the compounding of
interest and the court did not address the applicability of the Alternative Mortgage Transaction Parity Act of 1982, which authorizes a lender to make residential mortgage loans that
provide for negative amortization.  The First Circuit’s decision is binding authority only on Federal District Courts in Maine, New Hampshire, Massachusetts, Rhode Island and Puerto
Rico.
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Installment Contracts

                The trust fund may also consist of installment sales contracts.  Under an installment sales contract the seller, referred to in this section as the “lender,” retains legal title to the
property and enters into an agreement with the purchaser, referred to in this section as the “borrower,” for the payment of the purchase price, plus interest, over the term of such contract. 
Only after full performance by the borrower of the installment contract is the lender obligated to convey title to the property to the purchaser.  As with mortgage or deed of trust financing,
during the effective period of the installment contract the borrower is generally responsible for maintaining the property in good condition and for paying real estate taxes, assessments and
hazard insurance premiums associated with the property.

                The method of enforcing the rights of the lender under an installment contract varies on a state−by−state basis depending upon the extent to which state courts are willing or able
pursuant to state statute to enforce the contract strictly according to its terms.  The terms of installment contracts generally provide that upon a default by the borrower, the borrower loses
his or her right to occupy the property, the entire indebtedness is accelerated and the buyer’s equitable interest in the property is forfeited.  The lender in such a situation is not required to
foreclose in order to obtain title to the property, although in some cases a quiet title action is pursued if the borrower has filed the installment contract in local land records and an ejectment
action may be necessary to recover possession.  In a few states, particularly in cases of borrower default during the early years of an installment contract, the courts will permit ejectment of
the buyer and a forfeiture of his or her interest in the property.  However, most state legislatures have enacted provisions by analogy to mortgage law protecting borrowers under
installment contracts from the harsh consequences of forfeiture.  Under such statutes a judicial or nonjudicial foreclosure may be required, the lender may be required to give notice of
default and the borrower may be granted some grace period during which the installment contract may be reinstated upon full payment of the defaulted amount and the borrower may have
a post−foreclosure statutory redemption right.  In other states courts may permit a borrower with significant investment in the property under an installment contract for the sale of real
estate to share in the proceeds of sale of the property after the indebtedness is repaid or may otherwise refuse to enforce the forfeiture clause.  Nevertheless, generally the lender’s
procedures for obtaining possession and clear title under an installment contract in a given state are simpler and less time consuming and costly than are the procedures for foreclosing and
obtaining clear title to a property subject to one or more liens.

Material Federal Income Tax Consequences

General

                The following is a general discussion of the material federal income tax consequences of the purchase, ownership and disposition of the securities offered under this prospectus
and the prospectus supplement.  This discussion is for securityholders that hold the securities as capital assets within the meaning of Section 1221 of the Code and does not purport to
discuss all federal income tax consequences that may be applicable to particular individual circumstances, including those of banks, insurance companies, foreign investors, tax−exempt
organizations, dealers in securities or currencies, mutual funds, real estate investment trusts, S corporations, estates and trusts, securityholders that hold the securities as part of a hedge,
straddle, integrated or conversion transaction, or securityholders whose functional currency is not the United States dollar.

                The authorities on which this discussion and the opinion referred to below are based are subject to change or differing interpretations which could apply retroactively. 
Prospective investors should note that no rulings have been or will be sought from the IRS with respect to any of the federal income tax consequences discussed below, and no assurance
can be given that the IRS will not take contrary positions.  Taxpayers and preparers of tax returns should be aware that under applicable Treasury regulations a provider of advice on
specific issues of law is not considered an income tax return preparer unless the advice (1) is given with respect to events that have occurred at the time the advice is rendered and is not
given with respect to the consequences of contemplated actions, and (2) is directly relevant to the determination of an entry on a tax return.  Accordingly, it is suggested that taxpayers
consult their own tax advisors and tax return preparers regarding the preparation of any item on a tax return, even where the anticipated tax treatment has been discussed in this prospectus. 
In addition to the federal income tax consequences described in this prospectus, potential investors should consider the state and local tax consequences, if any, of the purchase, ownership
and disposition of the securities.  See “State and Other Tax Consequences.”
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                The following discussion addresses securities of five general types:

            •              REMIC Certificates representing interests in a trust fund, or a portion thereof, that the trustee will elect to have treated as a REMIC under the REMIC Provisions of the
Code,

            •              Notes representing indebtedness of an owner trust for federal income tax purposes,

            •              Grantor Trust Certificates representing interests in a Grantor Trust Fund as to which no REMIC or FASIT election will be made,

            •              Partnership Certificates representing interests in a Partnership Trust Fund which is treated as a partnership for federal income tax purposes, and

            •              FASIT Securities representing interests in a trust fund, or a portion thereof, that the trustee will elect to have treated as a FASIT under the FASIT Provisions of the Code.

                The prospectus supplement for each series of certificates will indicate whether one or more REMIC or FASIT elections will be made for the related trust fund and will identify all
regular interests and residual interests in the REMIC or REMICs or the “regular interests,” “high yield regular interests” or “ownership interests” in the FASIT, as the case may be.  For
purposes of this tax discussion, references to a securityholder or a holder are to the beneficial owner of a security.

                The following discussion is based in part upon the OID Regulations and in part upon the REMIC Regulations.  The OID Regulations do not adequately address issues relevant to
the offered securities.  As described at “—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount,” in some instances the OID Regulations provide that they are not
applicable to securities like the offered securities.

REMICs

                CLASSIFICATION OF REMICs.  On or prior to the date of the related prospectus supplement with respect to the issuance of each series of REMIC Certificates, one of Orrick,
Herrington & Sutcliffe LLP or Heller Ehrman White & McAuliffe LLP, counsel to the depositor, will provide its opinion that, assuming compliance with all provisions of the related
pooling and servicing agreement, for federal income tax purposes, the related trust fund or each applicable portion of the related trust fund will qualify as a REMIC and the offered REMIC
Certificates will be considered to evidence ownership of REMIC regular interests or REMIC residual interests in that REMIC within the meaning of the REMIC Provisions.

                If an entity electing to be treated as a REMIC fails to comply with one or more of the ongoing requirements of the Code for status as a REMIC during any taxable year, the Code
provides that the entity will not be treated as a REMIC for that year or for later years.  In that event, the entity may be taxable as a corporation under Treasury regulations, and the related
REMIC Certificates may not be accorded the status or given the tax treatment described under “—Taxation of Owners of REMIC Regular Certificates” and “—Taxation of Owners of
REMIC Residual Certificates.”  The IRS may grant relief from inadvertent terminations under certain circumstances.  In addition, the Treasury Department is authorized to issue
regulations providing relief in the event of an inadvertent termination of REMIC status, although these regulations have not been issued.  If these regulations are issued, relief in the event
of an inadvertent termination may be accompanied by sanctions, which may include the imposition of a corporate tax on all or a portion of the REMIC’s income for the period in which the
requirements for status as a REMIC are not satisfied.  The pooling and servicing agreement with respect to each REMIC will include provisions designed to maintain the trust fund’s status
as a REMIC under the REMIC Provisions.  It is not anticipated that the status of any trust fund as a REMIC will be inadvertently terminated.

                CHARACTERIZATION OF INVESTMENTS IN REMIC CERTIFICATES.  Except as provided in the following sentence, the REMIC Certificates will be real estate assets
within the meaning of Section 856(c)(5)(B) of the Code and assets described in Section 7701(a)(19)(C) of the Code in the same proportion as the assets of the REMIC underlying the
certificates.  If 95% or more of the assets of the REMIC qualify for either of the treatments described in the previous sentence at all times during a calendar year, the REMIC Certificates
will qualify for the corresponding status in their entirety for that calendar year.  Interest, including original issue discount, on the REMIC Regular Certificates and income allocated to the
class of REMIC Residual Certificates will be interest described in Section 856(c)(3)(B) of the Code to the extent that the certificates are treated as real estate assets within the meaning of
Section 856(c)(5)(B) of the Code.  In addition, the REMIC Regular Certificates will be qualified mortgages within the meaning of Section 860G(a)(3) of the Code if transferred to another
REMIC on its startup day in exchange for regular or residual interests of that REMIC.  The determination as to the percentage of the REMIC’s assets that constitute assets described in
these sections of the Code will be made for each calendar quarter based on the average adjusted basis of each category of the assets held by the REMIC during the calendar quarter.  The
Trustee will report those determinations to certificateholders in the manner and at the times required by Treasury regulations.
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                The assets of the REMIC will include mortgage loans, payments on mortgage loans held prior to the distribution of these payments to the REMIC Certificateholders and any
property acquired by foreclosure held prior to the sale of such property, and may include amounts in reserve accounts.  It is unclear whether property acquired by foreclosure and amounts
in reserve accounts would be considered to be part of the mortgage loans, or whether these assets otherwise would receive the same treatment as the mortgage loans for purposes of all of
the Code sections discussed in the immediately preceding paragraph.  The related prospectus supplement will describe the mortgage loans that may not be treated entirely as assets
described in the sections of the Code discussed in the immediately preceding paragraph.  The REMIC Regulations do provide, however, that cash received from payments on mortgage
loans held pending distribution is considered part of the mortgage loans for purposes of Section 856(c)(5)(B) of the Code.  Furthermore, foreclosure property will qualify as real estate
assets under Section 856(c)(5)(B) of the Code.

                TIERED REMIC STRUCTURES.  For a series of REMIC Certificates, two or more separate elections may be made to treat designated portions of the related trust fund as
REMICs for federal income tax purposes, creating a tiered REMIC structure.  As to each series of REMIC Certificates that is a tiered REMIC structure, in the opinion of counsel to the
depositor, assuming compliance with all provisions of the related pooling and servicing agreement, each of the REMICs in that series will qualify as a REMIC and the REMIC Certificates
issued by these REMICs will be considered to evidence ownership of REMIC regular interests or REMIC residual interests in the related REMIC within the meaning of the REMIC
Provisions.

                Solely for purposes of determining whether the REMIC Certificates will be real estate assets within the meaning of Section 856(c)(5)(B) of the Code, and loans secured by an
interest in real property under Section 7701(a)(19)(C) of the Code, and whether the income on the certificates is interest described in Section 856(c)(3)(B) of the Code, all of the REMICs
in that series will be treated as one REMIC.

Taxation of Owners of REMIC Regular Certificates

                GENERAL.  Except as described in “—Taxation of Owners of REMIC Residual Certificates—Possible Pass−Through of Miscellaneous Itemized Deductions,” REMIC Regular
Certificates will be treated for federal income tax purposes as debt instruments issued by the REMIC and not as ownership interests in the REMIC or its assets.  Moreover, holders of
REMIC Regular Certificates that ordinarily report income under a cash method of accounting will be required to report income for REMIC Regular Certificates under an accrual method.

                ORIGINAL ISSUE DISCOUNT.  A REMIC Regular Certificate may be issued with original issue discount within the meaning of Section 1273(a) of the Code.  Any holder of a
REMIC Regular Certificate issued with original issue discount in excess of a de minimis amount will be required to include original issue discount in income as it accrues in advance of the
receipt of the cash attributable to that income, in accordance with a constant yield method under Section 1272(a)(6) of the Code.  Regulations have not been issued under that section.

                The Code requires that a reasonable Prepayment Assumption be used for mortgage loans held by a REMIC in computing the accrual of original issue discount on REMIC
Regular Certificates issued by that REMIC, and that adjustments be made in the amount and rate of accrual of that discount to reflect differences between the actual prepayment rate and
the Prepayment Assumption.  The Prepayment Assumption is to be determined in a manner prescribed in Treasury regulations; as noted in the preceding paragraph, those regulations have
not been issued.  The Congressional committee reports accompanying the enactment of Section 1272(a)(6) of the Code indicate that the regulations will provide that the Prepayment
Assumption used for a REMIC Regular Certificate must be the same as that used in pricing the initial offering of the REMIC Regular Certificate.  The Prepayment Assumption used in
reporting original issue discount for each series of REMIC Regular Certificates will be consistent with this standard and will be disclosed in the related prospectus supplement.  However,
none of the depositor, the master servicer or the trustee will make any representation that the mortgage loans will in fact prepay at a rate conforming to the Prepayment Assumption or at
any other rate.
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                The original issue discount, if any, on a REMIC Regular Certificate will be the excess of its stated redemption price at maturity over its issue price.  The issue price of a
particular class of REMIC Regular Certificates will be the first cash price at which a substantial amount of REMIC Regular Certificates of that class is sold, excluding sales to bond
houses, brokers and underwriters.  If less than a substantial amount of a class of REMIC Regular Certificates is sold for cash on or prior to the closing date, the issue price for that class that
will be used in making reports to investors and the IRS will be the fair market value of that class on the closing date.  Under the OID Regulations, the stated redemption price of a REMIC
Regular Certificate is equal to the total of all payments to be made on the certificate other than qualified stated interest.  Qualified stated interest is interest that is unconditionally payable
at least annually during the entire term of the instrument at a single fixed rate, a qualified floating rate, an objective rate, or a combination of a single fixed rate and one or more qualified
floating rates or one qualified inverse floating rate.

                In the case of REMIC Regular Certificates bearing adjustable interest rates, the determination of the total amount of original issue discount and the timing of the inclusion thereof
will vary according to the characteristics of the REMIC Regular Certificates.  If the original issue discount rules apply to the certificates in a particular series, the related prospectus
supplement will describe the manner in which these rules will be applied with respect to the certificates in that series that bear an adjustable interest rate in preparing information returns to
the certificateholders and the IRS.

                The first interest payment on a REMIC Regular Certificate may be made more than one month after the date of issuance, which is a period longer than the subsequent monthly
intervals between interest payments.  Assuming the accrual period for original issue discount is each monthly period that ends on the day prior to each distribution date, as a consequence
of this long first accrual period some or all interest payments may be required to be included in the stated redemption price of the REMIC Regular Certificate and accounted for as original
issue discount.  Because interest on REMIC Regular Certificates must in any event be accounted for under an accrual method, applying this analysis would result in only a slight difference
in the timing of the inclusion in income of the yield on the REMIC Regular Certificates.

                If the accrued interest to be paid on the first distribution date is computed for a period that begins prior to the closing date, a portion of the purchase price paid for a REMIC
Regular Certificate will reflect the accrued interest.  In these cases, information returns to the certificateholders and the IRS will take the position that the portion of the purchase price paid
for the interest accrued for periods prior to the closing date is part of the overall cost of the REMIC Regular Certificate, and not a separate asset the cost of which is recovered entirely out
of interest received on the next distribution date, and that portion of the interest paid on the first distribution date in excess of interest accrued for a number of days corresponding to the
number of days from the closing date to the first distribution date should be included in the stated redemption price of the REMIC Regular Certificate.  However, the OID Regulations state
that all or a portion of the accrued interest may be treated as a separate asset the cost of which is recovered entirely out of interest paid on the first distribution date.  It is unclear how an
election to do so would be made under the OID Regulations and whether this election could be made unilaterally by a certificateholder.

                Notwithstanding the general definition of original issue discount, original issue discount on a REMIC Regular Certificate will be considered to be de minimis if it is less than
0.25% of the stated redemption price of the REMIC Regular Certificate multiplied by its weighted average life.  For this purpose, the weighted average life of a REMIC Regular Certificate
is computed as the sum of the amounts determined, as to each payment included in the stated redemption price of the REMIC Regular Certificate, by multiplying (1) the number of
complete years from the issue date until that payment is expected to be made, presumably taking into account the Prepayment Assumption, by (2) a fraction, the numerator of which is the
amount of the payment, and the denominator of which is the stated redemption price at maturity of the REMIC Regular Certificate.  Under the OID Regulations, original issue discount of
only a de minimis amount, other than de minimis original issue discount attributable to a teaser interest rate or an initial interest holiday, will be included in income as each payment of
stated principal is made, based on the product of the total amount of the de minimis original issue discount attributable to that certificate and a fraction, the numerator of which is the
amount of the principal payment and the denominator of which is the outstanding stated principal amount of the REMIC Regular Certificate.  The OID Regulations also would permit a
certificateholder to elect to accrue de minimis original issue discount into income currently based on a constant yield method.  See “—Market Discount” for a description of this election
under the OID regulations.
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                If original issue discount on a REMIC Regular Certificate is in excess of a de minimis amount, the holder of the certificate must include in ordinary gross income the sum of the
daily portions of original issue discount for each day during its taxable year on which it held the REMIC Regular Certificate, including the purchase date but excluding the disposition
date.  In the case of an original holder of a REMIC Regular Certificate, the daily portions of original issue discount will be determined as described in the following paragraph.

                An accrual period is a period that ends on the day prior to a distribution date and begins on the first day following the immediately preceding accrual period, except that the first
accrual period begins on the closing date.  As to each accrual period, a calculation will be made of the portion of the original issue discount that accrued during the accrual period.  The
portion of original issue discount that accrues in any accrual period will equal the excess of (1) the sum of (a) the present value, as of the end of the accrual period, of all of the distributions
remaining to be made on the REMIC Regular Certificate in future periods and (b) the distributions made on the REMIC Regular Certificate during the accrual period of amounts included
in the stated redemption price, over (2) the adjusted issue price of the REMIC Regular Certificate at the beginning of the accrual period.  The present value of the remaining distributions
referred to in the preceding sentence will be calculated assuming that distributions on the REMIC Regular Certificate will be received in future periods based on the mortgage loans being
prepaid at a rate equal to the Prepayment Assumption, using a discount rate equal to the original yield to maturity of the certificate and taking into account events, including actual
prepayments, that have occurred before the close of the accrual period.  For these purposes, the original yield to maturity of the certificate will be calculated based on its issue price and
assuming that distributions on the certificate will be made in all accrual periods based on the mortgage loans being prepaid at a rate equal to the Prepayment Assumption.  The adjusted
issue price of a REMIC Regular Certificate at the beginning of any accrual period will equal the issue price of the certificate, increased by the aggregate amount of original issue discount
that accrued with respect to the certificate in prior accrual periods, and reduced by the amount of any distributions made on the certificate in prior accrual periods of amounts included in
the stated redemption price.  The original issue discount accruing during any accrual period will be allocated ratably to each day during the accrual period to determine the daily portion of
original issue discount for that day.

                If a REMIC Regular Certificate issued with original issue discount is purchased at a cost, excluding any portion of the cost attributable to accrued qualified stated interest, less
than its remaining stated redemption price, the purchaser will also be required to include in gross income the daily portions of any original issue discount for the certificate.  However, if
the cost of the certificate is in excess of its adjusted issue price, each daily portion will be reduced in proportion to the ratio the excess bears to the aggregate original issue discount
remaining to be accrued on the REMIC Regular Certificate.  The adjusted issue price of a REMIC Regular Certificate on any given day equals the sum of (1) the adjusted issue price or, in
the case of the first accrual period, the issue price, of the certificate at the beginning of the accrual period which includes that day and (2) the daily portions of original issue discount for all
days during the accrual period prior to that day.

                MARKET DISCOUNT.  A certificateholder that purchases a REMIC Regular Certificate at a market discount will recognize gain upon receipt of each distribution representing
stated redemption price.  A REMIC Regular Certificate issued without original issue discount will have market discount if purchased for less than its remaining stated principal amount and
a REMIC Regular Certificate issued with original issue discount will have market discount if purchased for less than its adjusted issue price.  Under Section 1276 of the Code, a
certificateholder that purchases a REMIC Regular Certificate at a market discount in excess of a de minimis amount will be required to allocate the portion of each distribution representing
stated redemption price first to accrued market discount not previously included in income, and to recognize ordinary income to that extent.  A certificateholder may elect to include market
discount in income currently as it accrues rather than including it on a deferred basis.  If made, the election will apply to all market discount bonds acquired by the certificateholder on or
after the first day of the first taxable year to which the election applies.  In addition, the OID Regulations permit a certificateholder to elect to accrue all interest and discount in income as
interest, and to amortize premium, based on a constant yield method.  If such an election were made with respect to a REMIC Regular Certificate with market discount, the
certificateholder would be deemed to have made an election to include currently market discount in income with respect to all other debt instruments having market discount that the
certificateholder acquires during the taxable year of the election or later taxable years, and possibly previously acquired instruments.  Similarly, a certificateholder that made this election
for a certificate that is acquired at a premium would be deemed to have made an election to amortize bond premium with respect to all debt instruments having amortizable bond premium
that the certificateholder owns or acquires.  Each of these elections to accrue interest, discount and premium with respect to a certificate on a constant yield method or as interest would be
irrevocable, except with the approval of the IRS.  See “—Premium” below.
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                However, market discount with respect to a REMIC Regular Certificate will be considered to be de minimis for purposes of Section 1276 of the Code if the market discount is
less than 0.25% of the remaining stated redemption price of the REMIC Regular Certificate multiplied by the number of complete years to maturity remaining after the date of its
purchase.  In interpreting a similar rule with respect to original issue discount on obligations payable in installments, the OID Regulations refer to the weighted average maturity of
obligations, and it is likely that the same rule will be applied with respect to market discount, presumably taking into account the Prepayment Assumption.  If market discount is treated as
de minimis under this rule, it appears that the actual discount would be treated in a manner similar to original issue discount of a de minimis amount.  This treatment would result in
discount being included in income at a slower rate than discount would be required to be included in income using the method described above.  See “—Original Issue Discount” above.

                Section 1276(b)(3) of the Code specifically authorizes the Treasury Department to issue regulations providing for the method for accruing market discount on debt instruments,
the principal of which is payable in more than one installment.  Until regulations are issued by the Treasury Department, the rules described in the committee report apply.  The
Congressional committee reports accompanying the enactment of Section 1276(b)(3) of the Code indicate that in each accrual period market discount on REMIC Regular Certificates
should accrue, at the certificateholder’s option:

                (1)           on the basis of a constant yield method,

                (2)           in the case of a REMIC Regular Certificate issued without original issue discount, in an amount that bears the same ratio to the total remaining market
discount as the stated interest paid in the accrual period bears to the total amount of stated interest remaining to be paid on the REMIC Regular Certificate as of the beginning
of the accrual period, or

                (3)           in the case of a REMIC Regular Certificate issued with original issue discount, in an amount that bears the same ratio to the total remaining market
discount as the original issue discount accrued in the accrual period bears to the total original issue discount remaining on the REMIC Regular Certificate at the beginning of
the accrual period.

Moreover, the Prepayment Assumption used in calculating the accrual of original issue discount is also used in calculating the accrual of market discount.  Because the regulations referred
to in this paragraph have not been issued, it is not possible to predict what effect these regulations might have on the tax treatment of a REMIC Regular Certificate purchased at a discount
in the secondary market.

                To the extent that REMIC Regular Certificates provide for monthly or other periodic distributions throughout their term, the effect of these rules may be to require market
discount to be includible in income at a rate that is not significantly slower than the rate at which the discount would accrue if it were original issue discount.  Moreover, in any event a
holder of a REMIC Regular Certificate generally will be required to treat a portion of any gain on the sale or exchange of the certificate as ordinary income to the extent of the market
discount accrued to the date of disposition under one of these methods, less any accrued market discount previously reported as ordinary income.
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                Further, under Section 1277 of the Code a holder of a REMIC Regular Certificate may be required to defer a portion of its interest deductions for the taxable year attributable to
any indebtedness incurred or continued to purchase or carry a REMIC Regular Certificate purchased with market discount.  For these purposes, the de minimis rule applies.  Any such
deferred interest expense would not exceed the market discount that accrues during the taxable year and is, in general, allowed as a deduction not later than the year in which the market
discount is includible in income.  If a holder elects to include market discount in income currently as it accrues on all market discount instruments acquired by the holder in that taxable
year or later taxable years, the interest deferral rule will not apply.

                PREMIUM.  A REMIC Regular Certificate purchased at a cost, excluding any portion of the cost attributable to accrued qualified stated interest, greater than its remaining stated
redemption price will be considered to be purchased at a premium.  The holder of a REMIC Regular Certificate may elect under Section 171 of the Code to amortize the premium under a
constant yield method over the life of the certificate.  If made, the election will apply to all debt instruments having amortizable bond premium that the holder owns or subsequently
acquires.  Amortizable premium will be treated as an offset to interest income on the related debt instrument, rather than as a separate interest deduction.  The OID Regulations also permit
certificateholders to elect to include all interest, discount and premium in income based on a constant yield method, further treating the certificateholder as having made the election to
amortize premium generally.  The Congressional committee reports accompanying the enactment of Section 1276(b)(3) of the Code state that the same rules that apply to accrual of market
discount, which rules will require use of a Prepayment Assumption in accruing market discount with respect to REMIC Regular Certificates without regard to whether the certificates have
original issue discount, will also apply in amortizing bond premium under Section 171 of the Code.  The IRS indicated that it may require that a prepayment assumption of zero be used in
accruing premium on REMIC regular interests.  Prospective purchasers should consult their own tax advisors on this issue.  See “—Market Discount” above.

                REALIZED LOSSES.  Under Section 166 of the Code, both corporate holders of the REMIC Regular Certificates and noncorporate holders of the REMIC Regular Certificates
that acquire the certificates in connection with a trade or business should be allowed to deduct, as ordinary losses, any losses sustained during a taxable year in which their certificates
become wholly or partially worthless as the result of one or more realized losses on the mortgage loans.  However, it appears that a noncorporate holder that does not acquire a REMIC
Regular Certificate in connection with a trade or business will not be entitled to deduct a loss under Section 166 of the Code until the holder’s certificate becomes wholly worthless, i.e.,
until its outstanding principal balance has been reduced to zero, and that the loss will be characterized as a short−term capital loss.

                Each holder of a REMIC Regular Certificate will be required to accrue interest and original issue discount with respect to the certificate, without giving effect to any reduction in
distributions attributable to defaults or delinquencies on the mortgage loans or the certificate underlying the REMIC Certificates, as the case may be, until it can be established that the
reduction ultimately will not be recoverable.  As a result, the amount of taxable income reported in any period by the holder of a REMIC Regular Certificate could exceed the amount of
economic income actually realized by that holder in the period.  Although the holder of a REMIC Regular Certificate eventually will recognize a loss or reduction in income attributable to
previously accrued and included income that as the result of a realized loss ultimately will not be realized, the law is unclear with respect to the timing and character of this loss or
reduction in income.

Taxation of Owners of REMIC Residual Certificates

                GENERAL.  Although a REMIC is a separate entity for federal income tax purposes, a REMIC is not subject to entity−level taxation, except with regard to prohibited
transactions and some other transactions.  Rather, the taxable income or net loss of a REMIC is generally taken into account by the holder of the REMIC Residual Certificates. 
Accordingly, the REMIC Residual Certificates will be subject to tax rules that differ significantly from those that would apply if the REMIC Residual Certificates were treated for federal
income tax purposes as direct ownership interests in the mortgage loans or as debt instruments issued by the REMIC.  See “—Prohibited Transactions and Other Possible REMIC Taxes”
below.

                A holder of a REMIC Residual Certificate generally will be required to report its daily portion of the taxable income or, subject to the limitations noted in this discussion, the net
loss of the REMIC for each day during a calendar quarter that the holder owned the REMIC Residual Certificate.  For this purpose, the taxable income or net loss of the REMIC will be
allocated to each day in the calendar quarter ratably using a 30 days per month/90 days per quarter/360 days per year convention unless otherwise disclosed in the related prospectus
supplement.  The daily amounts so allocated will then be allocated among the REMIC Residual Certificateholders in proportion to their respective ownership interests on that day.  Any
amount included in the gross income or allowed as a loss of any REMIC Residual Certificateholder by virtue of this paragraph will be treated as ordinary income or loss.  The taxable
income of the REMIC will be determined under the rules described below in “—Taxable Income of the REMIC” and will be taxable to the REMIC Residual Certificateholders without
regard to the timing or amount of cash distributions by the REMIC.  Ordinary income derived from REMIC Residual Certificates will be portfolio income for purposes of the taxation of
taxpayers subject to limitations under Section 469 of the Code on the deductibility of passive losses.
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                A holder of a REMIC Residual Certificate that purchased the certificate from a prior holder of that certificate also will be required to report on its federal income tax return
amounts representing its daily share of the taxable income, or net loss, of the REMIC for each day that it holds the REMIC Residual Certificate.  Those daily amounts generally will equal
the amounts of taxable income or net loss.  The Congressional committee reports accompanying enactment of the REMIC Provisions indicate that some modifications of the general rules
may be necessary to reduce, or increase, the income of a REMIC Residual Certificateholder that purchased the REMIC Residual Certificate from a prior holder of the certificate at a price
greater than, or less than, the adjusted basis, the REMIC Residual Certificate would have had in the hands of an original holder of the certificate.  The REMIC Regulations, however, do
not provide for any such modifications.

                Any payments received by a holder of a REMIC Residual Certificate in connection with the acquisition of such REMIC Residual Certificate will be taken into account in
determining the income of such holder for federal income tax purposes.  Although the timing of such income is uncertain under current law and certain court cases suggest that, in the
absence of other authority, any such payment would be includible in income immediately upon its receipt, the IRS has issued proposed regulations that, if adopted as final regulations,
would require such payment to be included in income over time according to an amortization schedule that reasonably reflects the costs and benefits of holding the REMIC Residual
Certificate over its expected life.  The proposed regulations also would provide two more specific methods that would be accepted as meeting the general test set forth above for
determining the timing and amount of income inclusion.  One generally follows the method of inclusion used by the taxpayer for GAAP purposes, but not over a period shorter than the
period over which the REMIC is expected to generate income.  The other calls for ratable inclusion over the remaining anticipated weighted average life of the REMIC as of the time the
REMIC Residual Certificate is transferred to the taxpayer.  Because of the uncertainty concerning the treatment of such payments, holders of REMIC Residual Certificates should consult
their tax advisors concerning the treatment of such payments for income tax purposes.

                The amount of income REMIC Residual Certificateholders will be required to report, or the tax liability associated with the income, may exceed the amount of cash distributions
received from the REMIC for the corresponding period.  Consequently, REMIC Residual Certificateholders should have other sources of funds sufficient to pay any federal income taxes
due as a result of their ownership of REMIC Residual Certificates or unrelated deductions against which income may be offset, subject to the rules relating to excess inclusions, and
noneconomic residual interests discussed at “—Noneconomic REMIC Residual Certificates.”  The fact that the tax liability associated with the income allocated to REMIC Residual
Certificateholders may exceed the cash distributions received by the REMIC Residual Certificateholders for the corresponding period may significantly adversely affect the REMIC
Residual Certificateholders’ after−tax rate of return.  This disparity between income and distributions may not be offset by corresponding losses or reductions of income attributable to the
REMIC Residual Certificateholder until subsequent tax years and, then, may not be completely offset due to changes in the Code, tax rates or character of the income or loss.

                TAXABLE INCOME OF THE REMIC.  The taxable income of the REMIC will equal the income from the mortgage loans and other assets of the REMIC plus any cancellation
of indebtedness income due to the allocation of realized losses to REMIC Regular Certificates, less the deductions allowed to the REMIC for interest, including original issue discount and
reduced by any premium on issuance, on the REMIC Regular Certificates, whether or not offered by the prospectus, amortization of any premium on the mortgage loans, bad debt losses
with respect to the mortgage loans and, except as described below, for servicing, administrative and other expenses.
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                For purposes of determining its taxable income, the REMIC will have an initial aggregate basis in its assets equal to the sum of the issue prices of all REMIC Certificates, or if a
class of REMIC Certificates is not sold initially, their fair market values.  The aggregate basis will be allocated among the mortgage loans and the other assets of the REMIC in proportion
to their respective fair market values.  The issue price of any offered REMIC Certificates will be determined in the manner described above under “—Taxation of Owners of REMIC
Regular Certificates—Original Issue Discount.” The issue price of a REMIC Certificate received in exchange for an interest in the mortgage loans or other property will equal the fair
market value of the interests in the mortgage loans or other property.  Accordingly, if one or more classes of REMIC Certificates are retained initially rather than sold, the Trustee may be
required to estimate the fair market value of the interests in order to determine the basis of the REMIC in the mortgage loans and other property held by the REMIC.

                Subject to possible application of the de minimis rules, the method of accrual by the REMIC of original issue discount income and market discount income with respect to
mortgage loans that it holds will be equivalent to the method for accruing original issue discount income for holders of REMIC Regular Certificates.  However, a REMIC that acquires
loans at a market discount must include the market discount in income currently, as it accrues, on a constant yield basis.  See “—Taxation of Owners of REMIC Regular Certificates”
above, which describes a method for accruing discount income that is analogous to that required to be used by a REMIC as to mortgage loans with market discount that it holds.

                A mortgage loan will be deemed to have been acquired with either discount or premium to the extent that the REMIC’s basis in the mortgage loan is either less than or greater
than its stated redemption price.  Any discount will be includible in the income of the REMIC as it accrues, in advance of receipt of the cash attributable to the income, under a method
similar to the method described above for accruing original issue discount on the REMIC Regular Certificates.  It is anticipated that each REMIC will elect under Section 171 of the Code
to amortize any premium on the mortgage loans.  Premium on any mortgage loan to which the election applies may be amortized under a constant yield method, presumably taking into
account a Prepayment Assumption.  This election would not apply to any mortgage loan originated on or before September 27, 1985, premium on which should be allocated among the
principal payments on that mortgage loan and be deductible by the REMIC as those payments become due or upon the prepayment of the mortgage loan.

                A REMIC will be allowed deductions for interest, including original issue discount, on the REMIC Regular Certificates, whether or not offered by this prospectus, equal to the
deductions that would be allowed if these REMIC Regular Certificates were indebtedness of the REMIC.  Original issue discount will be considered to accrue for this purpose as described
above under “—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount,” except that the de minimis rule and the adjustments for subsequent holders of these
REMIC Regular Certificates will not apply.

                Issue premium is the excess of the issue price of a REMIC Regular Certificate over its stated redemption price.  If a class of REMIC Regular Certificates is issued with issue
premium, the net amount of interest deductions that are allowed the REMIC in each taxable year for the REMIC Regular Certificates of that class will be reduced by an amount equal to the
portion of the issue premium that is considered to be amortized or repaid in that year.  Although the matter is not entirely clear, it is likely that issue premium would be amortized under a
constant yield method in a manner analogous to the method of accruing original issue discount described above under “—Taxation of Owners of REMIC Regular Certificates—Original
Issue Discount.”

                Subject to the exceptions described in the following sentences, the taxable income of a REMIC will be determined in the same manner as if the REMIC were an individual
having the calendar year as its taxable year and using the accrual method of accounting.  However, no item of income, gain, loss or deduction allocable to a prohibited transaction will be
taken into account.  See “—Prohibited Transactions and Other Possible REMIC Taxes” below.

                Further, the limitation on miscellaneous itemized deductions imposed on individuals by Section 67 of the Code, allowing these deductions only to the extent they exceed in the
aggregate two percent of the taxpayer’s adjusted gross income, will not be applied at the REMIC level and the REMIC will be allowed deductions for servicing, administrative and other
non−interest expenses in determining its taxable income.  These expenses will be allocated as a separate item to the holders of REMIC Certificates, subject to the limitation of Section 67
of the Code.  If the deductions allowed to the REMIC exceed its gross income for a calendar quarter, the excess will be the net loss for the REMIC for that calendar quarter.  See
“—Possible Pass−Through of Miscellaneous Itemized Deductions” below.
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                BASIS RULES, NET LOSSES AND DISTRIBUTIONS.  The adjusted basis of a REMIC Residual Certificate will be equal to the amount paid for the REMIC Residual
Certificate, increased by amounts included in the income of the REMIC Residual Certificateholder and decreased, but not below zero, by distributions made, and by net losses allocated, to
the REMIC Residual Certificateholder.

                A REMIC Residual Certificateholder is not allowed to take into account any net loss for any calendar quarter to the extent the net loss exceeds the REMIC Residual
Certificateholder’s adjusted basis in its REMIC Residual Certificate as of the close of the calendar quarter, determined without regard to the net loss.  Any loss that is not currently
deductible by reason of this limitation may be carried forward indefinitely to future calendar quarters and, subject to the same limitation, may be used only to offset income from the
REMIC Residual Certificate.  The ability of REMIC Residual Certificateholders to deduct net losses may be subject to additional limitations under the Code, as to which REMIC Residual
Certificateholders should consult their tax advisors.

                Any distribution on a REMIC Residual Certificate will be treated as a non−taxable return of capital to the extent it does not exceed the holder’s adjusted basis in the REMIC
Residual Certificate.  To the extent a distribution on a REMIC Residual Certificate exceeds this adjusted basis, it will be treated as gain from the sale of the REMIC Residual Certificate. 
Holders of REMIC Residual Certificates may be entitled to distributions early in the term of the related REMIC under circumstances in which their bases in the REMIC Residual
Certificates will not be sufficiently large that the distributions will be treated as nontaxable returns of capital.  Their bases in the REMIC Residual Certificates will initially equal the
amount paid for the REMIC Residual Certificates and will be increased by the REMIC Residual Certificateholders’ allocable shares of taxable income of the REMIC.  However, these
bases increases may not occur until the end of the calendar quarter, or perhaps the end of the calendar year, with respect to which the REMIC taxable income is allocated to the REMIC
Residual Certificateholders.  To the extent the REMIC Residual Certificateholders’ initial bases are less than the distributions to the REMIC Residual Certificateholders, and increases in
initial bases either occur after the distributions or, together with their initial bases, are less than the amount of the distributions, gain will be recognized by the REMIC Residual
Certificateholders on these distributions and will be treated as gain from the sale of their REMIC Residual Certificates.

                The effect of these rules is that a REMIC Residual Certificateholder may not amortize its basis in a REMIC Residual Certificate, but may only recover its basis through
distributions, through the deduction of any net losses of the REMIC or upon the sale of its REMIC Residual Certificate.  See “—Sales of REMIC Certificates” below.

                For a discussion of possible modifications of these rules that may require adjustments to the income of a holder of a REMIC Residual Certificate other than an original holder in
order to reflect any difference between the cost of the REMIC Residual Certificate to the REMIC Residual Certificateholder and the adjusted basis the REMIC Residual Certificate would
have in the hands of an original holder.  See “—General” above.

                EXCESS INCLUSIONS.  Any excess inclusions with respect to a REMIC Residual Certificate will be subject to federal income tax in all events.

                In general, the excess inclusions with respect to a REMIC Residual Certificate for any calendar quarter will be the excess, if any, of

                (1)           the daily portions of REMIC taxable income allocable to the REMIC Residual Certificate over

                (2)           the sum of the daily accruals for each day during the quarter that the REMIC Residual Certificate was held by the REMIC Residual Certificateholder.

                The daily accruals of a REMIC Residual Certificateholder will be determined by allocating to each day during a calendar quarter its ratable portion of the product of the adjusted
issue price of the REMIC Residual Certificate at the beginning of the calendar quarter and 120% of the long−term Federal rate in effect on the closing date.  For this purpose, the adjusted
issue price of a REMIC Residual Certificate as of the beginning of any calendar quarter will be equal to the issue price of the REMIC Residual Certificate, increased by the sum of the
daily accruals for all prior quarters and decreased, but not below zero, by any distributions made with respect to the REMIC Residual Certificate before the beginning of that quarter.  The
issue price of a REMIC Residual Certificate is the initial offering price to the public, excluding bond houses and brokers, at which a substantial amount of the REMIC Residual Certificates
were sold.  The long−term Federal rate is an average of current yields on Treasury securities with a remaining term of greater than nine years, computed and published monthly by the
IRS.  Although it has not done so, the Treasury has authority to issue regulations that would treat the entire amount of income accruing on a REMIC Residual Certificate as an excess
inclusion if the REMIC Residual Certificates are considered not to have significant value.
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                For REMIC Residual Certificateholders, an excess inclusion:

                (1)           will not be permitted to be offset by deductions, losses or loss carryovers from other activities,

                (2)           will be treated as unrelated business taxable income to an otherwise tax−exempt organization and

                (3)           will not be eligible for any rate reduction or exemption under any applicable tax treaty with respect to the 30% United States withholding tax imposed on
distributions to REMIC Residual Certificateholders that are foreign investors.  See, however, “—Foreign Investors in REMIC Certificates,” below.

                Furthermore, for purposes of the alternative minimum tax, excess inclusions will not be permitted to be offset by the alternative tax net operating loss deduction and alternative
minimum taxable income may not be less than the taxpayer’s excess inclusions.  The latter rule has the effect of preventing nonrefundable tax credits from reducing the taxpayer’s income
tax to an amount lower than the alternative minimum tax on excess inclusions.

                In the case of any REMIC Residual Certificates held by a real estate investment trust, the aggregate excess inclusions with respect to the REMIC Residual Certificates, as
reduced, but not below zero, by the real estate investment trust taxable income, will be allocated among the shareholders of the trust in proportion to the dividends received by the
shareholders from the trust, and any amount so allocated will be treated as an excess inclusion with respect to a REMIC Residual Certificate as if held directly by the shareholder.  “Real
estate investment trust taxable income” is defined by Section 857(b)(2) of the Code, and as used in the prior sentence does not include any net capital gain.  Treasury regulations yet to be
issued could apply a similar rule to regulated investment companies, common trust funds and cooperatives; the REMIC Regulations currently do not address this subject.

                NONECONOMIC REMIC RESIDUAL CERTIFICATES.  Under the REMIC Regulations, transfers of noneconomic REMIC Residual Certificates will be disregarded for all
federal income tax purposes if “a significant purpose of the transfer was to enable the transferor to impede the assessment or collection of tax.” If the transfer is disregarded, the purported
transferor will continue to remain liable for any taxes due with respect to the income on the noneconomic REMIC Residual Certificate.  The REMIC Regulations provide that a REMIC
Residual Certificate is “noneconomic” unless, at the time of transfer, based on the Prepayment Assumption and on any required or permitted clean up calls, or required liquidation provided
for in the REMIC’s organizational documents, the present value of the expected future distributions on the REMIC Residual Certificate, discounted using the applicable Federal rate for
obligations whose term ends on the close of the last quarter in which excess inclusions are expected to accrue with respect to the REMIC Residual Certificate, equals at least the product of
the present value of the anticipated excess inclusions and the highest marginal corporate tax rate, and the transferor reasonably expects that the transferee will receive distributions with
respect to the REMIC Residual Certificate at or after the time the taxes accrue on the anticipated excess inclusions in an amount sufficient to satisfy the accrued taxes.  Accordingly, all
transfers of REMIC Residual Certificates that may constitute noneconomic residual interests will be subject to restrictions under the terms of the related pooling and servicing agreement
that are intended to reduce the possibility of a transfer of REMIC Residual Certificates being disregarded.  These restrictions will require each party to a transfer to provide an affidavit that
no purpose of the transfer is to impede the assessment or collection of tax, including representations as to the financial condition of the prospective transferee, for which the transferor is
also required to make a reasonable investigation to determine the transferee’s historic payment of its debts and ability to continue to pay its debts as they come due in the future.  The
Treasury Department recently finalized changes to the REMIC Regulations that add to the conditions necessary to assure that a transfer of a noneconomic residual interest is respected. 
The additional condition requires that either (i) the present value of the net tax detriment attributable to holding the residual interest not exceed the sum of the present value of any amount
received by the transferee, plus the present value of any expected tax savings from losses on the residual interest, or (ii) the transferee be a domestic taxable corporation with large amounts
of gross and net assets that agrees that all future transfers will be to taxable domestic corporations and, among other things, the facts and circumstances known to the transferor at the time
of transfer would not indicate to a reasonable person that the taxes with respect to the residual interest will not be paid.  If the amount paid to the transferee is unreasonably low, the
transferor is deemed to know that the transferee cannot or will not pay the tax.  These changes are effective for transfers of residual interests occurring after February 4, 2000.  Prior to
purchasing a REMIC Residual Certificate, a prospective purchaser should consider the possibility that a purported transfer of the REMIC Residual Certificate by that prospective purchaser
to another purchaser at a future date may be disregarded, which would result in the retention of tax liability by the prospective purchaser.
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                The related prospectus supplement will disclose whether offered REMIC Residual Certificates may be considered noneconomic residual interests under the REMIC Regulations;
provided, however, that any disclosure that a REMIC Residual Certificate will not be considered noneconomic will be based upon assumptions, and the depositor will make no
representation that a REMIC Residual Certificate will not be considered noneconomic for purposes of the rules described in the preceding paragraph.  See “—Foreign Investors in REMIC
Certificates” below for additional restrictions applicable to transfers of REMIC Residual Certificates to foreign persons.

                MARK−TO−MARKET RULES.  In general, all securities owned by a dealer, except to the extent that the dealer has specifically identified a security as held for investment,
must be marked to market in accordance with the applicable Code provision and the related regulations.  However, IRS regulations provide that for purposes of this mark−to−market
requirement a REMIC Residual Certificate acquired after January 4, 1995 is not treated as a security and thus may not be marked to market.  Prospective purchasers of a REMIC Residual
Certificate should consult their tax advisors regarding the possible application of the mark−to−market requirement to REMIC Residual Certificates.

                POSSIBLE PASS−THROUGH OF MISCELLANEOUS ITEMIZED DEDUCTIONS.  Fees and expenses of a REMIC generally will be allocated to the holders of the related
REMIC Residual Certificates.  The applicable Treasury regulations indicate, however, that in the case of a REMIC that is similar to a single class grantor trust, all or a portion of these fees
and expenses should be allocated to the holders of the related REMIC Regular Certificates.  Except as stated in the related prospectus supplement, these fees and expenses will be allocated
to holders of the related REMIC Residual Certificates in their entirety and not to the holders of the related REMIC Regular Certificates.

                With respect to REMIC Residual Certificates or REMIC Regular Certificates the holders of which receive an allocation of fees and expenses in accordance with the preceding
paragraph, if any holder thereof is an individual, estate or trust, or a pass−through entity beneficially owned by one or more individuals, estates or trusts,

            •              an amount equal to the individual’s, estate’s or trust’s share of the fees and expenses will be added to the gross income of the holder, and

            •              the individual’s, estate’s or trust’s share of the fees and expenses will be treated as a miscellaneous itemized deduction allowable subject to the limitation of Section 67 of
the Code.

                Section 67 of the Code permits these deductions only to the extent they exceed in the aggregate two percent of a taxpayer’s adjusted gross income.  In addition, Section 68 of the
Code provides that the amount of itemized deductions otherwise allowable for an individual whose adjusted gross income exceeds a specified amount will be reduced.  The amount of
additional taxable income reportable by REMIC Certificateholders that are subject to the limitations of either Section 67 or Section 68 of the Code may be substantial.  Furthermore, in
determining the alternative minimum taxable income of a holder of a REMIC Certificate that is an individual, estate or trust, or a pass−through entity beneficially owned by one or more
individuals, estates or trusts, no deduction will be allowed for the holder’s allocable portion of servicing fees and other miscellaneous itemized deductions of the REMIC, even though an
amount equal to the amount of the fees and other deductions will be included in the holder’s gross income.  Accordingly, these REMIC Certificates may not be appropriate investments for
individuals, estates, or trusts, or pass−through entities beneficially owned by one or more individuals, estates or trusts.  Prospective investors should consult with their own tax advisors
prior to making an investment in the certificates.
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Matters Relevant to Holders of All REMIC Certificates

                SALES OF REMIC CERTIFICATES.  If a REMIC Certificate is sold, the selling Certificateholder will recognize gain or loss equal to the difference between the amount
realized on the sale and its adjusted basis in the REMIC Certificate.  The adjusted basis of a REMIC Regular Certificate generally will be:

            •              equal to the cost of the REMIC Regular Certificate to the certificateholder,

            •              increased by income reported by such certificateholder with respect to the REMIC Regular Certificate, including original issue discount and market discount income, and

            •              reduced, but not below zero, by distributions on the REMIC Regular Certificate received by the certificateholder and by any amortized premium.

                The adjusted basis of a REMIC Residual Certificate will be determined as described under “—Basis Rules, Net Losses and Distributions.”  Except as provided in the following
four paragraphs, gain or loss from the sale of a REMIC Certificate will be capital gain or loss, provided the REMIC Certificate is held as a capital asset within the meaning of Section 1221
of the Code.

                Gain from the sale of a REMIC Regular Certificate that might otherwise be capital gain will be treated as ordinary income to the extent the gain does not exceed the excess, if
any, of (1) the amount that would have been includible in the seller’s income with respect to the REMIC Regular Certificate assuming that income had accrued thereon at a rate equal to
110% of the applicable Federal rate, determined as of the date of purchase of the REMIC Regular Certificate, over (2) the amount of ordinary income actually includible in the seller’s
income prior to the sale.  In addition, gain recognized on the sale of a REMIC Regular Certificate by a seller who purchased the REMIC Regular Certificate at a market discount will be
taxable as ordinary income in an amount not exceeding the portion of the discount that accrued during the period the REMIC Certificate was held by the holder, reduced by any market
discount included in income under the rules described above under “—Taxation of Owners of REMIC Regular Certificates—Market Discount” and “—Premium.”

                REMIC Certificates will be evidences of indebtedness within the meaning of Section 582(c)(1) of the Code, so that gain or loss recognized from the sale of a REMIC Certificate
by a bank or thrift institution to which this section applies will be ordinary income or loss.

                A portion of any gain from the sale of a REMIC Regular Certificate that might otherwise be capital gain may be treated as ordinary income to the extent that the certificate is
held as part of a conversion transaction within the meaning of Section 1258 of the Code.  A conversion transaction includes a transaction in which the taxpayer has taken two or more
positions in the same or similar property that reduce or eliminate market risk, if substantially all of the taxpayer’s return is attributable to the time value of the taxpayer’s net investment in
the transaction.  The amount of gain so realized in a conversion transaction that is recharacterized as ordinary income generally will not exceed the amount of interest that would have
accrued on the taxpayer’s net investment at 120% of the appropriate applicable Federal rate at the time the taxpayer enters into the conversion transaction, subject to appropriate reduction
for prior inclusion of interest and other ordinary income items from the transaction.

                Finally, a taxpayer may elect to have net capital gain taxed at ordinary income rates rather than capital gains rates in order to include the net capital gain in total net investment
income for the taxable year, for purposes of the rule that limits the deduction of interest on indebtedness incurred to purchase or carry property held for investment to a taxpayer’s net
investment income.

89

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 270 of 303



                Except as may be provided in Treasury regulations yet to be issued, if the seller of a REMIC Residual Certificate reacquires the REMIC Residual Certificate, or acquires any
other residual interest in a REMIC or any similar interest in a taxable mortgage pool, as defined in Section 7701(i) of the Code, during the period beginning six months before, and ending
six months after, the date of the sale, such sale will be subject to the wash sale rules of Section 1091 of the Code.  In that event, any loss realized by the REMIC Residual Certificateholder
on the sale will not be deductible, but instead will be added to the REMIC Residual Certificateholder’s adjusted basis in the newly−acquired asset.

                PROHIBITED TRANSACTIONS AND OTHER POSSIBLE REMIC TAXES.  In the event a REMIC engages in a prohibited transaction, the Code imposes a 100% tax on the
income derived by the REMIC from the prohibited transaction.  A prohibited transaction may occur upon the disposition of a mortgage loan, the receipt of income from a source other than
a mortgage loan or other permitted investments, the receipt of compensation for services, or gain from the disposition of an asset purchased with the payments on the mortgage loans for
temporary investment pending distribution on the REMIC Certificates.  It is not anticipated that any REMIC will engage in any prohibited transactions in which it would recognize a
material amount of net income.

                In addition, a contribution to a REMIC made after the day on which the REMIC issues all of its interests could result in the imposition on the REMIC of a tax equal to 100% of
the value of the contributed property.  Each pooling and servicing agreement will include provisions designed to prevent the acceptance of any contributions that would be subject to this
tax.

                REMICs also are subject to federal income tax at the highest corporate rate on net income from foreclosure property, determined by reference to the rules applicable to real estate
investment trusts.  Net income from foreclosure property generally means the excess over related deductions of the sum of gain from the sale of foreclosure property that is inventory and
the gross income from foreclosure property other than qualifying rents and other qualifying income for a real estate investment trust.  It is not anticipated that any REMIC will recognize
net income from foreclosure property subject to federal income tax.

                To the extent permitted by then applicable laws, any tax resulting from a prohibited transaction, tax resulting from a contribution made after the closing date, tax on net income
from foreclosure property or state or local income or franchise tax that may be imposed on the REMIC will be borne by the related master servicer or trustee in either case out of its own
funds, provided that the master servicer or the trustee has sufficient assets to do so, and provided that the tax arises out of a breach of the master servicer’s or the trustee’s obligations under
the related pooling and servicing agreement and in respect of compliance with applicable laws and regulations.  Any of these taxes not borne by the master servicer or the trustee will be
charged against the related trust fund resulting in a reduction in amounts payable to holders of the related REMIC Certificates.

                TAX AND RESTRICTIONS ON TRANSFERS OF REMIC RESIDUAL CERTIFICATES TO CERTAIN ORGANIZATIONS.  If a REMIC Residual Certificate is transferred
to a disqualified organization, a tax would be imposed in an amount equal to the product of:

            •              the present value, discounted using the applicable Federal rate for obligations whose term ends on the close of the last quarter in which excess inclusions are expected to
accrue with respect to the REMIC Residual Certificate, of the total anticipated excess inclusions with respect to the REMIC Residual Certificate for periods after
the transfer and

            •              the highest marginal federal income tax rate applicable to corporations.

                The anticipated excess inclusions must be determined as of the date that the REMIC Residual Certificate is transferred and must be based on events that have occurred up to the
time of the transfer, the Prepayment Assumption and any required or permitted clean up calls or required liquidation provided for in the REMIC’s organizational documents.  The tax
would be imposed on the transferor of the REMIC Residual Certificate, except that where the transfer is through an agent for a disqualified organization, the tax would instead be imposed
on the agent.  However, a transferor of a REMIC Residual Certificate would in no event be liable for the tax with respect to a transfer if the transferee furnishes to the transferor an
affidavit that the transferee is not a disqualified organization and, as of the time of the transfer, the transferor does not have actual knowledge that the affidavit is false.  Moreover, an entity
will not qualify as a REMIC unless there are reasonable arrangements designed to ensure that
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            •              residual interests in the entity are not held by disqualified organizations and

            •              information necessary for the application of the tax described in this prospectus will be made available.  Restrictions on the transfer of REMIC Residual Certificates and
other provisions that are intended to meet this requirement will be included in the pooling and servicing agreement, and will be discussed more fully in any
prospectus supplement relating to the offering of any REMIC Residual Certificate.

                In addition, if a pass−through entity includes in income excess inclusions with respect to a REMIC Residual Certificate, and a disqualified organization is the record holder of an
interest in the entity, then a tax will be imposed on the entity equal to the product of (1) the amount of excess inclusions on the REMIC Residual Certificate that are allocable to the interest
in the pass−through entity held by the disqualified organization and (2) the highest marginal federal income tax rate imposed on corporations.  A pass−through entity will not be subject to
this tax for any period, however, if each record holder of an interest in the pass−through entity furnishes to the pass−through entity

            •              the holder’s social security number and a statement under penalties of perjury that the social security number is that of the record holder or

            •              a statement under penalties of perjury that the record holder is not a disqualified organization.  Notwithstanding the preceding two sentences, in the case of a REMIC
Residual Certificate held by an electing large partnership, as defined in Section 775 of the Code, all interests in the partnership shall be treated as held by
disqualified organizations, without regard to whether the record holders of the partnership furnish statements described in the preceding sentence, and the amount
that is subject to tax under the second preceding sentence is excluded from the gross income of the partnership allocated to the partners, in lieu of allocating to the
partners a deduction for the tax paid by the partnership.

                For these purposes, a disqualified organization means:

            •              the United States, any State or political subdivision thereof, any foreign government, any international organization, or any agency or instrumentality of the foregoing, not
including, however, instrumentalities described in Section 168(h)(2)(D) of the Code or the Federal Home Loan Mortgage Corporation,

            •              any organization, other than a cooperative described in Section 521 of the Code, that is exempt from federal income tax, unless it is subject to the tax imposed by Section
511 of the Code or

            •              any organization described in Section 1381(a)(2)(C) of the Code.

                For these purposes, a pass−through entity means any regulated investment company, real estate investment trust, trust, partnership or other entity described in Section
860E(e)(6)(B) of the Code.  In addition, a person holding an interest in a pass−through entity as a nominee for another person will, with respect to the interest, be treated as a pass−through
entity.

                TERMINATION.  A REMIC will terminate immediately after the distribution date following receipt by the REMIC of the final payment in respect of the mortgage loans or upon
a sale of the REMIC’s assets following the adoption by the REMIC of a plan of complete liquidation.  The last distribution on a REMIC Regular Certificate will be treated as a payment in
retirement of a debt instrument.  In the case of a REMIC Residual Certificate, if the last distribution on the REMIC Residual Certificate is less than the REMIC Residual Certificateholder’s
adjusted basis in the Certificate, the REMIC Residual Certificateholder should, but may not, be treated as realizing a loss equal to the amount of the difference, and the loss may be treated
as a capital loss.
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                REPORTING AND OTHER ADMINISTRATIVE MATTERS.  Solely for purposes of the administrative provisions of the Code, the REMIC will be treated as a partnership and
REMIC Residual Certificateholders will be treated as partners.  The Trustee or other party specified in the related prospectus supplement will file REMIC federal income tax returns on
behalf of the related REMIC, and under the terms of the related Agreement, will either (1) be irrevocably appointed by the holders of the largest percentage interest in the related REMIC
Residual Certificates as their agent to perform all of the duties of the tax matters person with respect to the REMIC in all respects or (2) be designated as and will act as the tax matters
person with respect to the related REMIC in all respects and will hold at least a nominal amount of REMIC Residual Certificates.

                The Trustee, as the tax matters person or as agent for the tax matters person, subject to notice requirements and various restrictions and limitations, generally will have the
authority to act on behalf of the REMIC and the REMIC Residual Certificateholders in connection with the administrative and judicial review of items of income, deduction, gain or loss of
the REMIC, as well as the REMIC’s classification.  REMIC Residual Certificateholders generally will be required to report such REMIC items consistently with their treatment on the
REMIC’s tax return and may be bound by a settlement agreement between the Trustee, as either tax matters person or as agent for the tax matters person, and the IRS concerning any
REMIC item subject to that settlement agreement.  Adjustments made to the REMIC tax return may require a REMIC Residual Certificateholder to make corresponding adjustments on its
return, and an audit of the REMIC’s tax return, or the adjustments resulting from an audit, could result in an audit of a REMIC Residual Certificateholder’s return.  Any person that holds a
REMIC Residual Certificate as a nominee for another person may be required to furnish the REMIC, in a manner to be provided in Treasury regulations, with the name and address of the
person and other information.

                Reporting of interest income, including any original issue discount, with respect to REMIC Regular Certificates is required annually, and may be required more frequently under
Treasury regulations.  These information reports generally are required to be sent to individual holders of REMIC regular interests and the IRS; holders of REMIC Regular Certificates that
are corporations, trusts, securities dealers and some other non−individuals will be provided interest and original issue discount income information and the information set forth in the
following paragraph upon request in accordance with the requirements of the applicable regulations.  The information must be provided by the later of 30 days (41 days under proposed
regulations) after the end of the quarter for which the information was requested, or two weeks after the receipt of the request.  The REMIC must also comply with rules requiring a
REMIC Regular Certificate issued with original issue discount to disclose on its face the amount of original issue discount and the issue date, and requiring the information to be reported
to the IRS.  Reporting with respect to the REMIC Residual Certificates, including income, excess inclusions, investment expenses and relevant information regarding qualification of the
REMIC’s assets will be made as required under the Treasury regulations, generally on a quarterly basis.

                The REMIC Regular Certificate information reports will include a statement of the adjusted issue price of the REMIC Regular Certificate at the beginning of each accrual
period.  In addition, the reports will include information required by regulations with respect to computing the accrual of any market discount.  Because exact computation of the accrual of
market discount on a constant yield method would require information relating to the holder’s purchase price that the REMIC may not have, Treasury regulations only require that
information pertaining to the appropriate proportionate method of accruing market discount be provided.  See “—Taxation of Owners of REMIC Regular Certificates—Market Discount.”

                The responsibility for complying with the foregoing reporting rules will be borne by the Trustee or other party designated in the related prospectus supplement.

                BACKUP WITHHOLDING WITH RESPECT TO REMIC CERTIFICATES.  Payments of interest and principal, as well as payments of proceeds from the sale of REMIC
Certificates, may be subject to the backup withholding tax under Section 3406 of the Code if recipients of the payments fail to furnish to the payor information including their taxpayer
identification numbers, or otherwise fail to establish an exemption from the backup withholding tax.  Any amounts deducted and withheld from a distribution to a recipient would be
allowed as a credit against the recipient’s federal income tax.  Furthermore, penalties may be imposed by the IRS on a recipient of payments that is required to supply information but does
not do so in the proper manner.
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                FOREIGN INVESTORS IN REMIC CERTIFICATES.  A REMIC Regular Certificateholder that is not a United States Person and is not subject to federal income tax as a result
of any direct or indirect connection to the United States in addition to its ownership of a REMIC Regular Certificate will not be subject to United States federal income or withholding tax
in respect of a distribution on a REMIC Regular Certificate, provided that the holder complies to the extent necessary with identification requirements, including delivery of a statement
signed by the certificateholder under penalties of perjury certifying that the certificateholder is not a United States Person and providing the name and address of the certificateholder.  The
IRS may assert that the foregoing tax exemption should not apply with respect to a REMIC Regular Certificate held by a REMIC Residual Certificateholder that owns directly or indirectly
a 10% or greater interest in the REMIC Residual Certificates or with respect to payments that are subject to certain contingencies.  If the holder does not qualify for exemption,
distributions of interest, including distributions in respect of accrued original issue discount, to the holder may be subject to a tax rate of 30%, subject to reduction under any applicable tax
treaty.

                Special rules apply to partnerships, estates and trusts, and in certain circumstances certifications as to foreign status and other matters may be required to be provided by partners
and beneficiaries thereof.

                In addition, the foregoing rules will not apply to exempt a United States shareholder of a controlled foreign corporation from taxation on the United States shareholder’s allocable
portion of the interest income received by the controlled foreign corporation.

                Further, it appears that a REMIC Regular Certificate would not generally be included in the estate of a non−resident alien individual and would not be subject to United States
estate taxes.  However, it is suggested that certificateholders who are non−resident alien individuals consult their tax advisors concerning this question.

                Except as stated in the related prospectus supplement, transfers of REMIC Residual Certificates to investors that are not United States Persons will be prohibited under the related
pooling and servicing agreement.

Withholding Regulations

                The IRS has issued regulations which provide procedures for complying with, or obtaining exemptions under, the withholding, backup withholding and information reporting
rules described above.  The regulations attempt to unify certification requirements and reliance standards.  Prospective investors are urged to consult their tax advisors regarding the
procedures for obtaining an exemption from withholding under the regulations.

Notes

                GENERAL.  On or prior to the date of the related prospectus supplement with respect to the proposed issuance of each series of notes, counsel to the depositor will provide its
opinion that, assuming compliance with all provisions of the indenture, owner trust agreement and other related documents, for federal income tax purposes (1) the notes will be treated as
indebtedness and (2) the issuer, as created under the owner trust agreement, will not be characterized as an association or publicly traded partnership taxable as a corporation or as a taxable
mortgage pool.  For purposes of this tax discussion, references to a noteholder or a holder are to the beneficial owner of a note.

                STATUS AS REAL PROPERTY LOANS.  Notes held by a domestic building and loan association will not constitute “loans .  .  .  secured by an interest in real property” within
the meaning of Code Section 7701(a)(19)(C)(v).  Notes held by a real estate investment trust will not constitute real estate assets within the meaning of Code Section 856(c)(5)(B).  Interest
on notes will not be considered “interest on obligations secured by mortgages on real property” within the meaning of Code Section 856(c)(3)(B).

                TAXATION OF NOTEHOLDERS.  Notes generally will be subject to the same rules of taxation as REMIC Regular Certificates issued by a REMIC, except that (1) income
reportable on the notes is not required to be reported under the accrual method unless the holder otherwise uses the accrual method and (2) the special rule treating a portion of the gain on
sale or exchange of a REMIC Regular Certificate as ordinary income is inapplicable to the notes.  See “—Taxation of Owners of REMIC Regular Certificates” and “Sales of REMIC
Certificates.”
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Grantor Trust Funds

                Classification of Grantor Trust Funds

                On or prior to the date of the related prospectus supplement with respect to the proposed issuance of each series of Grantor Trust Certificates, counsel to the depositor will
provide its opinion that, assuming compliance with all provisions of the related pooling and servicing agreement, the related Grantor Trust Fund will be classified as a grantor trust under
subpart E, part I of subchapter J of Chapter 1 of the Code and not as a partnership or an association taxable as a corporation.

                Characterization of Investments in Grantor Trust Certificates

                GRANTOR TRUST FRACTIONAL INTEREST CERTIFICATES.  In the case of Grantor Trust Fractional Interest Certificates, except as disclosed in the related prospectus
supplement, counsel to the depositor will provide its opinion that Grantor Trust Fractional Interest Certificates will represent interests in “loans .  .  .  secured by an interest in real
property” within the meaning of Section 7701(a)(19)(C)(v) of the Code; “obligation[s] (including any participation or certificate of beneficial ownership therein) which .  .  .  [are]
principally secured by an interest in real property” within the meaning of Section 860G(a)(3) of the Code; and real estate assets within the meaning of Section 856(c)(5)(B) of the Code.  In
addition, counsel to the depositor will deliver its opinion that interest on Grantor Trust Fractional Interest Certificates will to the same extent be considered “interest on obligations secured
by mortgages on real property or on interests in real property” within the meaning of Section 856(c)(3)(B) of the Code.

                The assets constituting certain Grantor Trust Funds may include buydown mortgage loans.  The characterization of an investment in buydown mortgage loans will depend upon
the precise terms of the related buydown agreement, but to the extent that the buydown mortgage loans are secured by a bank account or other personal property, they may not be treated in
their entirety as assets described in the preceding paragraph.  No directly applicable precedents exist with respect to the federal income tax treatment or the characterization of investments
in buydown mortgage loans.  Accordingly, holders of Grantor Trust Certificates should consult their own tax advisors with respect to the characterization of investments in Grantor Trust
Certificates representing an interest in a Grantor Trust Fund that includes buydown mortgage loans.

                GRANTOR TRUST STRIP CERTIFICATES.  Even if Grantor Trust Strip Certificates evidence an interest in a Grantor Trust Fund consisting of mortgage loans that are “loans
.  .  .  secured by an interest in real property” within the meaning of Section 7701(a)(19)(C)(v) of the Code, and real estate assets within the meaning of Section 856(c)(5)(B) of the Code,
and the interest on the mortgage loans is “interest on obligations secured by mortgages on real property” within the meaning of Section 856(c)(3)(B) of the Code, it is unclear whether the
Grantor Trust Strip Certificates, and income from the Grantor Trust Strip Certificates will be characterized the same way.  However, the policies underlying these Sections, to encourage or
require investments in mortgage loans by thrift institutions and real estate investment trusts, suggest that this characterization is appropriate.  Counsel to the depositor will not deliver any
opinion on these questions.  It is suggested that prospective purchasers to which the characterization of an investment in Grantor Trust Strip Certificates is material consult their tax
advisors regarding whether the Grantor Trust Strip Certificates, and the income therefrom, will be so characterized.

                The Grantor Trust Strip Certificates will be “obligation[s] (including any participation or certificate of beneficial ownership therein) which .  .  .  [are] principally secured by an
interest in real property” within the meaning of Section 860G(a)(3)(A) of the Code.

                TAXATION OF OWNERS OF GRANTOR TRUST FRACTIONAL INTEREST CERTIFICATES.  Holders of a particular series of Grantor Trust Fractional Interest
Certificates generally will be required to report on their federal income tax returns their shares of the entire income from the mortgage loans, including amounts used to pay reasonable
servicing fees and other expenses, and will be entitled to deduct their shares of any reasonable servicing fees and other expenses.  Because of stripped interests, market or original issue
discount, or premium, the amount includible in income on account of a Grantor Trust Fractional Interest Certificate may differ significantly from the amount distributable on the same
certificate representing interest on the mortgage loans.  Under Section 67 of the Code, an individual, estate or trust holding a Grantor Trust Fractional Interest Certificate directly or through
some pass−through entities will be allowed a deduction for the reasonable servicing fees and expenses only to the extent that the aggregate of the holder’s miscellaneous itemized
deductions exceeds two percent of the holder’s adjusted gross income.  In addition, Section 68 of the Code provides that the amount of itemized deductions otherwise allowable for an
individual whose adjusted gross income exceeds a specified amount will be reduced by the lesser of (1) 3% of the excess of the individual’s adjusted gross income over the amount or (2)
80% of the amount of itemized deductions otherwise allowable for the taxable year.  The amount of additional taxable income reportable by holders of Grantor Trust Fractional Interest
Certificates who are subject to the limitations of either Section 67 or Section 68 of the Code may be substantial.  Further, certificateholders other than corporations subject to the alternative
minimum tax may not deduct miscellaneous itemized deductions in determining the holder’s alternative minimum taxable income.  Although it is not entirely clear, it appears that in
transactions in which multiple classes of Grantor Trust Certificates, including Grantor Trust Strip Certificates, are issued, the fees and expenses should be allocated among the classes of
Grantor Trust Certificates using a method that recognizes that each class benefits from the related services.  In the absence of statutory or administrative clarification as to the method to be
used, it is intended to base information returns or reports to the IRS and certificateholders on a method that allocates the expenses among classes of Grantor Trust Certificates with respect
to each period on the distributions made to each class during that period.
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                The federal income tax treatment of Grantor Trust Fractional Interest Certificates of any series will depend on whether they are subject to the stripped bond rules of Section 1286
of the Code.  Grantor Trust Fractional Interest Certificates may be subject to those rules if (1) a class of Grantor Trust Strip Certificates is issued as part of the same series of certificates or
(2) the depositor or any of its affiliates retains, for its own account or for purposes of resale, a right to receive a specified portion of the interest payable on the mortgage loans.  Further, the
IRS has ruled that an unreasonably high servicing fee retained by a seller or servicer will be treated as a retained ownership interest in mortgages that constitutes a stripped coupon.  For
purposes of determining what constitutes reasonable servicing fees for various types of mortgages the IRS has established safe harbors.  The servicing fees paid with respect to the
mortgage loans for a series of Grantor Trust Certificates may be higher than those safe harbors and, accordingly, may not constitute reasonable servicing compensation.  The related
prospectus supplement will include information regarding servicing fees paid to the master servicer, any subservicer or their respective affiliates necessary to determine whether the safe
harbor rules apply.

                IF STRIPPED BOND RULES APPLY.  If the stripped bond rules apply, each Grantor Trust Fractional Interest Certificate will be treated as having been issued with original
issue discount within the meaning of Section 1273(a) of the Code, subject, however, to the discussion in the eighth following paragraph regarding the possible treatment of stripped bonds
as market discount bonds and the discussion regarding de minimis market discount.  See “—Market Discount” below.

                Under the stripped bond rules, the holder of a Grantor Trust Fractional Interest Certificate, whether a cash or accrual method taxpayer, will be required to report interest income
from its Grantor Trust Fractional Interest Certificate for each month in an amount equal to the income that accrues on the certificate in that month calculated under a constant yield method,
in accordance with the rules of the Code relating to original issue discount.

                The original issue discount on a Grantor Trust Fractional Interest Certificate will be the excess of the certificate’s stated redemption price over its issue price.  The issue price of a
Grantor Trust Fractional Interest Certificate as to any purchaser will be equal to the price paid by the purchaser for the Grantor Trust Fractional Interest Certificate.  The stated redemption
price of a Grantor Trust Fractional Interest Certificate will be the sum of all payments to be made on the certificate, other than qualified stated interest, if any, as well as the certificate’s
share of reasonable servicing fees and other expenses.  See “—If Stripped Bond Rules Do Not Apply” below for a definition of qualified stated interest.

                In general, the amount of the income that accrues in any month equals the product of the holder’s adjusted basis in the Grantor Trust Fractional Interest Certificate at the
beginning of the month, see “—Sales of Grantor Trust Certificates,” and the yield of the Grantor Trust Fractional Interest Certificate to the holder.  This yield is equal to a rate that,
compounded based on the regular interval between distribution dates and used to discount the holder’s share of future payments on the mortgage loans, causes the present value of those
future payments to equal the price at which the holder purchased the certificate.  In computing yield under the stripped bond rules, a certificateholder’s share of future payments on the
mortgage loans will not include any payments made in respect of any ownership interest in the mortgage loans retained by the depositor, the master servicer, any subservicer or their
respective affiliates, but will include the certificateholder’s share of any reasonable servicing fees and other expenses.
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                To the extent the Grantor Trust Fractional Interest Certificates represent an interest in any pool of debt instruments the yield on which may be affected by reason of prepayments,
Section 1272(a)(6) of the Code requires (1) the use of a reasonable Prepayment Assumption in accruing original issue discount and (2) adjustments in the accrual of original issue discount
when prepayments do not conform to the Prepayment Assumption.  It is unclear whether those provisions would be applicable to the Grantor Trust Fractional Interest Certificates that do
not represent an interest in any pool of debt instruments the yield on which may be affected by reason of prepayments, or whether use of a reasonable Prepayment Assumption may be
required or permitted without reliance on these rules.  It is also uncertain, if a Prepayment Assumption is used, whether the assumed prepayment rate would be determined based on
conditions at the time of the first sale of the Grantor Trust Fractional Interest Certificate or, for a particular holder, at the time of purchase of the Grantor Trust Fractional Interest
Certificate by that holder.  It is suggested that Certificateholders consult their own tax advisors concerning reporting original issue discount with respect to Grantor Trust Fractional Interest
Certificates and, in particular, whether a Prepayment Assumption should be used in reporting original issue discount.

                In the case of a Grantor Trust Fractional Interest Certificate acquired at a price equal to the principal amount of the mortgage loans allocable to the certificate, the use of a
Prepayment Assumption generally would not have any significant effect on the yield used in calculating accruals of interest income.  In the case, however, of a Grantor Trust Fractional
Interest Certificate acquired at a price less than or greater than the principal amount of the certificate, that is, at a discount or a premium, the use of a reasonable Prepayment Assumption
would increase or decrease the yield, and thus accelerate or decelerate, respectively, the reporting of income.

                If a Prepayment Assumption is not used, then when a mortgage loan prepaid in full, the holder of a Grantor Trust Fractional Interest Certificate acquired at a discount or a
premium generally will recognize ordinary income or loss equal to the difference between the portion of the prepaid principal amount of the mortgage loan that is allocable to the
certificate and the portion of the adjusted basis of the certificate that is allocable to the certificateholder’s interest in the mortgage loan.  If a Prepayment Assumption is used, it appears that
no separate item of income or loss should be recognized upon a prepayment.  Instead, a prepayment should be treated as a partial payment of the stated redemption price of the Grantor
Trust Fractional Interest Certificate and accounted for under a method similar to that described for taking account of original issue discount on REMIC Regular Certificates.  It is unclear
whether any other adjustments would be required to reflect differences between an assumed prepayment rate and the actual rate of prepayments.  See “—Taxation of Owners of REMIC
Regular Certificates—Original Issue Discount.”

                It is intended to base information reports or returns to the IRS and certificateholders in transactions subject to the stripped bond rules on a Prepayment Assumption that will be
disclosed in the related prospectus supplement and on a constant yield computed using a representative initial offering price for each class of certificates.  However, none of the depositor,
the master servicer or the trustee will make any representation that the mortgage loans will in fact prepay at a rate conforming to the Prepayment Assumption or any other rate and
certificateholders should bear in mind that the use of a representative initial offering price will mean that the information returns or reports, even if otherwise accepted as accurate by the
IRS, will in any event be accurate only as to the initial certificateholders of each series who bought at that price.

                Under Treasury Regulation Section 1.1286−1, stripped bonds may be treated as market discount bonds and any purchaser of a stripped bond treated as a market discount bond is
to account for any discount on the bond as market discount rather than original issue discount.  This treatment only applies, however, if immediately after the most recent disposition of the
bond by a person stripping one or more coupons from the bond and disposing of the bond or coupon (1) there is no, or only a de minimis amount of, original issue discount or (2) the
annual stated rate of interest payable on the original bond is no more than one percentage point lower than the gross interest rate payable on the original mortgage loan, before subtracting
any servicing fee or any stripped coupon.  If interest payable on a Grantor Trust Fractional Interest Certificate is more than one percentage point lower than the gross interest rate payable
on the mortgage loans, the related prospectus supplement will disclose that fact.  If the original issue discount or market discount on a Grantor Trust Fractional Interest Certificate
determined under the stripped bond rules is less than 0.25% of the stated redemption price multiplied by the weighted average maturity of the mortgage loans, then that original issue
discount or market discount will be considered to be de minimis.  Original issue discount or market discount of only a de minimis amount will be included in income in the same manner as
de minimis original issue and market discount described in “—If Stripped Bond Rules Do Not Apply” and “—Market Discount” below.
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                IF STRIPPED BOND RULES DO NOT APPLY.  Subject to the discussion below on original issue discount, if the stripped bond rules do not apply to a Grantor Trust Fractional
Interest Certificate, the certificateholder will be required to report its share of the interest income on the mortgage loans in accordance with the certificateholder’s normal method of
accounting.  The original issue discount rules will apply to a Grantor Trust Fractional Interest Certificate to the extent it evidences an interest in mortgage loans issued with original issue
discount.

                The original issue discount, if any, on the mortgage loans will equal the difference between the stated redemption price of the mortgage loans and their issue price.  Under the
OID Regulations, the stated redemption price is equal to the total of all payments to be made on the mortgage loan other than qualified stated interest.  Qualified stated interest is interest
that is unconditionally payable at least annually at a single fixed rate, a qualified floating rate, an objective rate, or a combination of a single fixed rate and one or more qualified floating
rates or one qualified inverse floating rate.  In general, the issue price of a mortgage loan will be the amount received by the borrower from the lender under the terms of the mortgage loan,
less any points paid by the borrower, and the stated redemption price of a mortgage loan will equal its principal amount, unless the mortgage loan provides for an initial below−market rate
of interest or the acceleration or the deferral of interest payments.  The determination as to whether original issue discount will be considered to be de minimis will be calculated using the
test described in the REMIC discussion.  See “—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount” above.

                In the case of mortgage loans bearing adjustable or variable interest rates, the related prospectus supplement will describe the manner in which the rules will be applied with
respect to those mortgage loans by the master servicer or the trustee in preparing information returns to the certificateholders and the IRS.

                If original issue discount is in excess of a de minimis amount, a portion of the original issue discount with respect to a mortgage loan will be required to be accrued and reported
in income each month, based on a constant yield.  Section 1272(a)(6) of the Code requires that a Prepayment Assumption be made in computing yield with respect to any pool of debt
instruments the yield on which may be affected by reason of prepayments.  Accordingly, for certificates backed by these pools, it is intended to base information reports and returns to the
IRS and certificateholders on the use of a Prepayment Assumption.  However, in the case of certificates not backed by these pools, it currently is not intended to base the reports and
returns on the use of a Prepayment Assumption.  It is suggested that certificateholders consult their own tax advisors concerning whether a Prepayment Assumption should be used in
reporting original issue discount with respect to Grantor Trust Fractional Interest Certificates.  Certificateholders should refer to the related prospectus supplement with respect to each
series to determine whether and in what manner the original issue discount rules will apply to mortgage loans in the series.

                A purchaser of a Grantor Trust Fractional Interest Certificate that purchases the Grantor Trust Fractional Interest Certificate at a cost less than the certificate’s allocable portion
of the aggregate remaining stated redemption price of the mortgage loans held in the related trust fund will also be required to include in gross income the certificate’s daily portions of any
original issue discount with respect to the mortgage loans.  However, the daily portion will be reduced, if the cost of the Grantor Trust Fractional Interest Certificate to the purchaser is in
excess of the certificate’s allocable portion of the aggregate adjusted issue prices of the mortgage loans held in the related trust fund, approximately in proportion to the ratio the excess
bears to the certificate’s allocable portion of the aggregate original issue discount remaining to be accrued on the mortgage loans.  The adjusted issue price of a mortgage loan on any given
day equals the sum of (1) the adjusted issue price, or, in the case of the first accrual period, the issue price, of the mortgage loan at the beginning of the accrual period that includes that day
and (2) the daily portions of original issue discount for all days during the accrual period prior to that day.  The adjusted issue price of a mortgage loan at the beginning of any accrual
period will equal the issue price of the mortgage loan, increased by the aggregate amount of original issue discount with respect to the mortgage loan that accrued in prior accrual periods,
and reduced by the amount of any payments made on the mortgage loan in prior accrual periods of amounts included in its stated redemption price.
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                In addition to its regular reports, the master servicer or the trustee, except as provided in the related prospectus supplement, will provide to any holder of a Grantor Trust
Fractional Interest Certificate such information as the holder may reasonably request from time to time with respect to original issue discount accruing on Grantor Trust Fractional Interest
Certificates.  See “—Grantor Trust Reporting” below.

                MARKET DISCOUNT.  If the stripped bond rules do not apply to the Grantor Trust Fractional Interest Certificate, a certificateholder may be subject to the market discount rules
of Sections 1276 through 1278 of the Code to the extent an interest in a mortgage loan is considered to have been purchased at a market discount, that is, in the case of a mortgage loan
issued without original issue discount, at a purchase price less than its remaining stated redemption price, or in the case of a mortgage loan issued with original issue discount, at a purchase
price less than its adjusted issue price.  If market discount is in excess of a de minimis amount, the holder generally will be required to include in income in each month the amount of the
discount that has accrued through the month that has not previously been included in income, but limited, in the case of the portion of the discount that is allocable to any mortgage loan, to
the payment of stated redemption price on the mortgage loan that is received by, or, in the case of accrual basis certificateholders, due to, the trust fund in that month.

                A certificateholder may elect to include market discount in income currently as it accrues under a constant yield method based on the yield of the certificate to the holder rather
than including it on a deferred basis under rules similar to those described in “—Taxation of Owners of REMIC Regular Certificates—Market Discount” above.

                Section 1276(b)(3) of the Code authorizes the Treasury Department to issue regulations providing for the method for accruing market discount on debt instruments, the principal
of which is payable in more than one installment.  Until regulations are issued by the Treasury Department, rules described in the committee report will apply.  Under those rules, in each
accrual period market discount on the mortgage loans should accrue, at the certificateholder’s option:  (1) on the basis of a constant yield method, (2) in the case of a mortgage loan issued
without original issue discount, in an amount that bears the same ratio to the total remaining market discount as the stated interest paid in the accrual period bears to the total stated interest
remaining to be paid on the mortgage loan as of the beginning of the accrual period, or (3) in the case of a mortgage loan issued with original issue discount, in an amount that bears the
same ratio to the total remaining market discount as the original issue discount accrued in the accrual period bears to the total original issue discount remaining at the beginning of the
accrual period.  The Prepayment Assumption, if any, used in calculating the accrual of original issue discount is to be used in calculating the accrual of market discount.  The effect of
using a Prepayment Assumption could be to accelerate the reporting of the discount income.  Because the regulations referred to in this paragraph have not been issued, it is not possible to
predict what effect the regulations might have on the tax treatment of a mortgage loan purchased at a discount in the secondary market.

                Because the mortgage loans will provide for periodic payments of stated redemption price, the market discount may be required to be included in income at a rate that is not
significantly slower than the rate at which the discount would be included in income if it were original issue discount.

                Market discount with respect to mortgage loans may be considered to be de minimis and, if so, will be includible in income under de minimis rules similar to those described
above in “—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount” with the exception that it is less likely that a Prepayment Assumption will be used for purposes
of these rules with respect to the mortgage loans.

                Further, under the rules described in “—Taxation of Owners of REMIC Regular Certificates—Market Discount,” above, any discount that is not original issue discount and
exceeds a de minimis amount may require the deferral of interest expense deductions attributable to accrued market discount not yet includible in income, unless an election has been made
to report market discount currently as it accrues.  This rule applies without regard to the origination dates of the mortgage loans.

                PREMIUM.  If a certificateholder is treated as acquiring the underlying mortgage loans at a premium, that is, at a price in excess of their remaining stated redemption price, the
certificateholder may elect under Section 171 of the Code to amortize using a constant yield method the portion of the premium allocable to mortgage loans originated after September 27,
1985.  Amortizable premium is treated as an offset to interest income on the related debt instrument, rather than as a separate interest deduction.  However, premium allocable to mortgage
loans originated before September 28, 1985 or to mortgage loans for which an amortization election is not made, should be allocated among the payments of stated redemption price on the
mortgage loan and be allowed as a deduction as these payments are made, or, for a certificateholder using the accrual method of accounting, when the payments of stated redemption price
are due.
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                It is unclear whether a Prepayment Assumption should be used in computing amortization of premium allowable under Section 171 of the Code.  If premium is not subject to
amortization using a Prepayment Assumption and a mortgage loan prepaid in full, the holder of a Grantor Trust Fractional Interest Certificate acquired at a premium should recognize a
loss, equal to the difference between the portion of the prepaid principal amount of the mortgage loan that is allocable to the certificate and the portion of the adjusted basis of the
certificate that is allocable to the mortgage loan.  If a Prepayment Assumption is used to amortize this premium, it appears that this loss would be unavailable.  Instead, if a Prepayment
Assumption is used, a prepayment should be treated as a partial payment of the stated redemption price of the Grantor Trust Fractional Interest Certificate and accounted for under a
method similar to that described for taking account of original issue discount on REMIC Regular Certificates.  It is unclear whether any other adjustments would be required to reflect
differences between the Prepayment Assumption used, and the actual rate of prepayments.  See “—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount.”

                TAXATION OF OWNERS OF GRANTOR TRUST STRIP CERTIFICATES.  The stripped coupon rules of Section 1286 of the Code will apply to the Grantor Trust Strip
Certificates.  Except as described above in “—If Stripped Bond Rules Apply,” no regulations or published rulings under Section 1286 of the Code have been issued and uncertainty exists
as to how it will be applied to securities like the Grantor Trust Strip Certificates.  Accordingly, it is suggested that holders of Grantor Trust Strip Certificates consult their own tax advisors
concerning the method to be used in reporting income or loss with respect to the certificates.

                The OID Regulations do not apply to stripped coupons, although they provide general guidance as to how the original issue discount sections of the Code will be applied.  In
addition, the discussion below is subject to the discussion under “—Possible Application of Contingent Payment Rules” and assumes that the holder of a Grantor Trust Strip Certificate
will not own any Grantor Trust Fractional Interest Certificates.

                Under the stripped coupon rules, it appears that original issue discount will be required to be accrued in each month on the Grantor Trust Strip Certificates based on a constant
yield method.  In effect, each holder of Grantor Trust Strip Certificates would include as interest income in each month an amount equal to the product of the holder’s adjusted basis in the
Grantor Trust Strip Certificate at the beginning of that month and the yield of the Grantor Trust Strip Certificate to the holder.  The yield would be calculated based on the price paid for
that Grantor Trust Strip Certificate by its holder and the payments remaining to be made thereon at the time of the purchase, plus an allocable portion of the servicing fees and expenses to
be paid with respect to the mortgage loans.  See “—If Stripped Bond Rules Apply” above.

                As noted, Section 1272(a)(6) of the Code requires that a Prepayment Assumption be used in computing the accrual of original issue discount with respect to some categories of
debt instruments, and that adjustments be made in the amount and rate of accrual of the discount when prepayments do not conform to the Prepayment Assumption.  To the extent the
Grantor Trust Strip Certificates represent an interest in any pool of debt instruments the yield on which may be affected by reason of prepayments, those provisions apply to Grantor Trust
Strip Certificates.  It is unclear whether those provisions would be applicable to the Grantor Trust Strip Certificates that do not represent an interest in any such pool, or whether use of a
Prepayment Assumption may be required or permitted in the absence of these provisions.  It is also uncertain, if a Prepayment Assumption is used, whether the assumed prepayment rate
would be determined based on conditions at the time of the first sale of the Grantor Trust Strip Certificate or, with respect to any subsequent holder, at the time of purchase of the Grantor
Trust Strip Certificate by that holder.

                The accrual of income on the Grantor Trust Strip Certificates will be significantly slower if a Prepayment Assumption is permitted to be made than if yield is computed assuming
no prepayments.  It currently is intended to base information returns or reports to the IRS and certificateholders on the Prepayment Assumption disclosed in the related prospectus
supplement and on a constant yield computed using a representative initial offering price for each class of certificates.  However, none of the depositor, the master servicer or the trustee
will make any representation that the mortgage loans will in fact prepay at a rate conforming to the Prepayment Assumption or at any other rate and certificateholders should bear in mind
that the use of a representative initial offering price will mean that the information returns or reports, even if otherwise accepted as accurate by the IRS, will in any event be accurate only
as to the initial certificateholders of each series who bought at that price.  Prospective purchasers of the Grantor Trust Strip Certificates should consult their own tax advisors regarding the
use of the Prepayment Assumption.
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                It is unclear under what circumstances, if any, the prepayment of a mortgage loan will give rise to a loss to the holder of a Grantor Trust Strip Certificate.  If a Grantor Trust Strip
Certificate is treated as a single instrument rather than an interest in discrete mortgage loans and the effect of prepayments is taken into account in computing yield with respect to the
Grantor Trust Strip Certificate, it appears that no loss may be available as a result of any particular prepayment unless prepayments occur at a rate faster than the Prepayment Assumption. 
However, if a Grantor Trust Strip Certificate is treated as an interest in discrete mortgage loans, or if the Prepayment Assumption is not used, then, when a mortgage loan is prepaid, the
holder of a Grantor Trust Strip Certificate should be able to recognize a loss equal to the portion of the adjusted issue price of the Grantor Trust Strip Certificate that is allocable to the
mortgage loan.

                POSSIBLE APPLICATION OF CONTINGENT PAYMENT RULES.  The coupon stripping rules’ general treatment of stripped coupons is to regard them as newly issued debt
instruments in the hands of each purchaser.  To the extent that payments on the Grantor Trust Strip Certificates would cease if the mortgage loans were prepaid in full, the Grantor Trust
Strip Certificates could be considered to be debt instruments providing for contingent payments.  Under the OID Regulations, debt instruments providing for contingent payments are not
subject to the same rules as debt instruments providing for noncontingent payments.  Regulations were promulgated in 1996, regarding contingent payment debt instruments, the
“Contingent Payment Regulations,” but it appears that Grantor Trust Strip Certificates, to the extent subject to Section 1272(a)(6) of the Code as described above, or due to their similarity
to other mortgage−backed securities, such as REMIC regular interests and debt instruments subject to Section 1272(a)(6) of the Code, that are expressly excepted from the application of
the Contingent Payment Regulations, are or may be excepted from these regulations.  Like the OID Regulations, the Contingent Payment Regulations do not specifically address securities,
like the Grantor Trust Strip Certificates, that are subject to the stripped bond rules of Section 1286 of the Code.

                If the contingent payment rules under the Contingent Payment Regulations were to apply, the holder of a Grantor Trust Strip Certificate would be required to apply the
noncontingent bond method.  Under the noncontingent bond method, the issuer of a Grantor Trust Strip Certificate determines a projected payment schedule on which interest will accrue. 
Holders of Grantor Trust Strip Certificates are bound by the issuer’s projected payment schedule.  The projected payment schedule consists of all noncontingent payments and a projected
amount for each contingent payment based on the projected yield of the Grantor Trust Strip Certificate.

                The projected amount of each payment is determined so that the projected payment schedule reflects the projected yield.  The projected amount of each payment must reasonably
reflect the relative expected values of the payments to be received by the holder of a Grantor Trust Strip Certificate.  The projected yield referred to above is a reasonable rate, not less than
the applicable Federal rate, that as of the issue date reflects general market conditions, the credit quality of the issuer, and the terms and conditions of the mortgage loans.  The holder of a
Grantor Trust Strip Certificate would be required to include as interest income in each month the adjusted issue price of the Grantor Trust Strip Certificate at the beginning of the period
multiplied by the projected yield, and would add to, or subtract from, the income any variation between the payment actually received in that month and the payment originally projected to
be made in that month.

                Assuming that a Prepayment Assumption were used, if the Contingent Payment Regulations or their principles were applied to Grantor Trust Strip Certificates, the amount of
income reported with respect thereto would be substantially similar to that described under “—Taxation of Owners of Grantor Trust Strip Certificates.”  Certificateholders should consult
their tax advisors concerning the possible application of the contingent payment rules to the Grantor Trust Strip Certificates.
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                SALES OF GRANTOR TRUST CERTIFICATES.  Any gain or loss (equal to the difference between the amount realized and adjusted basis) recognized on the sale or exchange
of a Grantor Trust Certificate by an investor who holds the Grantor Trust Certificate as a capital asset will be capital gain or loss, except to the extent of accrued and unrecognized market
discount, which will be treated as ordinary income, and, in the case of banks and other financial institutions, except as provided under Section 582(c) of the Code.  The adjusted basis of a
Grantor Trust Certificate generally will equal its cost, increased by any income reported by the seller, including original issue discount and market discount income, and reduced, but not
below zero, by any previously reported losses, any amortized premium and any distributions with respect to the Grantor Trust Certificate.

                Gain or loss from the sale of a Grantor Trust Certificate may be partially or wholly ordinary and not capital in some circumstances.  Gain attributable to accrued and
unrecognized market discount will be treated as ordinary income, as will gain or loss recognized by banks and other financial institutions subject to Section 582(c) of the Code. 
Furthermore, a portion of any gain that might otherwise be capital gain may be treated as ordinary income to the extent that the Grantor Trust Certificate is held as part of a conversion
transaction within the meaning of Section 1258 of the Code.  A conversion transaction generally is one in which the taxpayer has taken two or more positions in the same or similar
property that reduce or eliminate market risk, if substantially all of the taxpayer’s return is attributable to the time value of the taxpayer’s net investment in the transaction.  The amount of
gain realized in a conversion transaction that is recharacterized as ordinary income generally will not exceed the amount of interest that would have accrued on the taxpayer’s net
investment at 120% of the appropriate applicable Federal rate at the time the taxpayer enters into the conversion transaction, subject to appropriate reduction for prior inclusion of interest
and other ordinary income items from the transaction.  Finally, a taxpayer may elect to have net capital gain taxed at ordinary income rates rather than capital gains rates in order to include
the net capital gain in total net investment income for that taxable year, for purposes of the rule that limits the deduction of interest on indebtedness incurred to purchase or carry property
held for investment to a taxpayer’s net investment income.

                GRANTOR TRUST REPORTING.  The master servicer or the trustee will furnish to each holder of a Grantor Trust Fractional Interest Certificate with each distribution a
statement setting forth the amount of the distribution allocable to principal on the underlying mortgage loans and to interest thereon at the related pass−through rate.  In addition, the master
servicer or the trustee will furnish, within a reasonable time after the end of each calendar year, to each holder of a Grantor Trust Certificate who was a holder at any time during that year,
information regarding the amount of any servicing compensation received by the master servicer and subservicer and any other customary factual information the master servicer or the
trustee deems necessary or desirable to enable holders of Grantor Trust Certificates to prepare their tax returns and will furnish comparable information to the IRS as and when required by
law to do so.  Because the rules for accruing discount and amortizing premium with respect to the Grantor Trust Certificates are uncertain in various respects, there is no assurance the IRS
will agree with the trust fund’s information reports of these items of income and expense.  Moreover, these information reports, even if otherwise accepted as accurate by the IRS, will in
any event be accurate only as to the initial certificateholders that bought their certificates at the representative initial offering price used in preparing the reports.

                Except as disclosed in the related prospectus supplement, the responsibility for complying with the foregoing reporting rules will be borne by the master servicer or the trustee.

                BACKUP WITHHOLDING.  In general, the rules described in “—REMICS—Backup Withholding with Respect to REMIC Certificates” will also apply to Grantor Trust
Certificates.

                FOREIGN INVESTORS.  In general, the discussion with respect to REMIC Regular Certificates in “—Taxation of Owners of REMIC Residual Certificates—Foreign Investors
in REMIC Certificates” applies to Grantor Trust Certificates except that Grantor Trust Certificates will, except as disclosed in the related prospectus supplement, be eligible for exemption
from U.S. withholding tax, subject to the conditions described in the discussion, only to the extent the related mortgage loans were originated after July 18, 1984 and only to the extent
such mortgage loans have not been converted to real property.

                To the extent that interest on a Grantor Trust Certificate would be exempt under Sections 871(h)(1) and 881(c) of the Code from United States withholding tax, and the Grantor
Trust Certificate is not held in connection with a certificateholder’s trade or business in the United States, the Grantor Trust Certificate will not be subject to United States estate taxes in
the estate of a non−resident alien individual.
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Partnership Trust Funds

                CLASSIFICATION OF PARTNERSHIP TRUST FUNDS.  With respect to each series of Partnership Certificates, counsel to the depositor will provide its opinion that the trust
fund will not be a taxable mortgage pool or an association, or publicly traded partnership, taxable as a corporation for federal income tax purposes.  This opinion will be based on the
assumption that the terms of the related pooling and servicing agreement and related documents will be complied with, and on counsel’s conclusions that the nature of the income of the
trust fund will exempt it from the rule that certain publicly traded partnerships are taxable as corporations. 

                If the trust fund were taxable as a corporation for federal income tax purposes, the trust fund would be subject to corporate income tax on its taxable income.  The trust fund’s
taxable income would include all its income on the related mortgage loans, possibly reduced by its interest expense on any outstanding debt securities.  Any corporate income tax could
materially reduce cash available to make distributions on the Partnership Certificates and certificateholders could be liable for any tax that is unpaid by the trust fund.

                CHARACTERIZATION OF INVESTMENTS IN PARTNERSHIP CERTIFICATES.  For federal income tax purposes,

                (1)           Partnership Certificates held by a thrift institution taxed as a domestic building and loan association will not constitute “loans ...  secured by an interest in
real property” within the meaning of Code Section 7701(a)(19)(C)(v);

                (2)           Partnership Certificates held by a real estate investment trust will constitute real estate assets within the meaning of Code Section 856(c)(5)(B) and interest
on Partnership Certificates will be treated as “interest on obligations secured by mortgages on real property or on interests in real property” within the meaning of Code
Section 856(c)(3)(B), based on the real estate investments trust’s proportionate interest in the assets of the Partnership Trust Fund based on capital accounts; and

                (3)           Partnership Certificates held by a regulated investment company will not constitute Government securities within the meaning of Code Section
851(b)(3)(A)(i).

                Taxation of Owners of Partnership Certificates

                TREATMENT OF THE PARTNERSHIP TRUST FUND AS A PARTNERSHIP.  If specified in the prospectus supplement, the depositor will agree, and the certificateholders
will agree by their purchase of Certificates, to treat the Partnership Trust Fund as a partnership for purposes of federal and state income tax, franchise tax and any other tax measured in
whole or in part by income, with the assets of the partnership being the assets held by the Partnership Trust Fund and the partners of the partnership being the certificateholders, including
the depositor.  However, the proper characterization of the arrangement involving the Partnership Trust Fund, the Partnership Certificates and the depositor is not clear, because there is no
authority on transactions closely comparable to that contemplated in the prospectus.

                A variety of alternative characterizations are possible.  For example, because one or more of the classes of Partnership Certificates have certain features characteristic of debt, the
Partnership Certificates might be considered debt of the depositor or the Partnership Trust Fund.  Any alternative characterization would not result in materially adverse tax consequences
to Certificateholders as compared to the consequences from treatment of the Partnership Certificates as equity in a partnership.  The following discussion assumes that the Partnership
Certificates represent equity interests in a partnership.

                PARTNERSHIP TAXATION.  As a partnership, the Partnership Trust Fund will not be subject to federal income tax.  Rather, each Certificateholder will be required to
separately take into account the holder’s allocated share of income, gains, losses, deductions and credits of the Partnership Trust Fund.  It is anticipated that the Partnership Trust Fund’s
income will consist primarily of interest earned on the mortgage loans, including appropriate adjustments for market discount, original issue discount and bond premium, as described
above under “—Grantor Trust Funds—Characterization of Investments in Grantor Trust Certificates—If Stripped Bond Rules Do Not Apply,” “—Market Discount” and “—Premium,”
and any gain upon collection or disposition of mortgage loans.  The Partnership Trust Fund’s deductions will consist primarily of interest accruing with respect to any outstanding debt
securities, servicing and other fees, and losses or deductions upon collection or disposition of any outstanding debt securities.
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                The tax items of a partnership are allocable to the partners in accordance with the Code, Treasury regulations and the partnership agreement, which will include a pooling and
servicing agreement and related documents.  The pooling and servicing agreement will provide, in general, that the Certificateholders will be allocated taxable income of the Partnership
Trust Fund for each Due Period equal to the sum of (1) the interest that accrues on the Partnership Certificates in accordance with their terms for the Due Period, including interest accruing
at the applicable pass−through rate for the Due Period and interest on amounts previously due on the Partnership Certificates but not yet distributed; (2) any Partnership Trust Fund income
attributable to discount on the mortgage loans that corresponds to any excess of the principal amount of the Partnership Certificates over their initial issue price; and (3) any other amounts
of income payable to the certificateholders for the Due Period.  The allocation will be reduced by any amortization by the Partnership Trust Fund of premium on mortgage loans that
corresponds to any excess of the issue price of Partnership Certificates over their principal amount.  All remaining taxable income of the Partnership Trust Fund will be allocated to the
depositor.  Based on the economic arrangement of the parties, this approach for allocating Partnership Trust Fund income should be permissible under applicable Treasury regulations,
although no assurance can be given that the IRS would not require a greater amount of income to be allocated to certificateholders.  Moreover, even under that method of allocation,
certificateholders may be allocated income equal to the entire pass−through rate plus the other items described under that method even though the Partnership Trust Fund might not have
sufficient cash to make current cash distributions of these amounts.  Thus, cash basis holders will in effect be required to report income from the Partnership Certificates on the accrual
basis and certificateholders may become liable for taxes on Partnership Trust Fund income even if they have not received cash from the Partnership Trust Fund to pay these taxes.

                Some or all of the taxable income allocated to a certificateholder that is a pension, profit sharing or employee benefit plan or other tax−exempt entity, including an individual
retirement account, may constitute unrelated business taxable income generally taxable to that holder under the Code.

                A share of expenses of the Partnership Trust Fund, including fees of the master servicer but not interest expense, allocable to an individual, estate or trust certificateholder would
be miscellaneous itemized deductions subject to the limitations described above under “—Grantor Trust Funds—Taxation of Owners of Grantor Trust Fractional Interest Certificates.”
Accordingly, deductions for these expenses might be disallowed to the individual in whole or in part and might result in that holder being taxed on an amount of income that exceeds the
amount of cash actually distributed to the holder over the life of the Partnership Trust Fund.

                Discount income or premium amortization with respect to each mortgage loan would be calculated in a manner similar to the description under “—Grantor Trust
Funds—Taxation of Owners of Grantor Trust Fractional Interest Certificates − If Stripped Bond Rules Do Not Apply.” Notwithstanding this description, it is intended that the Partnership
Trust Fund will make all tax calculations relating to income and allocations to certificateholders on an aggregate basis for all mortgage loans held by the Partnership Trust Fund rather than
on a mortgage loan−by−mortgage loan basis.  If the IRS were to require that these calculations be made separately for each mortgage loan, the Partnership Trust Fund might be required to
incur additional expense, but it is believed that there would not be a material adverse effect on certificateholders.

                DISCOUNT AND PREMIUM.  Unless indicated otherwise in the applicable prospectus supplement, it is not anticipated that the mortgage loans will have been issued with
original issue discount and, therefore, the Partnership Trust Fund should not have original issue discount income.  However, the purchase price paid by the Partnership Trust Fund for the
mortgage loans may be greater or less than the remaining principal balance of the mortgage loans at the time of purchase.  If so, the mortgage loans will have been acquired at a premium
or discount, as the case may be.  As stated in the previous paragraph, the Partnership Trust Fund intends to make any calculation of original issue discount on an aggregate basis, but might
be required to recompute it on a mortgage loan−by−mortgage loan basis.  See “—Grantor Trust Funds—Characterization of Investments in Grantor Trust Certificates—Market Discount”
and “—Premium.”
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                If the Partnership Trust Fund acquires the mortgage loans at a market discount or premium, the Partnership Trust Fund will elect to include any discount in income currently as it
accrues over the life of the mortgage loans or to offset any premium against interest income on the mortgage loans.  As stated in the second preceding paragraph, a portion of the market
discount income or premium deduction may be allocated to certificateholders.

                SECTION 708 TERMINATION.  Under Section 708 of the Code, the Partnership Trust Fund will be deemed to terminate for federal income tax purposes if 50% or more of the
capital and profits interests in the Partnership Trust Fund are sold or exchanged within a 12−month period.  A 50% or greater transfer would cause a deemed contribution of the assets of a
Partnership Trust Fund, the old partnership, to a new Partnership Trust Fund, the new partnership, in exchange for interests in the new partnership.  These interests would be deemed
distributed to the partners of the old partnership in liquidation thereof, which would not constitute a sale or exchange.

                DISPOSITION OF CERTIFICATES.  Generally, capital gain or loss will be recognized on a sale of Partnership Certificates in amount equal to the difference between the
amount realized and the seller’s tax basis in the Partnership Certificates sold.  A certificateholder’s tax basis in a Partnership Certificate will generally equal the holder’s cost increased by
the holder’s share of Partnership Trust Fund income includible in income and decreased by any distributions received with respect to the Partnership Certificate.  In addition, both the tax
basis in the Partnership Certificates and the amount realized on a sale of a Partnership Certificate would include the holder’s share of any liabilities of the Partnership Trust Fund.  A holder
acquiring Partnership Certificates at different prices may be required to maintain a single aggregate adjusted tax basis in such Partnership Certificates, and, upon sale or other disposition of
some of the Partnership Certificates, allocate a portion of the aggregate tax basis to the Partnership Certificates sold, rather than maintaining a separate tax basis in each Partnership
Certificate for purposes of computing gain or loss on a sale of that Partnership Certificate.

                Any gain on the sale of a Partnership Certificate attributable to the holder’s share of unrecognized accrued market discount on the mortgage loans would generally be treated as
ordinary income to the holder and would give rise to special tax reporting requirements.  The Partnership Trust Fund does not expect to have any other assets that would give rise to such
special reporting considerations.  Thus, to avoid those special reporting requirements, the Partnership Trust Fund will elect to include market discount in income as it accrues.

                If a certificateholder is required to recognize an aggregate amount of income, not including income attributable to disallowed itemized deductions, over the life of the Partnership
Certificates that exceeds the aggregate cash distributions with respect thereto, the excess will generally give rise to a capital loss upon the retirement of the Partnership Certificates.

                ALLOCATIONS BETWEEN TRANSFERORS AND TRANSFEREES.  In general, the Partnership Trust Fund’s taxable income and losses will be determined each Due Period
and the tax items for a particular Due Period will be apportioned among the certificateholders in proportion to the principal amount of Partnership Certificates owned by them as of the
close of the last day of such Due Period.  As a result, a holder purchasing Partnership Certificates may be allocated tax items which will affect its tax liability and tax basis attributable to
periods before the actual transaction.

                The use of a Due Period convention may not be permitted by existing regulations.  If a Due Period convention is not allowed or may be used only for transfers of less than all of
the partner’s interest, taxable income or losses of the Partnership Trust Fund might be reallocated among the certificateholders.  The depositor will be authorized to revise the Partnership
Trust Fund’s method of allocation between transferors and transferees to conform to a method permitted by future regulations.

                SECTION 731 DISTRIBUTIONS.  In the case of any distribution to a certificateholder, no gain will be recognized to that certificateholder to the extent that the amount of any
money distributed with respect to the Partnership Certificate does not exceed the adjusted basis of the certificateholder’s interest in the Partnership Certificate.  To the extent that the
amount of money distributed exceeds the certificateholder’s adjusted basis, gain will be currently recognized.  In the case of any distribution to a certificateholder, no loss will be
recognized except upon a distribution in liquidation of a certificateholder’s interest.  Any gain or loss recognized by a certificateholder will be capital gain or loss.
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                SECTION 754 ELECTION.  In the event that a certificateholder sells its Partnership Certificates at a profit, the purchasing certificateholder will have a higher basis in the
Partnership Certificates than the selling certificateholder had.  An opposite result will follow if the Partnership Certificate is sold at a loss.  The tax basis of the Partnership Trust Fund’s
assets would not be adjusted to reflect that higher or lower basis unless the Partnership Trust Fund were to file an election under Section 754 of the Code.  In order to avoid the
administrative complexities that would be involved in keeping accurate accounting records, as well as potentially onerous information reporting requirements, the Partnership Trust Fund
will not make such election.  As a result, a certificateholder might be allocated a greater or lesser amount of Partnership Trust Fund income than would be appropriate based on their own
purchase price for Partnership Certificates.

                ADMINISTRATIVE MATTERS.  The trustee is required to keep or have kept complete and accurate books of the Partnership Trust Fund.  Such books will be maintained for
financial reporting and tax purposes on an accrual basis and the fiscal year of the Partnership Trust Fund will be the calendar year.  The trustee will file a partnership information return,
IRS Form 1065, with the IRS for each taxable year of the Partnership Trust Fund and will report each certificateholder’s allocable share of items of Partnership Trust Fund income and
expense to holders and the IRS on Schedule K−1.  The trustee will provide the Schedule K−1 information to nominees that fail to provide the Partnership Trust Fund with the information
statement described below and the nominees will be required to forward this information to the beneficial owners of the Partnership Certificates.  Generally, holders must file tax returns
that are consistent with the information return filed by the Partnership Trust Fund or be subject to penalties unless the holder notifies the IRS of all such inconsistencies.

                Under Section 6031 of the Code, any person that holds Partnership Certificates as a nominee at any time during a calendar year is required to furnish the Partnership Trust Fund
with a statement containing information on the nominee, the beneficial owners and the Partnership Certificates so held.  Such information includes (1) the name, address and taxpayer
identification number of the nominee and (2) as to each beneficial owner (x) the name, address and identification number of that person, (y) whether that person is a United States Person, a
tax−exempt entity or a foreign government, an international organization, or any wholly−owned agency or instrumentality of either of the foregoing, and (z) information relating to
Partnership Certificates that were held, bought or sold on behalf of that person throughout the year.  In addition, brokers and financial institutions that hold Partnership Certificates through
a nominee are required to furnish directly to the trustee information as to themselves and their ownership of Partnership Certificates.  A clearing agency registered under Section 17A of the
Securities Exchange Act of 1934 is not required to furnish any information statement to the Partnership Trust Fund.  The information referred to above for any calendar year must be
furnished to the Partnership Trust Fund on or before the following January 31.  Nominees, brokers and financial institutions that fail to provide the Partnership Trust Fund with the
information described above may be subject to penalties.

                The depositor will be designated as the tax matters partner in the pooling and servicing agreement and will be responsible for representing the certificateholders in any dispute
with the IRS.  The Code provides for administrative examination of a partnership as if the partnership were a separate and distinct taxpayer.  Generally, the statute of limitations for
partnership items does not expire until three years after the date on which the partnership information return is filed.  Any adverse determination following an audit of the return of the
Partnership Trust Fund by the appropriate taxing authorities could result in an adjustment of the returns of the certificateholders, and a certificateholder may be precluded from separately
litigating a proposed adjustment to the items of the Partnership Trust Fund.  An adjustment could also result in an audit of a certificateholder’s returns and adjustments of items not related
to the income and losses of the Partnership Trust Fund.

                TAX CONSEQUENCES TO FOREIGN CERTIFICATEHOLDERS.  It is not clear whether the Partnership Trust Fund would be considered to be engaged in a trade or business
in the United States for purposes of federal withholding taxes with respect to non−United States Persons, because there is no clear authority dealing with that issue under facts substantially
similar to those in this case.  Although it is not expected that the Partnership Trust Fund would be engaged in a trade or business in the United States for these purposes, the Partnership
Trust Fund will withhold as if it were so engaged in order to protect the Partnership Trust Fund from possible adverse consequences of a failure to withhold.  The Partnership Trust Fund
expects to withhold on the portion of its taxable income that is allocable to foreign certificateholders pursuant to Section 1446 of the Code as if this income were effectively connected to a
U.S. trade or business.  Amounts withheld will be deemed distributed to the foreign certificateholders.  Subsequent adoption of Treasury regulations or the issuance of other administrative
pronouncements may require the Partnership Trust Fund to change its withholding procedures.  In determining a holder’s withholding status, the Partnership Trust Fund may rely on IRS
Form W−8BEN, IRS Form W−8ECI, IRS Form W−9 or the holder’s certification of nonforeign status signed under penalties of perjury.
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                Each foreign holder might be required to file a U.S. individual or corporate income tax return, including, in the case of a corporation, the branch profits tax, on its share of the
Partnership Trust Fund’s income.  Each foreign holder must obtain a taxpayer identification number from the IRS and submit that number to the Partnership Trust Fund on Form W−8
BEN or Form W−8ECI in order to assure appropriate crediting of the taxes withheld.  A foreign holder generally would be entitled to file with the IRS a claim for refund with respect to
taxes withheld by the Partnership Trust Fund, taking the position that no taxes were due because the Partnership Trust Fund was not engaged in a U.S. trade or business.  However, interest
payments made or accrued to a certificateholder who is a foreign person generally will be considered guaranteed payments to the extent such payments are determined without regard to
the income of the Partnership Trust Fund.  If these interest payments are properly characterized as guaranteed payments, then the interest will not be considered portfolio interest.  As a
result, certificateholders who are foreign persons will be subject to United States federal income tax and withholding tax at a rate of 30 percent, unless reduced or eliminated pursuant to an
applicable treaty.  In that event, a foreign holder would only be entitled to claim a refund for that portion of the taxes in excess of the taxes that should be withheld with respect to the
guaranteed payments.

                BACKUP WITHHOLDING.  Distributions made on the Partnership Certificates and proceeds from the sale of the Partnership Certificates will be subject to a backup
withholding tax if the certificateholder fails to comply with certain identification procedures, unless the holder is an exempt recipient under applicable provisions of the Code.

                It is suggested that prospective purchasers consult their tax advisors with respect to the tax consequences to them of the purchase, ownership and disposition of REMIC
Certificates, Notes, Grantor Trust Certificates and Partnership Certificates, including the tax consequences under state, local, foreign and other tax laws and the possible effects of changes
in federal or other tax laws.

FASIT Securities

                The FASIT Provisions were enacted by the Small Business Job Protection Act of 1996 and create a new elective statutory vehicle for the issuance of mortgage−backed and
asset−backed securities.  With respect to each series of FASIT securities, the related prospectus supplement will provide a detailed discussion regarding the federal income tax
consequences associated with the particular transaction.

State and Other Tax Consequences

                In addition to the federal income tax consequences described in “Material Federal Income Tax Consequences,” potential investors should consider the state and local tax
consequences of the acquisition, ownership, and disposition of the securities offered hereunder.  State tax law may differ substantially from the corresponding federal tax law, and the
discussion described under “Material Federal Income Tax Consequences” does not purport to describe any aspect of the tax laws of any state or other jurisdiction.  Therefore, prospective
investors should consult their own tax advisors with respect to the various tax consequences of investments in the securities offered hereunder.

ERISA Considerations

                Sections 404 and 406 of ERISA impose fiduciary and prohibited transaction restrictions on ERISA Plans and on certain other retirement plans and arrangements, including
individual retirement accounts and annuities, Keogh plans, bank collective investment funds and insurance depositor general and separate accounts in which such ERISA Plans are
invested.  Section 4975 of the Code imposes essentially the same prohibited transaction restrictions on Tax−Favored Plans.
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                Certain employee benefit plans, such as governmental plans (as defined in Section 3(32) of ERISA) and, if no election has been made under Section 410(d) of the Code, church
plans (as defined in Section 3(33) of ERISA), are not subject to ERISA or Section 4975 of the Code.  Accordingly, assets of such plans may be invested in securities without regard to the
ERISA considerations described below, subject to the provisions of applicable federal and state law.  However, any such plan that is a tax−qualified plan and exempt from taxation under
Sections 401(a) and 501(a) of the Code is subject to the prohibited transaction restrictions imposed under Section 503 of the Code.

                In addition to imposing general fiduciary standards, including those of investment prudence and diversification and the requirement that a Plan’s investment be made in
accordance with the documents governing the Plan, Section 406 of ERISA and Section 4975 of the Code prohibit a broad range of transactions involving “plan assets” of Plans and Parties
in Interest, unless a statutory, regulatory or administrative exemption is available.  Certain Parties in Interest that participate in a prohibited transaction may be subject to penalties and/or
excise taxes imposed under ERISA and/or Section 4975 of the Code, unless a statutory, regulatory or administrative exemption is available with respect to any such transaction.

Plan Asset Regulation

                An investment of Plan Assets in securities may cause the underlying mortgage loans, cooperative loans, agency securities, private securities, and/or other assets held in a trust to
be deemed “plan assets” of such Plan.  The DOL has issued the DOL Regulation for purposes of applying the general fiduciary standards of ERISA and the prohibited transaction
provisions of ERISA and Section 4975 of the Code when a Plan acquires an equity interest (such as a security) in such entity.  Because of the factual nature of certain rules in the DOL
Regulation, it cannot be predicted whether the assets of a Plan will be deemed to include either (i) an interest in the assets of a entity in which the Plan holds an equity interest (such as a
trust), or (ii) merely the Plan’s interest in the instrument evidencing such interest.  Therefore, neither Plans nor certain entities in which assets of Plans are invested should acquire or hold
securities in reliance upon the availability of any exception under the DOL Regulation.

                Under the DOL Regulation, the prohibited transaction provisions of Section 406 of ERISA and Section 4975 of the Code may apply to a trust and cause the depositor, the master
servicer, any other servicer, any trustee, the obligor under any credit enhancement mechanism and certain of their affiliates to be considered or become Parties in Interest with respect to a
Plan investing in the securities, whether directly or through an entity holding Plan Assets.  In such circumstances, the acquisition or holding of securities by or with Plan Assets of the
investing Plan could also give rise to a prohibited transaction under ERISA and/or Section 4975 of the Code, unless a statutory, regulatory or administrative exemption is available.  Under
the DOL Regulation, the assets of a Plan which holds a security would include such security and may also be deemed to include the mortgage loans and/or other assets held in the related
trust.  Special caution should be exercised before Plan Assets are used to acquire a security in such circumstances, especially if, with respect to such Plan Assets, the depositor, the master
servicer, any other servicer, any trustee, the obligor under any credit enhancement mechanism or any of their affiliates has either (i) investment discretion with respect to such Plan Assets,
or (ii) authority or responsibility to give (or regularly gives) investment advice with respect to such Plan Assets for a fee pursuant to an agreement or understanding that such advice will
serve as a primary basis for investment decisions with respect to such Plan Assets.

                Any person who has discretionary authority or control as to the management or disposition of Plan Assets, or who provides investment advice with respect to Plan Assets for a
fee (in the manner described above), is a fiduciary with respect to such Plan Assets.  If the mortgage loans and/or other assets held in a trust were to constitute Plan Assets, any party
exercising management or discretionary control with respect to such assets may be deemed to be a “fiduciary” with respect to any investing Plan and subject to the fiduciary requirements
of ERISA and the prohibited transaction provisions of ERISA and Section 4975 of the Code.  In addition, if the mortgage loans and/or other assets held in a trust constitute Plan Assets, the
acquisition or holding of securities by, on behalf of or with Plan Assets of a Plan, and the operation of such trust, may be deemed to constitute or result in a prohibited transaction under
ERISA and Section 4975 of the Code.
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Underwriter's and WCC Exemption

                The Underwriter’s Exemption generally exempts from the application of the prohibited transaction provisions of ERISA and Section 4975 of the Code certain transactions,
among others, relating to (i) the servicing and operation of pools of certain secured obligations (such as mortgage loans) that are held in an entity, including a trust, and (ii) the purchase,
sale and holding of securities, including pass−through securities, issued by such entity as to which an underwriter (or its affiliate) which has received an Underwriter’s Exemption is the
sole underwriter or manager or co−manager of the underwriting syndicate or a placement agent, provided that certain conditions set forth in the Underwriter’s Exemption are satisfied.  For
this purpose, the term “Underwriter” as used in reference to the Underwriter’s Exemption includes both such an underwriter, placement agent or affiliate and any member of the
underwriting syndicate or selling group with respect to the Class of Certificates as to which such underwriter, placement agent or affiliate is the manager, a co−manager or a placement
agent.

If so specified in the accompanying Prospectus Supplement, broad exemptive relief may be available under the Underwriter’s Exemption or under the DOL authorization
described immediately below.  Effective August 24, 2003, the DOL authorized (DOL Auth. No. 2003−14E) WaMu Capital Corp. (“WCC”) and its affiliates to rely upon the exemptive
relief from certain of the prohibited transaction provisions of ERISA and Section 4975 of the Code available under DOL Prohibited Transaction Class Exemption 96−62 (the “WCC
Exemption”) relating to (i) the servicing and operation of pools of certain secured obligations (such as Mortgage Loans) that are held in an entity, including a trust, and (ii) the purchase,
sale and holding of securities, including pass−through certificates, issued by such entity as to which WCC (or its affiliate) is the sole underwriter or manager or co−manager of the
underwriting syndicate or a placement agent, provided that certain conditions set forth in the WCC Exemption are satisfied.  For this purpose, the term “Underwriter” as used in reference
to the WCC Exemption includes both WCC or an affiliate and any member of the underwriting syndicate or selling group with respect to the Class of Certificates as to which WCC or the
affiliate is the manager, a co−manager or a placement agent.

                Each Underwriter’s Exemption and the WCC Exemption set forth the following eight general conditions, which must be satisfied in order for a transaction involving the
purchase, sale and holding of securities to be eligible for exemptive relief under either the Underwriter’s Exemption or the WCC Exemption:

 First, the acquisition of securities by a Plan or with Plan Assets must be on terms that are at least as favorable to the Plan as they would be in an arm’s−length transaction with an
unrelated party.

                Second, the Underwriter’s Exemption and the WCC Exemption only apply to securities evidencing rights and interests that are not subordinated to the rights and interests
evidenced by other securities issued by the same trust or other entity, unless none of the mortgage loans or other assets has a loan−to−value ratio or converted loan−to−value ratio that
exceeds 100% at the date of issuance of the securities.

 Third, the securities, at the time of acquisition by a Plan or with Plan Assets, must be rated in one of the four highest generic rating categories by the Exemption Rating
Agencies.  The securities must be rated in one of the two highest generic categories by at least one of the Exemption Rating Agencies if the loan−to−value ratio or converted loan−to−value
ratio of any one− to four−family residential mortgage loan held in the trust exceeds 100% but does not exceed 125% at the date of issuance of the securities.  However, in that case neither
the Underwriter’s Exemption nor the WCC Exemption will apply (i) to any of the securities if (x) any mortgage loan or other asset held in the trust (other than a one− to four−family
residential mortgage loan) has a loan−to−value ratio or converted loan−to−value ratio that exceeds 100% at the date of issuance of the securities or (y) any one− to four−family residential
mortgage loan has a loan−to−value ratio or converted loan−to−value ratio that exceeds 125% at the date of issuance of the securities or (ii) to any Subordinated securities.

 Fourth, the trustee must not be an affiliate of any other member (other than the underwriter) of the “Restricted Group,” which consists of the depositor, each underwriter, each
insurer, the master servicer, any other servicer, the trustee, the swap counterparty under any swap arrangement, any mortgagor with respect to assets of a trust constituting more than 5% of
the aggregate unamortized principal balance of the assets held in the trust as of the date of initial issuance of the securities and their respective affiliates.
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 Fifth, the sum of all payments made to and retained by the underwriters must represent not more than reasonable compensation for underwriting the securities; the sum of all
payments made to and retained by the depositor pursuant to the assignment of the assets to the trust must represent not more than the fair market value of such obligations; and the sum of
all payments made to and retained by the master servicer or any other servicer must represent not more than reasonable compensation for such person’s services under the related pooling
agreement and reimbursement of such person’s reasonable expenses in connection therewith.

 Sixth, the Plan or other person investing Plan Assets in the securities must be an accredited investor (as defined in Rule 501(a)(1) of Regulation D under the securities Act of
1933, as amended).

 Seventh, (i) the trust must consist solely of assets of the type that have been included in other investment pools; (ii) securities evidencing interests in such other investment pools
must have been rated in one of the four highest categories of one of the Exemption Rating Agencies for at least one year prior to the acquisition of securities by or with Plan Assets of a
Plan in reliance on the Underwriter’s Exemption or the WCC Exemption; and (iii) securities in such other investment pools must have been purchased by investors (other than Plans) for at
least one year prior to any acquisition of securities by or with Plan Assets of a Plan in reliance on the Underwriter’s Exemption or the WCC Exemption.

 Eighth, unless the trust qualifying as a REMIC for federal income tax purposes constitutes a grantor trust, the legal documents establishing the trust must contain restrictions on
the trust’s ability to borrow money or issue debt other than in connection with the securitization, on the trust’s merging, reorganizing, liquidating or selling assets other than in connection
with the securitization, and limiting the trust’s activities to activities relating to the securitization.  In addition, the related pooling agreement must prohibit all parties thereto from filing an
involuntary bankruptcy or insolvency proceeding against the trust, and a true sale opinion must be issued in connection with the transfer of assets to the trust.

                The exemptive relief afforded by the Underwriter’s Exemption and the WCC Exemption does not apply to any securities where the related trust or other entity contains revolving
credit loans or unsecured loans.  In addition, except as otherwise specified in the accompanying prospectus supplement, the exemptive relief afforded by the Underwriter’s Exemption and
the WCC Exemption may not apply to any securities where the related trust or other entity contains certain purchase obligations, swaps, interest rate cap contracts or a pre−funding
arrangement.

                The Underwriter’s Exemption provides that a trust may hold as an asset an “eligible yield supplement agreement,” which includes yield supplement agreements or similar
arrangements, or if purchased by or on behalf of the trust, interest rate cap contracts to supplement the interest rates otherwise payable on obligations held by the trust.  Any agreement or
arrangement that is in the form of a notional principal contract must meet the following conditions:

(a)           it is denominated in U.S. dollars;

(b)           the trust receives on, or immediately prior to, the respective payment date for the class of securities to the agreement or arrangement relates, a fixed rate of interest or
a floating rate of interest based on a publicly available index (e.g., LIBOR or the U.S. Federal Reserve’s Cost of Funds Index), with the trust receiving such
payments on at least a quarterly basis;

(c)           it is not leveraged (i.e., payments are based on the applicable notional amount, the day count fractions, the fixed or floating rates permitted above, the difference
between the products thereof, calculated on a one−to−one ratio and not on a multiplier of such difference);

(d)           it does not allow any of the three preceding requirements to be unilaterally altered without the consent of the trustee;

(e)           it is entered into between the trust and an “eligible counterparty” (i.e., a bank or other financial institution which has a rating, at the date of issuance of securities,
which is one of the three highest long−term credit rating categories, or one of the two highest short−term credit rating categories, utilized by at least one of the
Exemption Rating Agencies rating the securities; provided, that if a counterparty is relying on its short−term rating to establish the eligibility under the
Underwriter’s Exemption, such counterparty must either have a long−term rating in one of the three highest long−term rating categories or not have a long−term
rating from the applicable Exemption Rating Agency; and

109

Case 1:09-cv-01656-RMC   Document 55-3    Filed 11/22/10   Page 290 of 303



(f)            it has a notional amount that does not exceed either the principal balance of the class of securities to which it relates or the portion of the principal balance of such
class represented by certain eligible obligations held by the trust.

Any fiduciary or other person who proposes to use Plan Assets to acquire securities in reliance upon the Underwriter’s Exemption or the WCC Exemption must make its own
determination as to whether the general conditions set forth above will be satisfied with respect to its acquisition and holding of such securities.

                If the general conditions of the Underwriter’s Exemption or the WCC Exemption are satisfied, the Underwriter’s Exemption or the WCC Exemption, as applicable, may provide
exemptive relief from:

(a)           The restrictions imposed by Sections 406(a) and 407(a) of ERISA and Sections 4975(c)(1)(A) through (D) of the Code in connection with the direct or indirect sale,
exchange, transfer or holding, or the direct or indirect acquisition or disposition in the secondary market, of securities by or with Plan Assets of a Plan, provided
that no exemptive relief is provided from the restrictions of Sections 406(a)(1)(E), 406(a)(2) and 407 of ERISA for the acquisition or holding of a security or
other security by or with Plan Assets of a Plan sponsored by any member of the Restricted Group (an “Excluded Plan”), or by any person who has discretionary
authority or renders investment advice for a fee (as described above) with respect to Plan Assets of such Excluded Plan;

(b)           When certain additional conditions are met, the restrictions imposed by Sections 406(b)(1) and (b)(2) of ERISA and Section 4975(c)(1)(E) of the Code in connection
with (i) the direct or indirect sale, exchange or transfer of securities in the initial issuance of securities between the depositor or an underwriter and a Plan when
the person who has discretionary authority or renders investment advice for a fee (as described above) with respect to the investment of the relevant Plan Assets
in the securities is a mortgagor with respect to 5% or less of the fair market value of the assets of a trust (or its affiliate), (ii) the direct or indirect acquisition or
disposition in the secondary market of securities by or with Plan Assets of a Plan, and (iii) the holding of securities by or with Plan Assets of a Plan; and

(c)           The restrictions imposed by Sections 406 and 407(a) of ERISA and Section 4975(c) of the Code for certain transactions in connection with the servicing,
management and operation of the Mortgage Pools, subject to certain specific conditions which the depositor expects will be satisfied if the general conditions of
the Underwriter’s Exemption or the WCC Exemption are satisfied.

                The Underwriter’s Exemption and the WCC Exemption also may provide exemptive relief from the restrictions imposed by Sections 406(a) and 407(a) of ERISA and Sections
4975(c)(1)(A) through (D) of the Code if such restrictions would otherwise be deemed to apply merely because a person is deemed to be a Party in Interest with respect to a Plan investing
in the securities (whether directly or through an entity holding Plan Assets) by virtue of providing services to the Plan (or such Plan Assets), or by virtue of having certain specified
relationships to such a person, solely as a result of the Plan’s ownership of securities.

                Before purchasing a security in reliance upon the Underwriter’s Exemption or the WCC Exemption, a fiduciary or other investor of Plan Assets should itself confirm that (i) the
securities constitute “securities” for purposes of the Underwriter’s Exemption or the WCC Exemption, as applicable, and (ii) the specific and general conditions and other requirements set
forth in the Underwriter’s Exemption or the WCC Exemption would be satisfied.  In addition to making its own determination as to the availability of the exemptive relief provided in the
Underwriter’s Exemption or the WCC Exemption, as applicable, the fiduciary or other Plan Asset investor should consider its general fiduciary obligations under ERISA in determining
whether to purchase any securities with Plan Assets.
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Other Exemptions

                Any fiduciary or other person who proposes to use Plan Assets to acquire securities should consult with its legal counsel with respect to the potential applicability of ERISA and
the Code to such investment and the availability of exemptive relief under the Underwriter’s Exemption, the WCC Exemption or any other prohibited transaction exemption in connection
therewith.  In particular, in connection with an acquisition of securities representing a beneficial ownership interest in a pool of single−family residential first or second mortgage loans or
agency securities, such fiduciary or other Plan Asset investor should also consider the availability of exemptive relief under PTCE 83−1 for certain transactions involving mortgage pool
investment trusts.  However, PTCE 83−1 does not provide exemptive relief with respect to securities evidencing an interest in a trust with assets that include cooperative loans, private
securities, mortgage loans secured by third or more junior liens, contracts, multifamily or mixed−use mortgage loans, or certain other assets, or which contain a swap or a pre−funding
arrangement.  In addition, such fiduciary or other Plan Asset investor should consider the availability of other class exemptions granted by the DOL, which provide relief from certain of
the prohibited transaction provisions of ERISA and Section 4975 of the Code, including Sections I and III of PTCE 95−60, regarding transactions by insurance depositor general accounts. 
The applicable prospectus supplement may contain additional information regarding the application of the Underwriter’s Exemption, the WCC Exemption, PTCE 83−1, PTCE 95−60 or
other DOL class exemptions with respect to the securities offered thereby.  There can be no assurance that any of these exemptions will apply with respect to any particular Plan’s or other
Plan Asset investor’s investment in the securities or, even if an exemption were applicable, that such exemption would apply to all prohibited transactions that may occur in connection
with such an investment.

Insurance Depositor General Accounts

                Insurance companies contemplating the investment of general account assets in the securities should consult with their legal advisors with respect to the applicability of Section
401(c) of ERISA.  The DOL issued final regulations under Section 401(c) which were published in the Federal Register on January 5, 2000, and became generally applicable on July 5,
2001.

Representations from Investing Plans

                If the criteria specified in the Underwriter’s Exemption or the WCC Exemption, as applicable, as described above are not satisfied by one or more classes of securities, or by a
trust or the mortgage loans and other assets held by the trust, except as otherwise specified in the accompanying prospectus supplement, transfers of those securities to a Plan, to a trustee
or other person acting on behalf of any Plan, or to any other person using Plan Assets to effect the acquisition, will not be registered by the trustee unless the transferee provides the
depositor and the trustee with an opinion of counsel satisfactory to the depositor and the trustee, which opinion will not be at the expense of the depositor, the trustee or the master servicer,
that the acquisition of such securities by or on behalf of such Plan or with Plan Assets is permissible under applicable law, will not constitute or result in any non−exempt prohibited
transaction under ERISA or Section 4975 of the Code, and will not subject the depositor, the trustee or the master servicer to any obligation in addition to those undertaken in the pooling
agreement.  Except as otherwise specified in the accompanying prospectus supplement, each beneficial owner of a subordinated security offered by this Prospectus and the accompanying
prospectus supplement (or any interest therein) shall be deemed to have represented, by virtue of its acquisition or holding of such security (or interest therein), that either (i) it is not a
Plan, a trustee or other person acting on behalf of any Plan, or any other person using Plan Assets to effect such acquisition or holding, (ii) it has acquired and is holding such subordinated
security in reliance on the Underwriter’s Exemption or the WCC Exemption, as applicable, and the subordinated security was rated, at the time of acquisition, in one of the four highest
generic rating categories by at least one of the Exemption Rating Agencies or (iii)(1) such acquirer or holder is an insurance depositor, (2) the source of funds used to acquire or hold such
security (or interest therein) is an “insurance depositor general account” (as defined in PTCE 95−60), and (3) the conditions set forth in Sections I and III of PTCE 95−60 have been
satisfied.

                If any subordinated security (or any interest therein) is acquired or held in violation of the conditions described in the preceding paragraph, the next preceding permitted
beneficial owner will be treated as the beneficial owner of the subordinated security, retroactive to the date of transfer to the purported beneficial owner.  Any purported beneficial owner
whose acquisition or holding of any subordinated security (or interest therein) was effected in violation of the conditions described in the preceding paragraph shall indemnify and hold
harmless the depositor, the trustee, the master servicer, any subservicer, the underwriter and the trust from and against any and all liabilities, claims, costs or expenses incurred by such
parties as a result of such acquisition or holding.
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Tax−Exempt Plan Investors

                A Plan which is exempt from federal income taxation pursuant to Section 501 of the Code generally will be subject to federal income taxation to the extent that its income
constitutes unrelated business taxable income (or “UBTI”) within the meaning of Section 512 of the Code.  Excess inclusions of a REMIC allocated to a REMIC Residual Certificate held
by such a Plan will be considered UBTI and thus will be subject to federal income tax.  See “Material Federal Income Tax Consequences—Taxation of Owners of REMIC Residual
Certificates—Excess Inclusions.”  In addition, the exemptive relief afforded by the Underwriter’s Exemption does not apply to the purchase, sale or holding of any class of REMIC
Residual securities.

Consultation with Counsel

                There can be no assurance that the Underwriter’s Exemption, the WCC Exemption or any other exemption granted by the DOL will apply with respect to any particular Plan that
acquires securities (whether directly or through an entity holding Plan Assets) or, even if all of the conditions specified in the Underwriter’s Exemption or the WCC Exemption, as
applicable, were satisfied, that exemptive relief would be available for all transactions involving a trust.  Prospective Plan Asset investors should consult with their legal counsel
concerning the impact of ERISA and the Code and the potential consequences in their specific circumstances prior to making an investment in securities.

                Any fiduciary or other person who proposes to acquire or hold securities on behalf of a Plan or with Plan Assets should consult with its legal counsel with respect to the potential
applicability of the fiduciary responsibility provisions of ERISA and the prohibited transaction provisions of ERISA and Section 4975 of the Code to the proposed investment and the
availability of exemptive relief under the Underwriter’s Exemption, the WCC Exemption, PTCE 83−1, Sections I and III of PTCE 95−60, and/or any other class exemption granted by the
DOL.  In addition to making its own determination as to the availability of the exemptive relief provided in the Underwriter’s Exemption, the WCC Exemption or any other DOL
exemption, any fiduciary of an ERISA−subject Plan should consider its general fiduciary obligations under ERISA in determining whether to purchase securities on behalf of such Plan.

                Any fiduciary or other person who proposes to use Plan Assets to acquire securities should consult with its own legal counsel with respect to the potential consequences under
ERISA and the Code of the acquisition and ownership of securities.

Legal Investment

                The prospectus supplement for each series of securities will specify which classes of securities of the series, if any, will constitute mortgage related securities for purposes of
SMMEA.  Any class of securities that is not rated in one of the two highest rating categories by one or more nationally recognized statistical rating agencies or that represents an interest in
a trust fund that includes junior mortgage loans will not constitute mortgage related securities for purposes of SMMEA.   Mortgage related securities are legal investments to the same
extent that, under applicable law, obligations issued by or guaranteed as to principal and interest by the United States or any agency or instrumentality thereof constitute legal investments
for persons, trusts, corporations, partnerships, associations, business trusts and business entities, including depository institutions, insurance companies and pension funds created pursuant
to or existing under the laws of the United States or of any state, the authorized investments of which are subject to state regulation.  Under SMMEA, if a state enacted legislation prior to
October 3, 1991 specifically limiting the legal investment authority of any entities with respect to mortgage related securities, the securities would constitute legal investments for entities
subject to that legislation only to the extent provided in that legislation.  SMMEA provides, however, that in no event will the enactment of any legislation of this kind affect the validity of
any contractual commitment to purchase, hold or invest in mortgage related securities, or require the sale or other disposition of such securities, so long as that contractual commitment was
made or the securities were acquired prior to the enactment of that legislation.

SMMEA also amended the legal investment authority of federally−chartered depository institutions as follows: federal savings and loan associations and federal savings banks
may invest in, sell or otherwise deal with “mortgage related securities” without limitation as to the percentage of their assets represented thereby, federal credit unions may invest in these
securities, and national banks may purchase these securities for their own account without regard to the limitations generally applicable to investment securities described in 12 U.S.C. §24
(Seventh), subject in each case to any regulations that the applicable federal regulatory authority may prescribe.
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On April 23, 1998, the Federal Financial Institutions Examination Council issued a revised supervisory policy statement applicable to all depository institutions, setting forth
guidelines for investments in high−risk mortgage securities.  The 1998 Policy Statement was adopted by the Federal Reserve Board, the Office of the Comptroller of the Currency, the
FDIC, the National Credit Union Administration, or NCUA and the OTS with an effective date of May 26, 1998.  The 1998 Policy Statement rescinded a 1992 policy statement that had
required, prior to purchase, a depository institution to determine whether a mortgage derivative product that it was considering acquiring was high−risk, and, if so, required that the
proposed acquisition would reduce the institution’s overall interest rate risk.  The 1998 Policy Statement eliminates constraints on investing in certain “high−risk” mortgage derivative
products and substitutes broader guidelines for evaluating and monitoring investment risk.

The OTS has issued Thrift Bulletin 73a, entitled “Investing in Complex Securities,” or TB 73a, which is effective as of December 18, 2001 and applies to savings associations
regulated by the OTS, and Thrift Bulletin 13a, entitled “Management of Interest Rate Risk, Investment Securities, and Derivatives Activities,” or TB 13a, which is effective as of
December 1, 1998, and applies to thrift institutions regulated by the OTS.

One of the primary purposes of TB 73a is to require savings associations, prior to taking any investment position, to determine that the investment position meets applicable
regulatory and policy requirements (including those set forth in TB 13a (see below)) and internal guidelines, is suitable for the institution, and is safe and sound.  The OTS recommends,
with respect to purchases of specific securities, additional analysis, including, among others, analysis of repayment terms, legal structure, expected performance of the issuer and any
underlying assets as well as analysis of the effects of payment priority, with respect to a security which is divided into separate tranches with unequal payments, and collateral investment
parameters, with respect to a security that is prefunded or involves a revolving period. TB 73a reiterates the OTS’s due diligence requirements for investing in all securities and warns that
if a savings association makes an investment that does not meet the applicable regulatory requirements, the savings association’s investment practices will be subject to criticism, and the
OTS may require divestiture of such securities.  The OTS also recommends, with respect to an investment in any “complex securities,” that savings associations should take into account
quality and suitability, marketability, interest rate risk, and classification factors.  For the purposes of each of TB 73a and TB 13a, “complex security” includes among other things any
collateralized mortgage obligation or real estate mortgage investment conduit security, other than any “plain vanilla” mortgage pass through security (that is, securities that are part of a
single class of securities in the related pool that are non callable and do not have any special features).  Accordingly, all classes of the offered certificates would likely be viewed as
“complex securities.”  With respect to quality and suitability factors, TB 73a warns:

•                     that a savings association’s sole reliance on outside ratings for material purchases of complex securities is an unsafe and unsound practice,

•                     that a savings association should only use ratings and analyses from nationally recognized rating agencies in conjunction with, and in validation of, its own
underwriting processes, and

•                     that it should not use ratings as a substitute for its own thorough underwriting analyses.

With respect to the interest rate risk factor, TB 73a recommends that savings associations should follow the guidance set forth in TB 13a. 

One of the primary purposes of TB 13a is to require thrift institutions, prior to taking any investment position, to:
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•                     conduct a pre purchase portfolio sensitivity analysis for any “significant transaction” involving securities or financial derivatives, and

•                     conduct a pre purchase price sensitivity analysis of any “complex security” or financial derivative.

The OTS recommends that while a thrift institution should conduct its own in−house pre−acquisition analysis, it may rely on an analysis conducted by an independent
third−party as long as management understands the analysis and its key assumptions.  Further, TB 13a recommends that the use of “complex securities with high price sensitivity” be
limited to transactions and strategies that lower a thrift institution’s portfolio interest rate risk.  TB 13a warns that investment in complex securities by thrift institutions that do not have
adequate risk measurement, monitoring and control systems may be viewed by the OTS examiners as an unsafe and unsound practice.  Prospective investors in the certificates, including in
particular the classes of certificates that do not constitute “mortgage related securities” for purposes of SMMEA, should consider the matters discussed in the following paragraph.

                There may be other restrictions on the ability of certain investors, including depository institutions, either to purchase securities or to purchase securities representing more than a
specified percentage of the investor’s assets.  Investors should consult their own legal advisors in determining whether and to what extent the securities constitute legal investments for
those investors or are subject to investment, capital or other restrictions, and, if applicable, whether SMMEA has been overridden in any jurisdiction relevant to that investor.

Methods of Distribution

                The securities offered hereby and by the related prospectus supplements will be offered in series through one or more of the methods described in the paragraph below.  The
prospectus supplement prepared for each series will describe the method of offering being utilized for that series and will state the net proceeds to the depositor from the sale.

                The depositor intends that securities will be offered through the following methods from time to time and that offerings may be made concurrently through more than one of
these methods or that an offering of the securities of a particular series may be made through a combination of two or more of these methods.  These methods are as follows:

1.             By negotiated firm commitment or best efforts underwriting and public re−offering by underwriters;

2.             By placements by the depositor with institutional investors through dealers; and

3.             By direct placements by the depositor with institutional investors.

                If underwriters are used in a sale of any securities, other than in connection with an underwriting on a best efforts basis, the securities will be acquired by the underwriters for
their own account and may be resold from time to time in one or more transactions, including negotiated transactions, at fixed public offering prices or at varying prices to be determined at
the time of sale or at the time of commitment therefor.  The underwriters may be broker−dealers affiliated with the depositor whose identities and relationships to the depositor will be as
set forth in the related prospectus supplement.  The managing underwriter or underwriters with respect to the offer and sale of the securities of a particular series will be set forth on the
cover of the prospectus supplement relating to the series and the members of the underwriting syndicate, if any, will be named in the prospectus supplement.

                In connection with the sale of the securities offered, underwriters may receive compensation from the depositor or from purchasers of such securities in the form of discounts,
concessions or commissions.  Underwriters and dealers participating in the distribution of the securities may be deemed to be underwriters in connection with the securities, and any
discounts or commissions received by them from the depositor and any profit on the resale of offered securities by them may be deemed to be underwriting discounts and commissions
under the Securities Act of 1933, as amended.
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                It is anticipated that the underwriting agreement pertaining to the sale of offered securities of any series will provide that the obligations of the underwriters will be subject to
conditions precedent, that the underwriters will be obligated to purchase all the securities if any are purchased, other than in connection with an underwriting on a best efforts basis, and
that, in limited circumstances, the depositor will indemnify the several underwriters and the underwriters will indemnify the depositor against certain civil liabilities, including liabilities
under the Securities Act of 1933 or will contribute to payments required to be made in respect thereof.

                The prospectus supplement with respect to any series offered by placements through dealers will contain information regarding the nature of the offering and any agreements to
be entered into between the depositor and purchasers of offered securities of the series.

                The depositor anticipates that the securities offered hereby will be sold primarily to institutional investors or sophisticated non−institutional investors.  Purchasers of offered
securities, including dealers, may, depending on the facts and circumstances of such purchases, be deemed to be underwriters within the meaning of the Securities Act of 1933 in
connection with reoffers and sales by them of the offered securities.  Holders of offered securities should consult with their legal advisors in this regard prior to any reoffer or sale.

                WaMu Capital Corp., an affiliate of the depositor, or another affiliate of the depositor may from time to time act as agent or underwriter in connection with the sale of the offered
securities.  This prospectus and the related prospectus supplement may be used by WaMu Capital Corp. or another affiliate of the depositor in connection with the offer and sale of any
series of offered securities in market−making transactions.  In these transactions, WaMu Capital Corp. or another affiliate of the depositor may act as principal or agent and the sales will
be made at prices related to prevailing market prices at the time of sale or otherwise.

Legal Matters

                Certain legal matters in connection with the securities will be passed upon for the depositor by Orrick, Herrington & Sutcliffe llp, San Francisco, California or Heller Ehrman
White & McAuliffe LLP, [Seattle, Washington], as specified in the related prospectus supplement.

Financial Information

                The depositor has determined that its financial statements are not material to the offering made hereby.  Any prospective purchaser that desires to review financial information
concerning the depositor will be provided by the depositor on request with a copy of the most recent financial statements of the depositor.

Rating

                It is a condition to the issuance of any class of securities that they shall have been rated not lower than investment grade, that is, in one of the four highest rating categories, by at
least one nationally recognized statistical rating organization.

                Any ratings on the securities address the likelihood of receipt by the holders thereof of all collections on the underlying mortgage assets to which such holders are entitled.  These
ratings address the structural, legal and issuer−related aspects associated with the securities, the nature of the underlying mortgage assets and the credit quality of the guarantor, if any.  The
ratings do not represent any assessment of the likelihood of principal prepayments by borrowers or of the degree by which prepayments might differ from those originally anticipated.  As a
result, securityholders might suffer a lower than anticipated yield, and, in addition, holders of Strip Securities in extreme cases might fail to recoup their initial investments.

Available Information

                The depositor is subject to the informational requirements of the Securities Exchange Act of 1934 and in accordance therewith files reports and other information with the
Securities and Exchange Commission.  Reports and other information filed by the depositor can be read and copied at the Commission’s Public Reference Room, 450 Fifth Street, N.W.,
Washington, D.C. 20549.  Information on the operation of the Public Reference Room may be obtained by calling the Commission at 1−800−SEC−0330.  The Commission maintains an
Internet site (http:\\www.sec.gov) that contains copies of reports, proxy and information statements, and other information regarding issuers that file electronically with the Commission. 
Copies of certain information filed by the depositor with the Commission can be obtained electronically through the Commission’s Internet site.  The depositor does not intend to send any
financial reports to securityholders.
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                This prospectus does not contain all of the information set forth in the registration statement, of which this prospectus forms a part, and exhibits thereto which the depositor has
filed with the Commission under the securities Act of 1933 and to which reference is hereby made.

Incorporation of Certain Information by Reference

                There are incorporated into this prospectus by reference all documents and reports filed or caused to be filed by the depositor with respect to a trust fund under Section 13(a),
13(c), 14 or 15(d) of the Securities Exchange Act of 1934, prior to the termination of the offering of securities offered hereby evidencing interest in a trust fund.  The depositor will provide
or cause to be provided without charge to each person to whom this prospectus is delivered in connection with the offering of one or more classes of securities offered hereby, a copy of
any or all documents or reports incorporated herein by reference, in each case to the extent those documents or reports relate to one or more of the classes of those offered securities, other
than the exhibits to those documents (unless the exhibits are specifically incorporated by reference in the documents).  Requests to the depositor should be directed in writing to its
principal executive office at 1100 Town & Country Road, Orange, California 92868, Attention:  Secretary, or by telephone at (714) 541−5378.  The depositor has determined that its
financial statements are not material to the offering of any securities offered hereby.

Glossary

                ACCRUAL SECURITIES:  A class of securities as to which accrued interest or a portion thereof will not be distributed but rather will be added to the principal balance of the
security on each distribution date in the manner described in the related prospectus supplement.

                APPLICABLE FEDERAL RATE:  A rate based on the average of current yields on Treasury securities, which rate is computed and published monthly by the IRS.

                ARM LOAN:  A mortgage loan with an interest rate that adjusts periodically, with a corresponding adjustment in the amount of the monthly payment, to equal the sum of a fixed
percentage amount and an index.

                CALL CLASS:  The holder of a non−offered class of securities that has the right, at its discretion, to terminate the related trust fund on and effect early retirement of the
securities of such series in the manner described under “Description of the Securities—Termination of the Trust Fund and Disposition of Trust Fund Assets” in this prospectus.

                CERCLA:  The Comprehensive Environmental Response, Compensation and Liability Act, as amended.

                CLEAN−UP CALL:  The right of the party entitled to effect a termination of a trust fund upon the aggregate principal balance of the outstanding trust fund assets for the series at
that time being less than the percentage, as specified in the related prospectus supplement, of the aggregate principal balance of the trust fund assets at the cut−off date for that series and
which percentage will be between 25% and 0%.

                CLOSING DATE:  With respect to any series of securities, the date on which the securities are issued.

                CODE:  The Internal Revenue Code of 1986, as amended.

                COMMISSION:  The Securities and Exchange Commission.
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                CPR:  The Constant Prepayment Rate model, which assumes that the outstanding principal balance of a pool of mortgage loans prepays at a specified constant annual rate.  In
generating monthly cash flows, this rate is converted to an equivalent constant monthly rate.

                CRIME CONTROL ACT:  The Comprehensive Crime Control Act of 1984, as amended.

                DIDMC:  The Depository Institutions Deregulation and Monetary Control Act of 1980.

                DOL:  The U.S. Department of Labor.

                DOL REGULATION:  The regulation promulgated by the U.S. Department of Labor at 29 C.F.R. §2510.3−101.

                DUE PERIOD:  The second day of the month immediately preceding the month in which the distribution date occurs, or the day after the cut−off date in the case of the first Due
Period, and ending on the first day of the month of the related distribution date, unless the prospectus supplement specifies otherwise.

                ERISA:  The Employee Retirement Income Security Act of 1974, as amended.

                ERISA PERMITTED INVESTMENTS:  The types of investments permitted by the rating agencies named in the Underwriter’s Exemption issued by the DOL in which funds in
a pre−funding account may be invested.

                ERISA PLANS:  Employee pension and welfare benefit plans subject to ERISA.

                EXEMPTION RATING AGENCIES:  Collectively, Standard & Poor’s, a division of The McGraw−Hill Companies, Inc., Moody’s Investors Service, Inc. or Fitch Ratings.

                FASIT:  A financial asset securitization investment trust as defined in Sections 860H through 860L of the Code.

                FASIT PROVISIONS:  Sections 860H through 860L of the Code.

                FASIT SECURITIES:  Securities evidencing interests in a trust fund as to which a FASIT election has been made.

                FTC RULE:  The “Holder in Due Course” Rule of the Federal Trade Commission.

                GARN−ST.  GERMAIN ACT:  The Garn−St. Germain Depositor Institutions Act of 1982, as amended.

                GRANTOR TRUST CERTIFICATE:  A certificate representing an interest in a Grantor Trust Fund.

                GRANTOR TRUST FRACTIONAL INTEREST CERTIFICATE:  A Grantor Trust Certificate representing an undivided equitable ownership interest in the principal of the
mortgage loans constituting the related Grantor Trust Fund, together with interest on the Grantor Trust Certificates at a pass−through rate.

                GRANTOR TRUST STRIP CERTIFICATE:  A certificate representing ownership of all or a portion of the difference between interest paid on the mortgage loans constituting
the related Grantor Trust Fund (net of normal administration fees and any retained interest of the depositor) and interest paid to the holders of Grantor Trust Fractional Interest Certificates
issued with respect to the Grantor Trust Fund.  A Grantor Trust Strip Certificate may also evidence a nominal ownership interest in the principal of the mortgage loans constituting the
related Grantor Trust Fund.

                GRANTOR TRUST FUND:  A trust fund as to which no REMIC election will be made and which qualifies as a grantor trust within the meaning of Subpart E, part I, subchapter
J of Chapter 1 of the Code.
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                HIGH COST LOAN:  A mortgage loan subject to the Home Ownership and Equity Protection Act of 1994, as amended.

                HIGH LTV LOAN:  mortgage loans with loan−to−value ratios in excess of 80% and as high as 150% and which are not insured by a primary insurance policy.

                HOEPA:  The Home Ownership and Equity Protection Act of 1994, as amended.

                INSURANCE PROCEEDS:  Proceeds received with respect to a mortgage loan under any hazard insurance policy, special insurance policy, primary insurance policy, FHA
insurance policy, VA guarantee, bankruptcy bond or mortgage pool insurance policy, to the extent such proceeds are not applied to the restoration of the property or released to the
mortgagor in accordance with normal servicing procedures.

                IRS:  United States Internal Revenue Service.

                LIQUIDATED LOAN:  A defaulted mortgage loan that is finally liquidated, through foreclosure sale or otherwise.

                LIQUIDATION PROCEEDS:  All amounts, other than Insurance Proceeds, received in connection with the liquidation of a defaulted mortgage loan, by foreclosure or otherwise.

                LOCKOUT DATE:  The date of expiration of the Lockout Period with respect to a mortgage loan.

                LOCKOUT PERIOD:  The period specified in a mortgage note during which prepayment of the mortgage loan is prohibited.

                MORTGAGE:  The mortgage, deed of trust or similar instrument securing a mortgage loan.

                NCUA:  The National Credit Union Administration.

                NONRECOVERABLE ADVANCE:  An advance made or to be made with respect to a mortgage loan which the master servicer determines is not ultimately recoverable from
Related Proceeds.

                OID REGULATIONS:  The rules governing original issue discount that are set forth in Sections 1271−1273 and 1275 of the Code and in the related Treasury regulations.

                PARTIES IN INTEREST:  Collectively, persons who are “parties in interest” under Section 3(14) of ERISA or “disqualified persons” under Section 4975 of the Code, who have
certain specified relationships to a Plan.

                PARTNERSHIP CERTIFICATE:  A certificate representing an interest in a Partnership Trust Fund.

                PARTNERSHIP TRUST FUND:  A trust fund as to which no REMIC election will be made and which qualifies as a partnership within the meaning of subchapter K of Chapter
1 of the Code.

                PLAN ASSETS:  Collectively, “plan assets” and “assets of a Plan” as those terms are described in the DOL Regulation and include an undivided interest in the underlying assets
of certain entities in which a Plan holds an equity interest.

                PLAN:  Collectively, ERISA Plans and Tax−Favored Plans.

                PREPAYMENT ASSUMPTION:  With respect to a REMIC Regular Certificate or a Grantor Trust Certificate, the assumption as to the rate of prepayments of the principal
balances of mortgage loans held by the trust fund used in pricing the initial offering of that security.

                PREPAYMENT PERIOD:  The calendar month immediately preceding the month in which the distribution date occurs, unless the prospectus supplement specifies otherwise.
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                PTCE:  Prohibited Transaction Class Exemption issued by the DOL under ERISA.

                PTE:  Prohibited Transaction Exemption issued by the DOL under ERISA.

                PURCHASE PRICE:  As to any mortgage loan, an amount equal to the sum of (1) the unpaid principal balance of the mortgage loan, (2) unpaid accrued interest on the Stated
Principal Balance at the rate at which interest accrues on the mortgage loan, net of any retained interest, from the date as to which interest was last paid to the calendar month in which the
relevant purchase is to occur, (3) any unpaid servicing fees and unreimbursed servicing expenses and advances payable or reimbursable to the master servicer with respect to that mortgage
loan, (4) any unpaid retained interest with respect to that mortgage loan, (5) any realized losses incurred with respect to that mortgage loan and (6) if applicable, any expenses reasonably
incurred or to be incurred by the master servicer or the trustee in respect of the breach or defect giving rise to a purchase obligation.

                RECORD DATE:  The last business day of the month preceding the month in which a distribution date occurs, unless the prospectus supplement specifies otherwise.

                RELATED PROCEEDS:  Recoveries on a mortgage loan related to amounts which the master servicer has previously advanced to the related trust fund.

                RELIEF ACT:  The Servicemembers Civil Relief Act.

                REMIC:  A real estate mortgage investment conduit as defined in Sections 860A through 860G of the Code.

                REMIC CERTIFICATES:  Certificates evidencing interests in a trust fund as to which a REMIC election has been made.

                REMIC CERTIFICATEHOLDERS:  Holders of REMIC Certificates.

                REMIC PROVISIONS:  Sections 860A through 860G of the Code.

                REMIC REGULAR CERTIFICATE:  A REMIC Certificate designated as a regular interest in the related REMIC.

                REMIC RESIDUAL CERTIFICATE:  A REMIC Certificate designated as a residual interest in the related REMIC.

                REMIC REGULATIONS:  The REMIC Provisions and the related Treasury regulations.

                RETAINED INTEREST:  A portion of the interest payments on a trust fund asset that may be retained by the depositor or any previous owner of the asset.

                RICO:  The Racketeer Influenced and Corrupt Organizations statute.

                SCHEDULED PRINCIPAL BALANCE:  As to any mortgage loan or manufactured housing contract, the unpaid principal balance thereof as of the date of determination,
reduced by the principal portion of all monthly payments due but unpaid as of the date of determination.

                SENIOR/SUBORDINATE SERIES:  A series of securities of which one or more classes is senior in right of payment to one or more other classes to the extent described in the
related prospectus supplement.

                SINGLE FAMILY PROPERTIES:  One−to−four−family residential properties including detached and attached dwellings, townhouses, rowhouses, individual condominium
units, individual units in planned−unit developments and individual units in de minimus planned−unit developments.
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                SMMEA:  The Secondary Mortgage Market Enhancement Act of 1984, as amended.

                SPECIAL HAZARD SUBORDINATION AMOUNT:  The amount of any Special Hazard Realized Loss that is allocated to the subordinate securities of a series.

                STATED PRINCIPAL BALANCE:  As to any mortgage loan or manufactured housing contract, the principal balance of the mortgage loan or manufactured housing contract as
of the cut−off date, after application of all scheduled principal payments due on or before the cut−off date, whether or not received, reduced by all amounts, including advances by the
master servicer, allocable to principal that are distributed to securityholders on or before the date of determination, and as further reduced to the extent that any realized loss thereon has
been, or had it not been covered by a form of credit support, would have been, allocated to one or more classes of securities on or before the determination date.

                STRIP SECURITIES:  A class of securities which are entitled to (a) principal distributions, with disproportionate, nominal or no interest distributions, or (b) interest
distributions, with disproportionate, nominal or no principal distributions.

                STRIPPED INTEREST:  The distributions of interest on a Strip Security with no or a nominal principal balance.

                TAX−FAVORED PLANS:  Tax−qualified retirement plans described in Section 401(a) of the Code and individual retirement accounts described in Section 408 of the Code.

                UNDERWRITER’S EXEMPTION:  The essentially identical individual exemptions DOL has issued to various underwriters (collectively, as amended by PTE 97−34, 62 Fed.
Reg. 39021 (July 21, 1997), PTE 2000−58, 65 Fed. Reg. 67765 (November 13, 2000)) and PTE2002−41, 67 Fed. Reg. 54487 (August 22, 2002). 

                UNITED STATES PERSON:  A citizen or resident of the United States; a corporation or partnership, including an entity treated as a corporation or partnership for federal
income tax purposes, created or organized in, or under the laws of, the United States or any state thereof or the District of Columbia, except, in the case of a partnership, to the extent
provided in Treasury regulations; an estate whose income is subject to United States federal income tax regardless of its source; or a trust if a court within the United States is able to
exercise primary supervision over the administration of the trust and one or more United States persons have the authority to control all substantial decisions of the trust.  To the extent
prescribed in regulations by the Secretary of the Treasury, which have not yet been issued, a trust which was in existence on August 20, 1996, other than a trust treated as owned by the
grantor under subpart E of part I of subchapter J of Chapter 1 of the Code, and which was treated as a United States person on August 20, 1996 may elect to continue to be treated as a
United States person notwithstanding the previous sentence.
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$2,650,999,000 (Approximate)

LONG BEACH MORTGAGE LOAN TRUST 2005−WL2
ASSET−BACKED CERTIFICATES, SERIES 2005−WL2

LONG BEACH SECURITIES CORP.
Depositor

Seller and Master Servicer

PROSPECTUS SUPPLEMENT

Underwriters

CREDIT SUISSE FIRST BOSTON                                WAMU CAPITAL CORP.
(Co−Lead Underwriters and Joint Book Running Managers)

You should rely only on the information contained or incorporated by reference in this prospectus supplement and the
accompanying prospectus. We have not authorized anyone to provide you with different information.

We are not offering the Asset−Backed Certificates, Series 2005−WL2 in any state where the offer is not permitted. We do not
claim that the information in this prospectus supplement and accompanying prospectus is accurate as of any date other than the
dates stated on the respective covers.

Dealers will deliver a prospectus supplement and an accompanying prospectus when acting as underwriters of the Asset−Backed
Certificates, Series 2005−WL2 and with respect to their unsold allotments or subscriptions. In addition, all dealers selling the
Asset−Backed Certificates, Series 2005−WL2 will be required to deliver a prospectus supplement and accompanying prospectus
for ninety days following the date of this prospectus supplement.

August 25, 2005
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Prospectus Supplement, Dated February 28, 2006 

Prospectus Supplement to Prospectus dated February 10, 2004 

LONG BEACH MORTGAGE LOAN TRUST 2006-2 
ASSET-BACKED CERTIFICATES, SERIES 2006-2 

LONG BEACH SECURITIES CORP. 
Depositor 

 
Sponsor, Seller and Master Servicer 

$2,919,693,000 (Approximate) 
 

Consider carefully the 
risk factors beginning 
on page S-11 in this 
prospectus supplement 
and on page 1 in the 
accompanying 
prospectus. 
 
The certificates will 
represent interests in the 
Long Beach Mortgage 
Loan Trust 2006-2 only 
and do not represent an 
interest in or obligation of 
Long Beach Securities 
Corp., Long Beach 
Mortgage Company or 
any of their affiliates. 
 

Neither these certificates 
nor the underlying 
mortgage loans are 
guaranteed by any 
agency or instrumentality 
of the United States . 

The Long Beach Mortgage Loan Trust 2006-2 will issue fifteen classes of offered certificates, which are 
identified below, and six classes of privately placed certificates.  Each class of offered certificates will be 
entitled to receive monthly distributions of interest or principal or both, beginning on April 25, 2006.  The 
pass-through rate for each class of offered certificates, will be variable, and will be based in part on the one-
month LIBOR index.  The table below contains a list of the classes of offered certificates, including the 
original certificate principal balance of each class and pass-through rate.  Further information concerning 
the offered certificates, including the calculation of the applicable pass-through rates, is included in the 
summary of this prospectus supplement, beginning at page S -1. 

The primary asset of the trust will be a pool of sub-prime first and second lien, adjustable-rate and fixed-
rate residential mortgage loans.  The trust will also contain other assets described in this prospectus 
supplement. 

The Offered Certificates 
Total principal amount $2,919,693,000 (approximate) 
First payment date April 25, 2006 
Interest and/or principal paid Monthly 
Assumed final distribution date March  2036 

Credit enhancement for the offered certificates is being provided by one class of privately offered subordinate 
certificates, which has an aggregate principal balance of approximately $30,038,000.  Further credit enhancement 
for the senior certificates is being provided by ten classes of mezzanine certificates, which will be subordinated to 
the senior certificates.  Additional credit enhancement is provided in the form of excess interest, 
overcollateralization, allocation of losses and cross-collateralization.  The senior and mezzanine certificates will 
have the benefits of the swap agreement. 

 
Class 

Original Certificate 
Principal Balance  

Pass-Through 
Rate (1) Price to Public 

Underwriting 
Discount 

Proceeds to the 
Depositor (2) 

Class I-A...........................   $1,101,891,000 Variable 100.00000% 0.18000% 99.82000% 
Class II-A1........................   $ 579,976,000 Variable 100.00000% 0.25000% 99.75000% 
Class II-A2........................   $ 229,795,000 Variable 100.00000% 0.25000% 99.75000% 
Class II-A3........................   $ 423,634,000 Variable 100.00000% 0.25000% 99.75000% 
Class II-A4........................   $ 69,246,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-1..........................   $ 102,129,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-2..........................   $ 91,616,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-3..........................  $ 57,072,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-4..........................  $ 49,563,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-5..........................  $ 49,563,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-6..........................  $ 46,559,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-7..........................  $ 40,551,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-8..........................  $ 30,038,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-9..........................  $ 24,030,000 Variable 100.00000% 0.25000% 99.75000% 
Class M-10........................  $ 24,030,000 Variable 83.34375% 0.25000% 83.09375% 

  
(1) Determined and subject to limitation and increase as described in this prospectus supplement. 
(2) Before deducting expenses estimated to be approximately $875,000. 

Greenwich Capital Markets, Inc., WaMu Capital Corp. and Lehman Brothers Inc., as underwriters, will purchase the offered certificates from Long 
Beach Securities Corp. in the amounts described in “Method of Distribution” on page S-135 of this prospectus supplement. 

Neither the SEC nor any state securities commission has approved or disapproved of the offered certificates or determined that this 
prospectus supplement or the accompanying prospectus is accurate or complete.  Any representation to the contrary is a criminal offense. 
Delivery of the certificates offered by this prospectus supplement will be made in book entry form through the facilities of The Depository Trust 
Company, and upon request, Clearstream Banking Luxembourg and the Euroclear System on or about March 7, 2006.   

Underwriters 
RBS GREENWICH CAPITAL WAMU CAPITAL CORP. 

(Co-Lead Underwriters and Joint Book Running Mangers)  
LEHMAN BROTHERS 
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EUROPEAN ECONOMIC AREA 
 

In relation to each Member State of the European Economic Area which has implemented the Prospectus 
Directive (each, a “Relevant Member State”), each underwriter has represented and agreed that with effect from 
and including the date on which the Prospectus Directive is implemented in that Relevant Member State (the 
“Relevant Implementation Date”) it has not made and will not make an offer of certificates to the public in that 
Relevant Member State prior to the publication of a prospectus in relation to the certificates which has been 
approved by the competent authority in that Relevant Member State or, where appropriate, approved in another 
Relevant Member State and notified to the competent authority in that Relevant Member State, all in accordance 
with the Prospectus Directive, except that it may, with effect from and including the Relevant Implementation 
Date, make an offer of certificates to the public in that Relevant Member State at any time: 
 

(a) to legal entities which are authorised or regulated to operate in the financial markets or, if not so 
authorised or regulated, whose corporate purpose is solely to invest in securities; 
 

(b) to any legal entity which has two or more of (1) an average of at least 250 employees during the last 
financial year; (2) a total balance sheet of more than €43,000,000 and (3) an annual net turnover of more than 
€50,000,000, as shown in its last annual or consolidated accounts; or 
 

(c) in any other circumstances which do not require the publication by the issuing entity of a prospectus 
pursuant to Article 3 of the Prospectus Directive. 
 

For the purposes of this provision, the expression an “offer of certificates to the public” in relation to any 
certificates in any Relevant Member State means the communication in any form and by any means of sufficient 
information on the terms of the offer and the certificates to be offered so as to enable an investor to decide to 
purchase or subscribe the certificates, as the same may be varied in that Member State by any measure 
implementing the Prospectus Directive in that Member State and the expression “Prospectus Directive” means 
Directive 2003/71/EC and includes any relevant implementing measure in each Relevant Member State. 
 

UNITED KINGDOM 
 

Each underwriter has represented and agreed that: 
 

(a) it has only communicated or caused to be communicated and will only communicate or cause to be 
communicated an invitation or inducement to engage in investment activity (within the meaning of Section 21 of 
the Financial Services and Markets Act (the “FSMA{ XE "FSMA" }”)) received by it in connection with the issue 
or sale of the certificates in circumstances in which Section 21(1) of the FSMA does not apply to the issuing 
entity; and 
 

(b) it has complied and will comply with all applicable provisions of the FSMA with respect to anything 
done by it in relation to the certificates in, from or otherwise involving the United Kingdom. 
 

NOTICE TO UNITED KINGDOM INVESTORS 
 

The distribution of this prospectus supplement (A) if made by a person who is not an authorized person 
under the FSMA, is being made only to, or directed only at persons who (1) are outside the United Kingdom, or 
(2) have professional experience in matters relating to investments, or (3) are persons falling within Articles 
49(2)(a) through (d) (“high net worth companies, unincorporated associations, etc.”) or 19 (Investment 
Professionals) of the Financial Services and Market Act 2000 (Financial Promotion) Order 2005 (all such persons 
together being referred to as the “Relevant Persons”). This prospectus supplement must not be acted on or relied 
on by persons who are not Relevant Persons. Any investment or investment activity to which this prospectus 
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supplement relates, including the offered certificates, is available only to Relevant Persons and will be engaged in 
only with Relevant Persons. 
 

Potential investors in the United Kingdom are advised that all, or most, of the protections afforded by the 
United Kingdom regulatory system will not apply to an investment in the trust fund and that compensation will not 
be available under the United Kingdom Financial Services Compensation Scheme. 
 

Important Notice About Information Presented in this 
Prospectus Supplement and the Accompanying Prospectus 

 We provide information to you about the offered certificates in two separate documents that progressively 
provide more detail: (a) the accompanying prospectus, which provides general information, some of which may 
not apply to your series of certificates, and (b) this prospectus supplement, which describes the specific terms of 
your series of certificates.  

 You should be certain to review the information in this prospectus supplement for a description of 
the specific terms of your certificates.  

 We include cross-references in this prospectus supplement and the accompanying prospectus to captions in 
these materials where you can find further related discussions. The following table of contents and the table of 
contents included in the accompanying prospectus provide the pages on which these captions are located.  

 You can find a listing of the pages where some of the capitalized terms used in this prospectus supplement 
and the accompanying prospectus are defined under the caption “Index of Defined Terms” in this prospectus 
supplement and under the caption “Glossary” beginning on page 116 in the accompanying prospectus.  Capitalized 
terms used in this prospectus supplement and not otherwise defined in this prospectus supplement have the 
meanings assigned in the accompanying prospectus. 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 4 of 317



TABLE OF CONTENTS 
 

PROSPECTUS SUPPLEMENT 
 

 Page Page 
 

 S-i  
 

SUMMARY OF TERMS..................................................S-1 
TRANSACTION PARTICIPANTS .....................S-1 
TRANSACTION......................................................S-1 
WHAT YOU OWN..................................................S-2 

Mortgage Loans............................................... S-2 
Removal or Substitution of Mortgage 

Loans ......................................................... S-3 
THE CERTIFICATES.............................................S-3 

The Offered Certificates................................. S-3 
The Non-Offered Certificates........................ S-4 
Certificate Designations................................. S-4 

PAYMENTS ON THE CERTIFICATES ............S-4 
Distribution Dates............................................ S-4 
Source of Payments......................................... S-5 
Interest Payments............................................. S-5 
Compensating Interest and Interest 

Shortfalls ................................................... S-5 
Principal Payments.......................................... S-5 
Performance Triggers ..................................... S-5 
Payment Priorities ........................................... S-5 
Advances........................................................... S-6 
Optional Termination...................................... S-6 
Servicing Fee.................................................... S-6 
Trustee Fee ....................................................... S-6 

CREDIT ENHANCEMENT ..................................S-6 
Subordination................................................... S-6 
Excess Interest.................................................. S-7 
Overcollateralization....................................... S-7 
Allocation of Losses........................................ S-7 
Cross-Collateralization ................................... S-7 

SWAP AGREEMENT ............................................S-8 
FINAL MATURITY RESERVE 

ACCOUNT ........................................................S-8 
FINAL SCHEDULED DISTRIBUTION 

DATE.................................................................S-8 
RATINGS ..................................................................S-8 
FEDERAL INCOME TAX 

CONSEQUENCES ..........................................S-9 
CONSIDERATIONS FOR BENEFIT 

PLAN INVESTORS........................................S-9 
LEGAL INVESTMENT .........................................S-9 

RISK FACTORS..............................................................S-11 
THE SPONSOR...............................................................S-35 

General......................................................................S-35 
The Sponsor’s Origination Channels ......................S-35 

STATIC POOL INFORMATION..................................S-37 
UNDERWRITING OF THE MORTGAGE LOANS...S-38 

General......................................................................S-38 
Evaluation of the Borrower’s Credit 

Standing ............................................................S-38 
Evaluation of the Borrower’s Repayment 

Ability ...............................................................S-39 

Evaluation of the Adequacy of Collateral..............S-39 
Underwriting Exceptions.........................................S-39 
Documentation Programs ........................................S-39 
Quality Control Review...........................................S-40 
Risk Categories ........................................................S-40 

THE DEPOSITOR...........................................................S-42 
THE TRUST.....................................................................S-42 

Assignment of the Mortgage Loans and 
Other Assets to the Trust.................................S-43 

Discretionary Activities With Respect to the 
Trust..................................................................S-45 

THE SERVICERS ...........................................................S-47 
General......................................................................S-47 
The Servicer..............................................................S-47 
The Master Servicer.................................................S-53 
The Calculation Agent.............................................S-55 
The Trustee...............................................................S-56 
Special Servicing Agreements ................................S-60 

AFFILIATIONS AND RELATED 
TRANSACTIONS...........................................S-61 

THE MORTGAGE POOL..............................................S-62 
General......................................................................S-62 
The Group I Mortgage Loans..................................S-65 
The Group II Mortgage Loans................................S-66 
Representations and Warranties Regarding 

the Mortgage Loans .........................................S-67 
Criteria for Selection of Mortgage Loans ..............S-69 

DESCRIPTION OF THE CERTIFICATES ..................S-70 
General......................................................................S-70 
Book Entry Certificates ...........................................S-71 
Allocation of Available Funds................................S-76 
Credit Enhancement.................................................S-83 
The Swap Agreement...............................................S-88 
The Swap Counterparty...........................................S-91 
The Final Maturity Reserve Account.....................S-92 
Definitions ................................................................S-93 
Pass-Through Rates ...............................................S-106 
Calculation of One-Month LIBOR.......................S-109 
Optional Termination of the Trust........................S-110 
Amendment of the Pooling Agreement................S-111 
Servicing Compensation, Payment of 

Expenses and Compensating Interest...........S-112 
Reports and Other Information.............................S-116 

YIELD, PREPAYMENT AND MATURITY 
CONSIDERATIONS.....................................S-119 

Additional Information..........................................S-121 
Weighted Average Lives.......................................S-121 
Yield Sensitivity of the Mezzanine 

Certificates and the Class B Certificates ......S-129 
USE OF PROCEEDS ....................................................S-129 
MATERIAL FEDERAL INCOME TAX 

CONSEQUENCES ........................................S-129 
Allocation of Purchase Price and Sales Price......S-130 
Original Issue Discount and Premium..................S-131 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 5 of 317



TABLE OF CONTENTS 
 

PROSPECTUS SUPPLEMENT 
 

 Page Page 
 

 S-ii  

The NPC Component.............................................S-132 
Payments on the Final Scheduled 

Distribution Date............................................S-133 
Potential Alternative Treatment of Right to 

Receive Payments Outside of the 
REMIC............................................................S-133 

Treatment as Real Estate Assets ...........................S-134 
Prohibited Transactions.........................................S-134 

CONSIDERATIONS FOR BENEFIT PLAN 
INVESTORS ..................................................S-135 

LEGAL INVESTMENT CONSIDERATIONS..........S-136 
METHOD OF DISTRIBUTION ..................................S-137 
LEGAL MATTERS.......................................................S-139 
RATINGS .......................................................................S-139 
INDEX OF DEFINED TERMS ...................................S-141 
APPENDIX A MORTGAGE LOAN TABLES ....S-143 

Group I Mortgage Loans .......................................S-143 
Group II Mortgage Loans......................................S-155 

APPENDIX B DECREMENT TABLES ................S-167 
ANNEX I GLOBAL CLEARANCE, 

SETTLEMENT AND TAX 
DOCUMENTATION PROCEDURES ... S-182 

ANNEX II..................................................................... S-186 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 6 of 317



 

 S-1  

 

S Do not delete this paragraph!! 

SUMMARY OF TERMS 

! The following summary highlights selected information from this prospectus supplement.  It does not contain all 
of the information that you need to consider in making your investment decision.  To understand the terms of the 
offered certificates, read carefully this entire prospectus supplement and the accompanying prospectus.   

 
! This summary provides an overview of certain calculations, cash flows and other information to aid your 

understanding.  This summary is qualified by the full description of these calculations, cash flows and other 
information in this prospectus supplement and the accompanying prospectus.   

 
TRANSACTION PARTICIPANTS 

Sponsor, Seller and Master Servicer 

Long Beach Mortgage Company, a Delaware 
corporation.   

Depositor 

Long Beach Securities Corp., a Delaware corporation 
and a wholly owned subsidiary of Long Beach 
Mortgage Company.   

Issuing Entity 

Long Beach Mortgage Loan Trust 2006-2, a common 
law trust established pursuant to the pooling agreement 
among the depositor, the master servicer and the 
trustee.   

Servicer 

Washington Mutual Bank, a federal savings bank.   

Calculation Agent 

Washington Mutual Mortgage Securities Corp., a 
Delaware corporation. 

Trustee 

Deutsche Bank National Trust Company, a national 
banking association.   

Swap Counterparty 

Bank of America, N.A. 

NIMS Insurer 

In the future, the depositor may decide to proceed with 
the issuance of net interest margin securities (“ NIMS { 
XE "NIMS" }”) to be backed, in whole or in part, by the 
Class C Certificates and the Class P Certificates.  The 
NIMS, if issued, would be issued by an affiliate of the 
depositor or by one or more entities sponsored by an 

affiliate of the depositor after the closing date.  One or 
more insurance companies (“ NIMS insurer{ XE 
"NIMS insurer" }”) may issue a financial guaranty 
insurance policy covering certain payments to be made 
on the NIMS, if issued.  In such event, the NIMS 
insurer will have various rights under the pooling 
agreement and will be able to exercise certain rights 
that could adversely impact the certificateholders.  See 
“Risk Factors—Certain Rights of the NIMS Insurer 
May Adversely Affect the Rights of Holders of Offered 
Certificates and Class B Certificates” in this 
prospectus supplement. 

TRANSACTION 

On or about March 7, 2006, which is the closing date, 
the mortgage loans that support the certificates will be 
sold by Long Beach Mortgage Company, the sponsor of 
the securitization transaction, to Long Beach Securities 
Corp., the depositor.  On the closing date, the depositor 
will sell the mortgage loans and related assets to the 
Long Beach Mortgage Loan Trust 2006-2.  In exchange 
for the mortgage loans and related assets, the trust will 
issue the certificates pursuant to the order of the 
depositor. 

The mortgage loans will be master serviced by Long 
Beach Mortgage Company, as master servicer, and 
serviced by Washington Mutual Bank, as servicer.  
Washington Mutual Mortgage Securities Corp. will act 
as calculation agent and be responsible for calculating 
pay-off amounts for each monthly distribution on the 
certificates.  Some servicing functions will be 
performed by Deutsche Bank National Trust Company, 
as trustee.  Some servicing functions will be outsourced 
to third party vendors. 

The trustee of the trust will be Deutsche Bank National 
Trust Company.  It will also review the mortgage notes, 
mortgages and certain other legal documents related to 
the mortgage loans as custodian for the trust in 
accordance with the review requirements of the pooling 
agreement. 
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WHAT YOU OWN 

Your certificates represent interests only in the 
assets of the trust, the issuing entity.  All payments 
to you will come only from the amounts received in 
connection with those assets. 

The trust will own a pool of mortgage loans and other 
assets, as described in “The Trust” in this prospectus 
supplement. 

On the closing date, there will be no outstanding series 
or classes of securities that are backed by the assets of 
the trust or otherwise have claims on the assets of the 
trust, other than the certificates. The depositor does not 
expect that any securities representing additional 
interests in or claims on the assets of the trust will be 
issued in the future. 

Mortgage Loans 

The trust will acquire a pool of first and second lien, 
adjustable-rate and fixed-rate residential mortgage 
loans which will be divided into two loan groups, Loan 
Group I{ XE "Loan Group I" } and Loan Group II{ XE 
"Loan Group II" }.  Loan Group I will consist of first 
and second lien, adjustable-rate and fixed-rate mortgage 
loans with principal balances that conform to Fannie 
Mae and Freddie Mac loan limits and Loan Group II 
will consist of first and second lien, adjustable-rate and 
fixed-rate mortgage loans with principal balances that 
may or may not conform to Fannie Mae and Freddie 
Mac loan limits.   

As of March 1, 2006, which is the cut-off date, the 
mortgage loans will consist of approximately 14,738 
mortgage loans with an aggregate scheduled principal 
balance as of the cut-off date of approximately 
$3,003,799,153 consisting of approximately 9,134 
Group I mortgage loans with an aggregate scheduled 
principal balance as of the cut-off date of approximately 
$1,376,503,556 and approximately 5,604 Group II 
mortgage loans with an aggregate scheduled principal 
balance as of the cut-off date of approximately 
$1,627,295,598.  The scheduled principal balance of a 
mortgage loan as of any date is equal to the principal 
balance of that mortgage loan at origination, less all 
scheduled payments of principal on that mortgage loan 
due on or before that date, whether or not received. 

The statistical information in this prospectus 
supplement reflects the characteristics of the mortgage 
loans as of the cut-off date.  Unless otherwise noted, all 
statistical percentages or weighted averages presented 
in this prospectus supplement are measured as a 
percentage of the aggregate scheduled principal 
balances as of the cut-off date of the mortgage loans in 

the applicable loan group or of the indicated subset of 
the mortgage loans in the applicable loan group.  After 
the date of this prospectus supplement and prior to the 
closing date, some mortgage loans may be removed 
from the mortgage pool and some mortgage loans may 
be added to the mortgage pool.  As a result, the 
characteristics of the mortgage loans in each loan group 
on the closing date may differ from the characteristics 
presented in this prospectus supplement; however, such 
differences are not expected to be material. 

The Group I mortgage loans have the following 
characteristics as of the cut-off date(1): 

Loans with Prepayment Charges: 63.04% 

Interest Only Loans: 5.38% 

Second Lien Loans: 1.93% 

Range of Remaining Terms to 118 months to 
Maturity: 480 months 

Weighted Average Remaining Term  
to Maturity: 399 months 

Range of Original Principal  $10,000 to  
Balances: $749,999 

Average Original Principal Balance: $150,854 

Range of Outstanding Principal  $9,997 to 
Balances: $749,999 

Average Outstanding Principal Balance: $150,701 

Range of Mortgage Rates: 5.450% to  
  13.900% 

Weighted Average Mortgage Rate: 8.672% 

Range of Original Loan-to-Value Ratios: 8.00% to 
  100.00% 

Weighted Average Original Loan-to-Value 
Ratio: 79.85% 

Geographic Concentrations in Excess of 5%: 
California 22.83% 
Florida 8.07% 
Illinois 6.45% 
Maryland 5.70% 
Texas 5.17% 

 (1)All figures are approximate.  Percentages and weighted averages 
are based on scheduled principal balances as of the cut -off date. 

Approximately 84.43% of the Group I{ XE "Group I" } 
mortgage loans, by aggregate scheduled principal 
balance as of the cut-off date, are adjustable-rate 
mortgage loans.  The adjustable-rate Group I mortgage 
loans have the following characteristics as of the cut-off 
date(1): 

Weighted Average Gross Margin: 5.167% 

Weighted Average Maximum Mortgage Rate: 14.701% 

Weighted Average Minimum Mortgage Rate: 8.701% 
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Weighted Average Initial Periodic Rate  
Cap:  2.160% 

Weighted Average Subsequent Periodic 
Rate Cap: 1.000% 

Weighted Average Time Until Next 
Adjustment Date: 26 months 

(1) All figures are approximate.  Percentages and weighted averages 
are based on scheduled principal balances as of the cut -off date. 

The Group II{ XE "Group II" } mortgage loans have the 
following characteristics as of the cut-off date(1): 

Loans with Prepayment Charges: 68.61% 

Interest Only Loans: 11.04% 

Second Lien Loans: 5.19% 

Range of Remaining Terms to 117 months to 
Maturity: 480 months 

Weighted Average Remaining Term 
to Maturity: 423 months 

Range of Original Principal  $11,985 to 
Balances: $1,000,000 

Average Original Principal Balance: $290,634 

Range of Outstanding Principal  $11,970 to 
Balances: $1,000,000 

Average Outstanding Principal Balance: $290,381 

Range of Mortgage Rates: 5.450% to 
  12.700% 

Weighted Average Mortgage Rate: 8.434% 

Range of Original Loan-to-Value Ratios: 31.35% to 
  100.00% 

Weighted Average Original Loan-to-Value  
Ratio: 81.72% 

Geographic Concentrations in Excess of 5%: 
California   54.15% 
Florida  6.99% 

 (1)All figures are approximate.  Percentages and weighted averages 
are based on scheduled principal balances as of the cut -off date. 

Approximately 91.22% of the Group II mortgage loans, 
by aggregate scheduled principal balance as of the cut-
off date, are adjustable-rate mortgage loans.  The 
adjustable-rate Group II mortgage loans have the 
following characteristics as of the cut-off date(1): 

Weighted Average Gross Margin: 5.051% 

Weighted Average Maximum Mortgage Rate: 14.290% 

Weighted Average Minimum Mortgage Rate: 8.290% 

Weighted Average Initial Periodic Rate  
Cap:  2.041% 

Weighted Average Subsequent Perio dic 
Rate Cap: 1.000% 

Weighted Average Time Until Next  
Adjustment Date: 25 months 

(1) All figures are approximate.  Percentages and weighted averages 
are based on scheduled principal balances as of the cut -off date. 

Information about the characteristics of the mortgage 
loans in each loan group is described in “The Mortgage 
Pool” and Appendix A to this prospectus supplement.  
The Class I-A Certificates will generally represent 
interests in the Group I mortgage loans, and the Class 
II-A1 Certificates, the Class II-A2 Certificates, the 
Class II-A3 Certificates and the Class II-A4 Certificates 
will generally represent interests in the Group II 
mortgage loans.  The Mezzanine Certificates{ XE 
"Mezzanine Certificates" } and the Class B Certificates{ 
XE "Class B Certificates" } will represent interests in 
all of the mortgage loans. 

Removal or Substitution of Mortgage Loans  

In the event of a material breach of the representations 
and warranties made by the sponsor with respect to the 
mortgage loans, or in the event that a required loan 
document is not included in the mortgage files for the 
mortgage loans, the sponsor will, unless it has cured the 
breach in all material respects, be required to 
repurchase the affected mortgage loan or substitute a 
new mortgage loan for the affected mortgage loan. 

THE CERTIFICATES 

The Offered Certificates 

On the closing date, Long Beach Mortgage Loan Trust 
2006-2 will issue twenty-one classes of certificates, 
fifteen of which are being offered by this prospectus 
supplement and the accomp anying prospectus.  The 
assets of the trust that will support the certificates will 
consist primarily of a pool of first and second lien, 
fixed rate and adjustable-rate mortgage loans having the 
characteristics described in this prospectus supplement.  
The Class I-A Certificates, the Class II-A1 Certificates, 
the Class II-A2 Certificates, the Class II-A3 
Certificates, the Class II-A4 Certificates, the Class M-1 
Certificates, the Class M-2 Certificates, the Class M-3 
Certificates, the Class M-4 Certificates, the Class M-5 
Certificates, the Class M-6 Certificates, the Class M-7 
Certificates, the Class M-8 Certificates, the Class M-9 
Certificates and the Class M-10 Certificates are the only 
classes of certificates offered by this prospectus 
supplement and the accompanying prospectus. 

The offered certificates will be book entry securities 
clearing through The Depository Trust Company (in the 
United States) and, upon request, through Clearstream 
Banking Luxembourg and the Euroclear System (in 
Europe) in minimum denominations of $25,000 and in 
$1 integrals in excess thereof. 
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The Non-Offered Certificates 

In addition to the offered certificates, the trust will issue 
six additional classes of certificates.  These certificates 
will be designated as the Class B Certificates, the Class 
C Certificates, the Class P Certificates, the Class R 
Certificates, the Class R-CX Certificates and the Class 
R-PX Certificates and are not being offered to the 
public by this prospectus supplement and the 
accompanying prospectus.  The Class B Certificates 
will be sold to Greenwich Capital Markets, Inc. and 
WaMu Capital Corp. on the closing date.  The Class C 
Certificates, the Class P Certificates, the Class R 
Certificates, the Class R-CX Certificates and the Class 
R-PX Certificates will be delivered to the sponsor or a 
wholly owned bankruptcy remote subsidiary of the 
sponsor or its designee as partial consideration for the 
mortgage loans. 

The Class B Certificates will be subordinate to the 
offered certificates.  The Class B Certificates will have 
an original certificate principal balance of $30,038,000. 

The Class C Certificates will accrue interest as provided 
in the pooling agreement and will have an original 
certificate principal balance of approximately 
$54,068,053, which is approximately equal to the initial 
overcollateralization that will be required by the 
pooling agreement.  The certificate principal balance of 
the Class C Certificates on any date will represent the 
overcollateralization for the offered certificates and the 
Class B Certificates and may change from time to time 
as provided in the pooling agreement.  The Class C 
Certificates will initially evidence an interest of 
approximately 1.80% of the aggregate principal balance 
of the mortgage loans in the trust on the closing date. 

The Class P Certificates will have an original certificate 
principal balance of $100 and will not be entitled to 
distributions in respect of interest.  The Class P 
Certificates will be entitled to all prepayment premiums 
or charges received in respect of the mortgage loans. 

The Class R Certificates, the Class R-CX Certificates 
and the Class R-PX Certificates will not have an 
original principal balance and are the classes of 
certificates representing the residual interests in the 
trust.   

See “Description of the Certificates—General” in this 
prospectus supplement. 

Certificate Designations 

Each class of certificates will have different 
characteristics, some of which are reflected in the 
following general designations: 

• Offered Certificates 

 Class A Certificates and Mezzanine 
Certificates. 

• Class A Certificates 

 Group I Senior Certificates{ XE "Group I 
Senior Certificates" } and Group II Senior 
Certificates{ XE "Group II Senior Certificates" 
}. 

• Group I Senior Certificates 

 Class I-A Certificates. 

• Group II Senior Certificates 

 Class II-A1 Certificates, Class II-A2 
Certificates, Class II-A3 Certificates and Class 
II-A4 Certificates. 

• Mezzanine Certificates 

 Class M-1 Certificates, Class M-2 Certificates, 
Class M-3 Certificates, Class M-4 Certificates, 
Class M-5 Certificates, Class M-6 Certificates, 
Class M-7 Certificates, Class M-8 Certificates,  
Class M-9 Certificates and Class M-10 
Certificates. 

• Class B Certificates 

• Residual Certificates 

 Class R Certificates, Class R-CX Certificates 
and Class R-PX Certificates. 

• Subordinate Certificates 

 Mezzanine Certificates, Class B Certificates 
and Class C Certificates. 

PAYMENTS ON THE CERTIFICATES  

Distribution Dates 

The trustee will make distributions on the certificates 
on the 25th day of each calendar month (or if the 25th 
day of a month is not a business day, then on the next 
business day) beginning in April 2006 to the persons in 
whose names such certificates are registered at the close 
of business on the related record date.  The record date 
for the offered certificates and the Class B Certificates 
(for so long as they are book-entry certificates) for any 
distribution date will be the business day immediately 
preceding such distribution date. 
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Source of Payments 

The mortgagors will pay their interest and principal 
during the month to the servicer.  Each month, the 
master servicer will subtract the servicing fee and other 
servicing compensation and will send the remainder to 
the trustee.  On the distribution date for that month, the 
trustee will distribute that amount by loan group to the 
holders of the certificates related to that loan group in 
the order described in this prospectus supplement under 
“Description of the Certificates – Allocation of 
Available Funds”. 

Interest Payments 

The pass-through rates for the offered certificates and 
the Class B Certificates will be calculated at the per 
annum rate of one-month LIBOR plus the related 
margin as specified below, subject to the limitations 
described in this prospectus supplement.  

 Margin 
Class  (1) (2) 
I-A   0.180 0.360 
II-A1     0.070 0.140 
II-A2     0.130 0.260 
II-A3      0.190 0.380 
II-A4      0.290 0.580 
M-1       0.360 0.540 
M-2       0.390 0.585 
M-3        0.420 0.630 
M-4        0.530 0.795 
M-5        0.570 0.855 
M-6        0.620 0.930 
M-7        1.200 1.800 
M-8        1.450 2.175 
M-9        2.500 3.750 
M-10 2.500 3.750 
B 2.500 3.750 

 _____ 
(1) For each distribution date up to and including the Optional 

Termination Date. 
(2) For each distribution date after the Optional Termination Date. 
 
See “Description of the Certificates—Pass-Through 
Rates” in this prospectus supplement for additional 
information. 

The interest accrual period for the offered certificates 
and the Class B Certificates for any distribution date 
will be the period from the previous distribution date 
(or, in the case of the first accrual period, from the 
closing date) to the day prior to the current distribution 
date.  Interest will be calculated for the offered 
certificates and the Class B Certificates on the basis of 
the actual number of days in the accrual period, based 
on a 360-day year. 

The offered certificates and the Class B Certificates will 
accrue interest on their certificate principal balances 
outstanding immediately prior to each distribution date. 

The Class C Certificates will accrue interest as provided 
in the pooling agreement.  The Class P Certificates and 
the Residual Certificates will not accrue interest. 

See “Description of the Certificates” in this prospectus 
supplement for additional information. 

Compensating Interest and Interest Shortfalls 

When mortgagors make prepayments in full, they need 
not pay a full month’s interest.  Instead, they are 
required to pay interest only to the date of their 
prepayment.  When mortgagors make partial 
prepayments, they do not pay interest on the amount of 
that prepayment.  To compensate certificateholders for 
the shortfall in interest this causes, the master servicer 
may pay compensating interest to the certificateholders 
out of the servicing fee it collects.  For a description of 
how compensating interest is allocated among the 
certificates, as well as important limitations on the 
amount of compensating interest that will be allocated 
among the certificates, see “Description of the 
Certificates—Servicing Compensation, Payment of 
Expenses and Compensating Interest” in this 
prospectus supplement. 

Principal Payments 

Principal will be distributed to holders of the offered 
certificates and the Class B Certificates on each 
distribution date in the priority, in the amounts and to 
the extent described in this prospectus supplement 
under “Description of the Certificates—Allocation of 
Available Funds.” 

Performance Triggers 

The priority of the distribution of principal to the 
holders of the offered certificates and the Class B 
Certificates will be altered if cumulative losses on the 
mortgage loans exceed a specified percentage on any 
distribution date in or after April 2008, or if mortgage 
loan delinquencies exceed a specified percentage on 
any distribution date.  See “Description of the 
Certificates—Allocation of Available Funds” in this 
prospectus supplement. 

Payment Priorities 

In general, on any distribution date, funds available for 
distribution from payments and other amounts received 
on the mortgage loans will be distributed as follows: 
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Interest Distributions 

first, to pay interest on the Class A Certificates as 
described under “Description of the Certificates—
Allocation of Available Funds” in this prospectus 
supplement; and 

second, to pay interest on the Mezzanine 
Certificates and the Class B Certificates, but only 
in the order of priority, in the amounts and to the 
extent described under “Description of the 
Certificates—Allocation of Available Funds” in 
this prospectus supplement. 

Principal Distributions 

to pay principal on the offered certificates and the 
Class B Certificates, but only in the order of 
priority, in the amounts and to the extent described 
under “Description of the Certificates—Allocation 
of Available Funds” in this prospectus supplement.   

See “Description of the Certificates—Allocation of 
Available Funds” in this prospectus supplement.  

Advances 

The master servicer will make cash advances to cover 
delinquent payments of principal and interest to the 
extent it reasonably believes that the cash advances are 
recoverable from future payments on a mortgage loan.  
Advances are intended to maintain a regular flow of 
scheduled interest and principal payments on the 
certificates and are not intended to guarantee or insure 
against losses.  

See “The Servicers—The Master Servicer—Services 
Performed by the Master Servicer—Advances” in this 
prospectus supplement and “Description of the 
Securities—Advances by Master Servicer in Respect of 
Delinquencies on the Trust Fund Assets” in the 
accompanying prospectus. 

Optional Termination 

The majority holder of the Class C Certificates, except 
if such holder is the sponsor or any of its affiliates (or if 
the majority holder of the Class C Certificates fails to 
exercise such right, the master servicer, or if the master 
servicer fails to exercise such right, the NIMS insurer, 
if any) may purchase all of the mortgage loans and 
retire the certificates when the aggregate stated 
principal balance of the mortgage loans and the REO 
properties is equal to or less than 10% of the aggregate 
stated principal balance of the mortgage loans as of the 
cut-off date, subject to certain limitations. 

See “Description of the Certificates—Optional 
Termination of the Trust” in this prospectus supplement 
and “Description of the Securities—Termination of the 
Trust Fund and Disposition of Trust Fund Assets” in 
the accompanying prospectus. 

Servicing Fee 

The servicing fee to be paid to the master servicer in 
respect of its servicing activities for the mortgage loans 
will be 0.50% per annum on the principal balance of 
each mortgage loan.  As additional servicing 
compensation, the master servicer will be entitled to 
retain all service-related fees collected from borrowers, 
interest paid by borrowers on certain prepayments in 
full and any interest or other income earned on funds 
held in the collection account and any servicing 
account.  The servicing fee for the mortgage loans and 
the additional servicing compensation will generally be 
paid out of collections on the mortgage loans.  Such 
amounts will not be deposited in the collection account 
and will not be available for distributions to 
certificateholders.  The master servicer will be solely 
responsible for subservicing fees payable to the servicer 
which will be paid from the servicing fee. 

Trustee Fee 

As compensation for its services, the trustee will be 
entitled to retain all income earned on funds held in the 
distribution account.  Such amounts will not be 
available for distributions to certificateholders. 

CREDIT ENHANCEMENT  

Subordination  

• the rights of the Mezzanine Certificates, the 
Class B Certificates and the Class C 
Certificates to receive distributions will be 
subordinated to the rights of the Class A 
Certificates; 

• the rights of the Mezzanine Certificates with 
higher numerical class designations to receive 
distributions will be subordinated to the rights 
of the Mezzanine Certificates with lower 
numerical class designations; 

• the rights of the Class B Certificates and the 
Class C Certificates to receive distributions 
will be subordinated to the rights of the 
Mezzanine Cert ificates; 

in each case to the extent described in this prospectus 
supplement. 
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Subordination is intended to enhance the likelihood of 
regular distributions on the more senior classes of 
certificates in respect of interest and principal and to 
afford such certificates protection against realized 
losses on the mortgage loans. 

See “Description of the Certificates—Credit 
Enhancement—Subordination” in this prospectus 
supplement. 

Excess Interest 

The mortgage loans bear interest each month that in the 
aggregate is  expected to exceed the amount needed to 
pay monthly interest on the certificates, the fees and 
expenses of the trust, certain net amounts owed to the 
swap counterparty and certain amounts required to be 
deposited in the final maturity reserve account, if 
applicable.  The excess interest from the mortgage 
loans each month will be available to absorb realized 
losses on the mortgage loans and to maintain 
overcollateralization at required levels as described in 
the pooling agreement. 

See “Description of the Certificates—Allocation of 
Available Funds” and “—Credit Enhancement—Excess 
Interest” in this prospectus supplement. 

Overcollateralization 

As of the closing date, the aggregate principal balance 
of the mortgage loans as of the cut-off date will exceed 
the aggregate certificate principal balance of the Class 
A Certificates, the Mezzanine Certificates, the Class B 
Certificates and the Class P Certificates on the closing 
date by approximately $54,068,053, which will be 
equal to the original certificate principal balance of the 
Class C Certificates.  Such amount represents 
approximately 1.80% of the aggregate principal balance 
of the mortgage loans as of the cut-off date, and is 
approximately equal to the initial amount of 
overcollateralization that will be required to be 
provided under the pooling agreement.  Excess interest 
generated by the mortgage loans will be distributed as a 
payment of principal to the offered certificates and the 
Class B Certificates then entitled to distributions of 
principal to the extent necessary to maintain the 
required level of overcollateralization.  The required 
level of overcollateralization may be permitted to step 
down as provided in the pooling agreement.  We cannot 
assure you that sufficient interest will be generated by 
the mo rtgage loans to maintain the required level of 
overcollateralization. 

See “Description of the Certificates—Credit 
Enhancement—Overcollateralization Provisions” in 
this prospectus supplement. 

Allocation of Losses  

If, on any distribution date, excess interest, 
overcollateralization and any net payments by the swap 
counterparty pursuant to the swap agreement are not 
sufficient to absorb realized losses on the mortgage 
loans as described under “Description of the 
Certificates—Credit Enhancement—
Overcollateralization Provisions” in this prospectus 
supplement, then realized losses on such mortgage 
loans will be allocated to the Mezzanine Certificates 
and the Class B Certificates.  If realized losses on the 
mortgage loans are allocated to the Mezzanine 
Certificates and the Class B Certificates, such losses 
will be allocated first, to the Class B Certificates, 
second, to the Class M-10 Certificates, third , to the 
Class M-9 Certificates, fourth, to the Class M-8 
Certificates, fifth, to the Class M-7 Certificates, sixth, to 
the Class M-6 Certificates, seventh, to the Class M-5 
Certificates, eighth , to the Class M-4 Certificates, ninth, 
to the Class M-3 Certificates, tenth, to the Class M-2 
Certificates and eleventh, to the Class M-1 Certificates.  
The pooling agreement does not permit the allocation of 
realized losses on the mortgage loans to the Class A 
Certificates, the Class P Certificates or the Residual 
Certificates; however, investors in the Class A 
Certificates should be aware that under certain loss 
scenarios there will not be enough interest and principal 
on the mortgage loans to pay the Class A Certificates 
all interest and principal amounts to which the Class A 
Certificates are then entitled. 

Once realized losses are allocated to the Mezzanine 
Certificates or the Class B Certificates, such amounts 
will not be reinstated after that (other than the amounts 
reinstated due to a subsequent recovery on a liquidated 
mortgage loan).  However, the amount of any realized 
losses allocated to the Mezzanine Certificates or the 
Class B Certificates may be paid to the holders of those 
certificates at a later date from net monthly excess cash 
flow, to the extent available, and from amounts, if any, 
received from the swap counterparty pursuant to the 
swap agreement according to the priorities described 
under “Description of the Certificates—Credit 
Enhancement—Excess Interest” in this prospectus 
supplement. 

See “Description of the Certificates—Credit 
Enhancement—Allocation of Losses” in this prospectus 
supplement. 

Cross-Collateralization 

The trust provides for limited cross-collateralization of 
the Group I Senior Certificates and the Group II Senior 
Certificates through the application of interest 
generated by one loan group to fund interest shortfalls 
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on the Class A Certificates primarily supported by the 
other loan group and through the application of 
principal generated by one loan group to fund certain 
distributions of principal on the Class A Certificates 
primarily supported by the other loan group. 

See “Description of the Certificates—Allocation of 
Available Funds” and “Credit Enhancement—Cross 
Collateralization” in this prospectus supplement. 

SWAP AGREEMENT 

On the closing date, the trust will enter into a swap 
agreement with the swap counterparty to the swap 
agreement described in this prospectus supplement.  On 
each distribution date from the second distribution date 
through the distribution date in March 2011, the trust 
will be obligated to make a payment to the swap 
counterparty at a rate equal to 5.000% per annum, and 
the swap counterparty will be obligated to make a 
payment to the trust at a rate equal to one-month 
LIBOR (as determined pursuant to the swap 
agreement), in each case, on a scheduled notional 
amount specified on Annex II attached to this 
prospectus supplement based upon a 30/360 convention 
in the case of the payment by the trust and adjusted to 
an actual/360 basis in the case of the payment by the 
counterparty.  Payments under the swap agreement will 
be made on a net basis.  To the extent that the fixed 
payment exceeds the floating payment on any 
distribution date, amounts otherwise available to 
certificateholders will be applied to make a net swap 
payment to the swap counterparty, and to the extent that 
the floating payment exceeds the fixed payment on any 
distribution date, the swap counterparty will owe a net 
swap payment to the trust. Any net amounts received by 
the trust under the swap agreement will generally be 
applied to maintain overcollateralization, pay interest 
shortfalls and repay losses, as described in this 
prospectus supplement.   

See "Description of the Certificates—The Swap 
Agreement" in this prospectus supplement. 

FINAL MATURITY RESERVE ACCOUNT 

On each distribution date on and after the distribution 
date in March 2016, if the constant prepayment rate of 
the mortgage loans is equal to or less than 5%, a portion 
of interest collections calculated at a per annum rate of 
0.6140% of the total principal balance of the mortgage 
loans, and if the constant prepayment rate of the 
mortgage loans is equal to or less than 15% but greater 
than 5%, a portion of interest collections calculated at a 
per annum rate of 0.1795% of the total principal 
balance of the mortgage loans, in each case, to the 
extent available after payment of certain fees and 

expenses of the trust and any net payments owed to the 
swap counterparty but before payment of interest on the 
offered certificates and Class B Certificates, will be 
deposited in the final maturity reserve account 
maintained by the trustee until the amounts on deposit 
in the final maturity reserve account are equal to the 
stated principal balance of the mortgage loans with 40-
year original terms to maturity on such distribution 
date.  On the earlier of the final scheduled distribution 
date and the termination of the trust, any amounts on 
deposit in the final maturity reserve account will be 
applied as payment of principal or interest with respect 
to the offered certificates as described in this prospectus 
supplement.   

See “Description of the Certificates—The Final 
Maturity Reserve Account” in this prospectus 
supplement. 

FINAL SCHEDULED DISTRIBUTION DATE 

The final scheduled distribution date for the offered 
certificates and Class B Certificates will be the 
distribution date in March 2036.  It is intended that the 
amounts deposited in the final maturity reserve account 
will be sufficient to retire the offered certificates and 
Class B Certificates on the final scheduled distribution 
date, even though the outstanding principal balance of 
the mortgage loans having 40-year original terms to 
maturity have not been reduced to zero on the final 
scheduled distribution date.  The actual final 
distribution date for each class of the offered 
certificates and Class B Certificates may be earlier or 
later, and could be substantially earlier, than the 
distribution date in March 2036. 

RATINGS  

It is a condition to the issuance of the offered 
certificates that they receive ratings not lower than the 
following by Fitch, Inc., Moody’s Investors Service, 
Inc. and Standard & Poor’s, a division of The McGraw- 
Hill Companies, Inc. 

 S&P Moody’s  Fitch 
I-A AAA Aaa AAA 
II-A1 AAA Aaa AAA 
II-A2 AAA Aaa AAA 
II-A3 AAA Aaa AAA 
II-A4 AAA Aaa AAA 
M-1 AA+ Aa1 AA+ 
M-2 AA Aa2 AA+ 
M-3 AA Aa3 AA 
M-4 AA- A1 AA- 
M-5 A+ A2 A+ 
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 S&P Moody’s  Fitch 
M-6 A A3 A- 
M-7 A- Baa1 BBB+ 
M-8 BBB+ Baa2 BBB 
M-9 BBB  Baa3 BBB- 
M-10 BBB- Ba1 BB+ 

 
• These ratings are not recommendations to buy, 

sell or hold these certificates.  A rating may be 
changed or withdrawn at any time by the 
assigning rating agency. 

• The ratings do not address the possibility that, 
as a result of principal prepayments, the yield 
on your certificates may be lower than 
anticipated. 

• The ratings do not address the payment of any 
basis risk shortfalls with respect to the 
certificates. 

See “Ratings” in this prospectus supplement and 
“Rating” in the accompanying prospectus. 

FEDERAL INCOME TAX CONSEQUENCES 

For federal income tax purposes, the master servicer 
will cause one or more REMIC elections to be made 
with respect to the trust (exclusive of the reserve fund, 
the supplemental interest account, the swap agreement 
and the final maturity reserve account, as described in 
this prospectus supplement).  The certificates, other 
than the Residual Certificates, will represent ownership 
of REMIC regular interests, coupled with (other than 
the Class C Certificates) an interest in the swap 
agreement, and will generally be treated as representing 
ownership of debt for federal income tax purposes.  
You will be required to include in income all interest 
and original issue discount on these certificates in 
accordance with the accrual method of accounting 
regardless of your usual methods of accounting.  For 
federal income tax purposes, the Residual Certificates 
will represent ownership of the REMIC residual 
interests. 

See “Material Federal Income Tax Consequences” in 
this prospectus supplement and “Material Federal 
Income Tax Consequences” in the accompanying 
prospectus. 

CONSIDERATIONS FOR BENEFIT PLAN 
INVESTORS 

Generally, it is expected that the offered certificates 
may be purchased by a pension or other employee 
benefit plan subject to the Employee Retirement 

Income Security Act of 1974 or Section 4975 of the 
Internal Revenue Code of 1986, as amended, so long as 
the conditions of certain class exemptions are met.  A 
fiduciary of an employee benefit plan must determine 
that the purchase of a certificate is consistent with its 
fiduciary duties under applicable law and does not 
result in a nonexempt prohibited transaction under 
applicable law.  However, offered certificates may not 
be acquired or held by a person investing assets of any 
such plans unless such acquisition or holding is eligible 
for the exemptive relief available under one of the class 
exemptions described in this prospectus supplement 
under “Considerations for Benefit Plan Investors .” 

See “Considerations for Benefit Plan Investors” in this 
prospectus supplement and “ERISA Considerations” in 
the accompanying prospectus. 

LEGAL INVESTMENT 

None of the offered certificates will constitute 
“mortgage related securities” for purposes of the 
Secondary Mortgage Market Enhancement Act of 1984 
(“SMMEA{ XE "SMMEA" }”). 

See “Legal Investment Considerations” in this 
prospectus supplement and “Legal Investment” in the 
accompanying prospectus. 
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Some of the information contained in this prospectus supplement consists of forward -looking statements 
relating to future economic performance or projections and other financial items.  Forward-looking statements are 
subject to a variety of risks and uncertainties that could cause actual results to differ from the projected results.  Those 
risks and uncertainties include, among others, general economic and business conditions, regulatory initiatives and 
compliance with governmental regulations, and various other matters, all of which are beyond our control.  Accordingly, 
what actually happens may be very different from what we predict in our forward-looking statements.   
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RISK FACTORS 

 The following information, which you should carefully consider, identifies certain significant sources of 
risk associated with an investment in the offered certificates and the Class B Certificates.  You should also 
carefully consider the information presented under “Risk Factors” in the accompanying prospectus. 
 
Mortgage Loans Originated 
under the Sponsor’s 
Underwriting Guidelines Carry 
a Risk of High Delinquencies 

The sponsor’s business primarily consists of originating, purchasing, 
selling and, through its affiliate Washington Mutual Bank (“WMB{ 
XE "WMB" }”), servicing mortgage loans secured by one- to four-
family residences that generally do not conform to the underwriting 
guidelines typically applied by banks and other primary lending 
institutions, particularly with respect to a prospective borrower’s 
credit history and debt-to-income ratio.  Borrowers who qualify under 
the sponsor’s underwriting guidelines generally have equity in their 
property and repayment ability but may have a record of major 
derogatory credit items such as outstanding judgments or prior 
bankruptcies.  The sponsor originates mortgage loans based on its 
underwriting guidelines and does not determine whether such 
mortgage loans would be acceptable for purchase by Fannie Mae or 
Freddie Mac. 

 The sponsor’s underwriting guidelines are primarily intended to 
evaluate the applicant’s credit standing and repayment ability and the 
value and adequacy of the mortgaged property as collateral for the 
mortgage loan.  The sponsor’s considerations in underwriting a 
mortgage loan include a mortgagor’s credit history, repayment ability 
and debt service-to-income ratio and the value and adequacy of the 
mortgaged property as collateral, as well as the type and use of the 
mortgaged property.  The sponsor’s underwriting guidelines do not 
prohibit a mortgagor from obtaining secondary financing, from the 
sponsor or from another source, at the time of origination of the 
sponsor’s first lien, which secondary financing would reduce the 
equity the mortgagor would otherwise have in the related mortgaged 
property as indicated in the sponsor’s loan-to-value ratio 
determination. 

 As a result of such underwriting guidelines, the mortgage loans in the 
mortgage pool are likely to experience rates of delinquency, 
foreclosure and bankruptcy that are higher, and that may be 
substantially higher, than those experienced by mortgage loans 
underwritten in a more traditional manner. 

 Furthermore, changes in the values of mortgaged properties may have 
a greater effect on the delinquency, foreclosure, bankruptcy and loss 
experience of the mortgage loans than on mortgage loans originated in 
a more traditional manner.  No assurance can be given that the values 
of the related mortgaged properties have remained or will remain at 
the levels in effect on the dates of origination of the related mortgage 
loans.  See “Underwriting of the Mortgage Loans” in this prospectus 
supplement. 
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The Yield on Your Certificates 
is Directly Related to the 
Prepayment Rate on the 
Related Mortgage Loans  

Mortgagors may prepay their mortgage loans in whole or in part at 
any time.  The yield to maturity on your certificates is directly related 
to the rate at which the mortgagors pay principal on the related 
mortgage loans.  We cannot predict the rate at which mortgagors will 
repay their mortgage loans.  A prepayment of a mortgage loan 
generally will result in a prepayment on the certificates. 

 • If you purchase your certificates at a discount and principal is 
repaid slower than you anticipate, then your yield may be lower 
than you anticipate. 

 • If you purchase your certificates at a premium and principal is 
repaid faster than you anticipate, then your yield may be lower 
than you anticipate. 

 • The rate of prepayments on the mortgage loans may be sensitive to 
prevailing interest rates.  Generally, if prevailing interest rates 
decline significantly below the interest rates on the fixed-rate 
mortgage loans, those mortgage loans are more likely to prepay 
than if prevailing rates remain above the interest rates on those 
mortgage loans.  In addition, if interest rates decline, adjustable -
rate mortgage loan prepayments may increase due to the 
availability of fixed-rate mortgage loans or other adjustable -rate 
mortgage loans at lower interest rates.  Conversely, if prevailing 
interest rates rise significantly, the prepayments on fixed-rate and 
adjustable-rate mortgage loans may decrease.  Furthermore, 
adjustable-rate mortgage loans may prepay at different rates and in 
response to different factors than fixed-rate mortgage loans; the 
inclusion of both types of mortgage loans in the mortgage pool 
may increase the difficulty in analyzing possible prepayment rates. 

 • The prepayment behavior of the adjustable -rate mortgage loans 
and of the fixed-rate mortgage loans may respond to different 
factors, or may respond differently to the same factors.  If, at the 
time of their first adjustment, the mortgage rates on any of the 
adjustable-rate mortgage loans would be subject to adjustment to a 
rate higher than the then prevailing mortgage rates available to the 
related mortgagors, such mortgagors may prepay their adjustable -
rate mortgage loans.  The adjustable -rate mortgage loans may also 
suffer an increase in defaults and liquidations following upward 
adjustments of their mortgage rates, especially following their 
initial adjustments. 
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 • Approximately 63.04% of the Group I mortgage loans and 
approximately 68.61% of the Group II mortgage loans (in each 
case by aggregate scheduled principal balance of the mortgage 
loans in the related loan group as of the cut-off date) require the 
mortgagor to pay a prepayment charge in certain instances if the 
mortgagor prepays the mortgage loan during a stated period, which 
may be from one year to three years after the mortgage loan was 
originated.  A prepayment charge may or may not discourage a 
mortgagor from prepaying the related mortgage loan during the 
applicable period. 

 • The sponsor may be required to purchase mortgage loans from the 
trust in the event certain breaches of representations and warranties 
occur and have not been cured.  In addition, the holder of the Class 
C Certificates, except if such holder is the sponsor or any of its 
affiliates (or if the holder of the Class C Certificates fails to 
exercise such option, the master servicer, or if the master servicer 
fails to exercise such option, the NIMS insurer, if any), has the 
option to purchase mortgage loans that become 90 days or more 
delinquent, which option is subject to certain limitations and 
conditions described in this prospectus supplement.  These 
purchases will have the same effect on the holders of the offered 
certificates and the Class B Certificates as a prepayment of those 
mortgage loans. 

 • The majority holder of the Class C Certificates, except if such 
holder is the sponsor or any of its affiliates (or if the majority 
holder of the Class C Certificates fails to exercise such right, the 
master servicer, or if the master servicer fails to exercise such 
right, the NIMS insurer, if any) may purchase all of the mortgage 
loans and retire the certificates when the aggregate stated principal 
balance of the mortgage loans and the REO properties is equal to 
or less than 10% of the aggregate stated principal balance of the 
mortgage loans as of the cut-off date, subject to certain limitations.  
Such purchases will result in an earlier return of the principal on 
the certificates and will affect the yield on the offered certificates 
and the Class B Certificates in a manner similar to the manner in 
which principal prepayments on the mortgage loans will affect the 
yield on the offered certificates and the Class B Certificates. 

 • If the rate of default and the amount of losses on the mortgage 
loans is higher than you expect, then your yield may be lower than 
you expect. 
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 • As a result of the absorption of realized losses on the mortgage 
loans by excess interest, overcollateralization and certain payments 
from the swap counterparty as described in this prospectus 
supplement, liquidations of defaulted mortgage loans, whether or 
not realized losses are incurred upon such liquidations, will result 
in an earlier return of the principal of the offered certificates and 
the Class B Certificates and will influence the yield on the offered 
certificates and the Class B Certificates in a manner similar to the 
manner in which principal prepayments on the mortgage loans will 
influence the yield on the offered certificates and the Class B 
Certificates. 

 • The overcollateralization provisions are intended to result in an 
accelerated rate of principal distributions to the offered certificates 
and the Class B Certificates then entitled to principal distributions 
at any time that the overcollateralization provided by the mortgage 
pool falls below the required level.  An earlier return of principal 
to the holders of the offered certificates and the Class B 
Certificates as a result of the overcollateralization provisions will 
influence the yield on the offered certificates and the Class B 
Certificates in a manner similar to the manner in which principal 
prepayments on the mortgage loans will influence the yield on the 
offered certificates and the Class B Certificates.  In addition, if the 
Class A Certificates are entitled to distributions of principal at any 
time that overcollateralization is required to be restored to the 
required level, then the amounts available for such purpose will be 
allocated pro rata between the Group I Senior Certificates and the 
Group II Senior Certificates based on the amount of principal 
actually received on the Group I mortgage loans and Group II 
mortgage loans, respectively, for the related distribution date.  
This, as well as the relative sizes of the two loan groups, may 
magnify the prepayment effect on the Class A Certificates caused 
by the relative rates of prepayments and defaults experienced by 
the two loan groups. 
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 • The multiple class structure of the offered certificates and the Class 
B Certificates will cause the yield of certain classes of the offered 
certificates and the Class B Certificates to be particularly sensitive 
to changes in the rates of prepayments of mortgage loans.  Because 
distributions of principal will be made to the classes of certificates 
according to the priorities described in this prospectus supplement, 
the yield to maturity on the offered certificates and the Class B 
Certificates will be sensitive to the rates of prepayment on the 
mortgage loans experienced both before and after the  
commencement of principal distributions on such classes of 
offered certificates and the Class B Certificates.  In particular, the 
Mezzanine Certificates and the Class B Certificates will not 
receive any portion of the amount of principal payable to the 
certificates prior to the distribution date in April 2009 or a later 
date as provided in the pooling agreement, unless the certificate 
principal balance of the Class A Certificates has been reduced to 
zero.  After that, subject to the loss and delinquency performance 
of the mortgage pool, the Mezzanine Certificates and the Class B 
Certificates may continue (unless the certificate principal balance 
of the Class A Certificates has been reduced to zero) to receive no 
portion of the amount of principal then payable to the certificates.  
The weighted average lives of the Mezzanine Certificates and the 
Class B Certificates will therefore be longer than would otherwise 
be the case.  The effect on the market value of the Mezzanine 
Certificates and the Class B Certificates of changes in market 
interest rates or market yields for similar securities may be greater 
than for the Class A Certificates. 

 See “Yield, Prepayment and Maturity Considerations” in this 
prospectus supplement for a description of factors that may influence 
the rate and timing of prepayments on the mortgage loans. 

The Servicer’s Limited 
Experience Servicing Mortgage 
Loans Underwritten Under the 
Sponsor’s Underwriting 
Guidelines Could Result in 
Higher Levels of Delinquency 
and Realized Losses 

The sponsor is the master servicer under the pooling agreement.  In 
April 2001, the sponsor transferred to WMB substantially all of its 
servicing portfolio and servicing operations, and in connection 
therewith, has appointed WMB as a servicer to perform, on behalf of 
the master servicer, the servicing functions that are required to be 
performed with respect to the mortgage loans.  WMB is an affiliate of 
the sponsor.  The sponsor or WMB has serviced the mortgage loans 
since origination or acquisition by the sponsor. 

 While WMB is an experienced mortgage loan servicer, WMB had no 
experience prior to April 2001 servicing mortgage loans similar to the 
mortgage loans.  As a result, WMB has had limited experience 
servicing mortgage loans similar to the mortgage loans.  WMB’s 
limited experience in servicing mortgage loans similar to the 
mortgage loans could lead to a higher level of delinquencies and 
realized losses than would be the case if the mortgage loans were 
serviced by a servicer with more experience servicing mortgage loans 
similar to the mortgage loans. 
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 Because WMB commenced its servicing of mortgage loans similar to 
the mortgage loans in April 2001, WMB has limited historical 
delinquency, bankruptcy, foreclosure or default experience that may 
be referred to for purposes of examining WMB’s past performance in 
servicing mortgage loans similar to the mortgage loans.   

Junior Lien Mortgage Loans 
are More Likely to Incur 
Losses and May be Subject to 
Higher Rates of Prepayments 
than First Lien Mortgage 
Loans  

Approximately 1.93% of the Group I mortgage loans and 
approximately 5.19% of the Group II mortgage loans (in each case by 
aggregate scheduled principal balance of the mortgage loans in the 
related loan group as of the cut-off date) are junior lien mortgage 
loans.  All of the junior lien mortgage loans are fixed-rate mortgage 
loans.  The primary risk to holders of mortgage loans secured by 
junior liens is the possibility that adequate funds will not be received 
in connection with a foreclosure of the related senior lien to satisfy 
fully both the senior lien and the junior lien.  The claims of the 
holders of the senior lien will be satisfied in full out of proceeds of the 
liquidation of a junior lien mortgage loan before the trust, as holder of 
the junior lien, receives any payments in respect of such mortgage 
loan.  If the master servicer were to foreclose on any junior lien 
mortgage loan, it would do so subject to any related senior lien.  In 
order for the debt related to the mortgage loan to be paid in full at this 
type of sale, a bidder at the foreclosure sale of a junior lien mortgage 
loan would have to bid an amount sufficient to pay off all sums due 
under the junior lien mortgage loan and the senior lien or purchase the 
mortgaged property subject to the senior lien.  Liquidation expenses 
with respect to defaulted junior lien mortgage loans do not vary 
directly with the outstanding principal balance of the loan at the time 
of default.  A decline in the value of the mortgaged properties 
securing the mortgage loans with junior liens may increase the 
likelihood that, in the event of a default by the related mortgagors, 
liquidation or other proceeds will be insufficient to satisfy the junior 
lien mortgage loans after satisfaction of any senior liens and the 
payment of any liquidation expenses.  In the event that the proceeds 
from a foreclosure or similar sale of the related mortgaged property 
are insufficient to satisfy the senior lien and the junior lien mortgage 
loan in the aggregate, the trust, as the holder of the junior lien 
mortgage loan, will bear: 

 • the risk of delay in distributions while a deficiency judgment 
against the borrower is obtained, 

 • the risk of loss if the deficiency judgment is not realized upon, and 

 • the risk that deficiency judgments may not be available in all 
jurisdictions. 

 Other factors may affect the prepayment rate of junior lien mortgage 
loans, such as the amounts of, and interest on, the related senior lien 
mortgage loans and the use of senior lien mortgage loans as long term 
financing for home purchases and junior lien mortgage loans as 
shorter term financing for a variety of purposes, such as home 
improvement, educational expenses and purchases of consumer 
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improvement, educational expenses and purchases of consumer 
durables such as automobiles.  Accordingly, junior lien mortgage 
loans may experience a higher rate of prepayments than traditional 
senior lien mortgage loans.  In addition, any future limitations on the 
rights of borrowers to deduct interest payments on junior lien 
mortgage loans for federal income tax purposes may further increase 
the rate of prepayments on junior lien mortgage loans. 

A Conflict of Interest Exists 
Between the Interests of the 
Master Servicer as Holder of 
the Class C Certificate and the 
Interests of Holders of the 
Other Certificates and the 
Class B Certificates 

The master servicer will initially, directly or indirectly, own all or a 
portion of the Class C Certificates and the Residual Certificates{ XE 
"Residual Certificates" }.  The timing of mortgage loan foreclosures 
and sales of the related mortgaged properties may affect the weighted 
average lives and yields of the offered certificates.  Investors should 
consider that the timing of such foreclosures or sales may not be in 
the best interests of all certificateholders and that no formal policies 
or guidelines have been established to resolve or minimize such a 
conflict of interest. 

The First Payment Date on 
Some Mortgage Loans Has Not 
Occurred Yet Meaning that 
those Borrowers Could Not be 
Delinquent on the Referenced 
Monthly Payment 

As of the date of this prospectus supplement, there were no Group I 
mortgage loans or Group II mortgage loans on which the monthly 
payment due in January 2006 had not been received.  However, 
investors in the offered certificates should realize that approximately 
50.52% of the Group I mortgage loans and approximately 49.13% of 
the Group II mortgage loans (in each case by aggregate scheduled 
principal balance of the mortgage loans in the related loan group as of 
the cut-off date) have a first payment date occurring on or after 
February 2006 and, therefore, such mortgage loans could not have 
been delinquent with respect to their February 1, 2006 monthly 
payment. 
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A Simultaneous -Second Lien 
Mortgage Loan on a 
Mortgaged Property May 
Increase the Risk that the 
Related Mortgage Loan 
Becomes Subject to 
Foreclosure  

With respect to approximately 34.29% of the Group I mortgage loans 
and approximately 67.93% of the Group II mortgage loans (in each 
case by aggregate scheduled principal balance of the mortgage loans 
in the related loan group as of the cut-off date), at the time of 
origination of such first lien mortgage loan, the originator also 
originated a second lien mortgage loan which may or may not be 
included in the trust.  The weighted average original loan-to-value 
ratio of such mortgage loans is approximately 82.16%, with respect to 
such Group I mortgage loans, and approximately 80.25%, with 
respect to such Group II mortgage loans, and the weighted average 
original combined loan-to-value ratio of such mortgage loans 
(including the related simultaneous second lien) is approximately 
99.22%, with respect to such Group I mortgage loans, and 
approximately 99.65%, with respect to such Group II mortgage loans.  
The weighted average original combined loan-to-value ratio 
(including the related simultaneous second lien) of all Group I 
mortgage loans is approximately 99.22% and of all Group II mortgage 
loans is approximately 99.65%.  With respect to such mortgage loans, 
foreclosure frequency may be increased relative to mortgage loans 
that were originated without a simultaneous second lien because 
mortgagors with a simultaneous second lien have less equity in the 
mortgaged property.  Investors should also note that any mortgagor 
may obtain secondary financing at any time subsequent to the date of 
origination of their mortgage loan from the sponsor or from any other 
lender. 

Performance of Forty Year 
Mortgage Loans is Subject to 
Greater Uncertainties 

Approximately 34.48% of the Group I mortgage loans and 
approximately 53.94% of the Group II mortgage loans (in each case 
by aggregate scheduled principal balance of the mortgage loans in the 
related loan group as of the cut-off date) have an original term to 
maturity of 480 months.  These mortgage loans are a relatively new 
product and there is little statistical information or history with respect 
to defaults and prepayment experience for mortgage loans of this 
type.  It may be difficult to judge prospective defaults on these 
mortgage loans based on examination of the credit score(s) used in 
determining the creditworthiness of a prospective mortgagor because 
the mortgagor's credit is subject to a greater possible fluctuation due 
to the extended payment period.  Furthermore, a term to maturity of 
480 months permits the mortgagor to have a lower monthly payment 
than would be the case with the same down payment under a similar 
mortgage loan with a 360 month original term to maturity, which 
results in less of an increase in equity in the mortgaged property over 
time. 
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Credit Enhancement for the 
Offered Certificates and the 
Class B Certificates May be 
Inadequate  

The credit enhancement features described in the summary of this 
prospectus supplement are intended to enhance the likelihood that 
holders of the Class A Certificates, and to a limited extent, the holders 
of the Mezzanine Certificates and the Class B Certificates, will 
receive regular payments of interest and principal.  However, we 
cannot assure you that the applicable credit enhancement will 
adequately cover any shortfalls in cash available to pay your 
certificates as a result of delinquencies or defaults on the mortgage 
loans.  If delinquencies or defaults occur on the mortgage loans, 
neither the master servicer nor any other entity will advance 
scheduled monthly payments of interest and principal on delinquent 
or defaulted mortgage loans if such advances are not likely to be 
recovered.  If substantial losses occur as a result of defaults and 
delinquent payments on the mortgage loans you may suffer losses. 

Enhancement Provided by the 
Swap Agreement May Not be 
Adequate 

Any amounts received by the trust under the swap agreement will be 
applied as described in this prospectus supplement to maintain 
overcollateralization, pay interest shortfalls and repay realized losses.  
However, no amounts will be payable to the supplemental interest 
reserve account by the swap counterparty unless the floating amount 
owed by the swap counterparty on a distribution date exceeds the 
fixed amount owed to the swap counterparty.  This will not occur 
except in periods when one-month LIBOR (as determined pursuant to 
the swap agreement) exceeds the applicable rate of payment owed by 
the trust, which will be 5.000% per annum.  We cannot assure you 
that any amounts will be received by the trust under the swap 
agreement, or that any such amounts that are received will be 
sufficient to maintain overcollateralization, pay interest shortfalls or 
repay realized losses on the mortgage loans.  See “Description of the 
Certificates—The Swap Agreement.” 
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Excess Interest from the 
Mortgage Loans May Not be 
Sufficient to Maintain 
Overcollateralization And 
Absorb Losses 

The weighted average of the mortgage rates on the mortgage loans 
each month is expected to be higher than the weighted average pass-
through rate on the offered certificates and the Class B Certificates for 
the related distribution date.  The mortgage loans are expected to 
generate more interest each month than is needed to pay interest owed 
on the offered certificates and the Class B Certificates, to pay certain 
net amounts owed to the swap counterparty, to pay certain amounts 
required to be deposited in the final maturity reserve account, if 
applicable, and to pay the fees and expenses of the trust on the related 
distribution date.  Any remaining interest generated by the mortgage 
loans each month will then be used to absorb losses that occur on the 
mortgage loans.  After these financial obligations of the trust are 
covered, the available excess interest generated by the mortgage loans 
each month will be used to maintain overcollateralization at the 
required level determined as provided in the pooling agreement.  We 
cannot assure you, however, that enough excess interest will be 
generated to absorb losses or to maintain the required level of 
overcollateralization.  The factors described below, as well as the 
factors described in the next risk factor, will affect the amount of 
excess interest that the mortgage loans will generate: 

 • Every time a mortgage loan is prepaid in full or in part, excess 
interest may be reduced because the mortgage loan will no longer 
be outstanding and generating interest or, in the case of a partial 
prepayment, may be generating less interest. 

 • Every time a mortgage loan is liquidated or written off, excess 
interest will be reduced because such mortgage loan will no longer 
be outstanding and generating interest. 

 • If the rates of delinquencies, defaults or losses on the mortgage 
loans are higher than expected, excess interest will be reduced by 
the amount necessary to compensate for any shortfalls in cash 
available to make required distributions on the offered certificates 
and the Class B Certificates. 
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 • The adjustable-rate mortgage loans have mortgage rates that adjust 
based on an index that is different from the index used to 
determine the pass-through rates on the offered certificates and the 
Class B Certificates and the fixed-rate mortgage loans have 
mortgage rates that do not adjust.  In addition, the first adjustment 
of the mortgage rates for approximately 0.04% of the mortgage 
loans (by aggregate scheduled principal balance of the mortgage 
loans as of the cut-off date) will occur within six months of the 
date of origination, the first adjustment of the mortgage rates for 
approximately 73.03% of the mortgage loans (by aggregate 
scheduled principal balance of the mortgage loans as of the cut-off 
date) will not occur until two years after the date of origination, the 
first adjustment of the mortgage rates for approximately 9.49% of 
the mortgage loans (by aggregate scheduled principal balance of 
the mortgage loans as of the cut-off date) will not occur until three 
years after the date of origination and the first adjustment of the 
mortgage rates for approximately 5.55% of the mortgage loans (by 
aggregate scheduled principal balance of the mortgage loans as of 
the cut-off date) will not occur until five years after the date of 
origination.  As a result, the pass-through rates on the offered 
certificates and the Class B Certificates may increase relative to the 
weighted average of the mortgage rates on the Group I mortgage 
loans (in the case of the Group I Senior Certificates), the Group II 
mortgage loans (in the case of the Group II Senior Certificates) and 
all of the mortgage loans (in the case of the Mezzanine Certificates 
and the Class B Certificates), or the pass-through rate on such 
certificates may remain constant as the weighted average of the 
mortgage rates on the Group I mortgage loans (in the case of the 
Group I Senior Certificates), the Group II mortgage loans (in the 
case of the Group II Senior Certificates) and all of the mortgage 
loans (in the case of the Mezzanine Certificates and the Class B 
Certificates) decline.  In either case, this would require that more 
of the interest generated by the mortgage loans be applied to cover 
interest on the offered certificates and the Class B Certificates. 

 • If prepayments, defaults and liquidations occur more rapidly on the 
mortgage loans with relatively higher mortgage rates than on the 
mortgage loans with relatively lower mortgage rates, the amount of 
excess interest generated by the mortgage loans will be less than 
would otherwise be the case. 

 • If none of the majority holder of the Class C Certificates, the 
master servicer or the NIMS insurer, if any, terminates the trust on 
the Optional Termination Date, then the pass-through rates on the 
offered certificates and the Class B Certificates will, subject to the 
limitation described in the next risk factor below, increase.  Any 
such increase will reduce the amount of excess interest that could 
become available for other purposes. 
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Mortgage Loan Interest Rates 
May Limit Pass-Through Rates 
on the Offered Certificates and 
the Class B Certificates 

The offered certificates and the Class B Certificates accrue interest at 
pass-through rates based on the one-month LIBOR{ XE "one-month 
LIBOR" } index plus specified margins, but all of such pass-through 
rates are subject to a limit.  The limit on the pass-through rate for the 
Group I Senior Certificates is based on the weighted average of the 
mortgage rates on the Group I mortgage loans.  The limit on the pass-
through rates for the Group II Senior Certificates is based on the 
weighted average of the mortgage rates on the Group II mortgage 
loans.  The limit on the pass-through rates for the Mezzanine 
Certificates and the Class B Certificates is based on the weighted 
average of the mortgage rates on all the mortgage loans.  The 
mortgage rates on which the limits on the pass-through rates are based 
are net of certain net amounts owed to the swap counterparty, certain 
amounts required to be deposited in the final maturity reserve 
account, if any, and certain fees and expenses of the trust. 

 A variety of factors, in addition to those described in the previous risk 
factor, could limit the pass-through rates and adversely affect the 
yield to maturity on the offered certificates and the Class B 
Certificates.  Some of these factors are described below: 

 • The mortgage rates on the fixed-rate mortgage loans will not 
adjust, and the mortgage rates on the adjustable rate mortgage 
loans generally are based on a six-month LIBOR index.  Generally, 
the adjustable -rate mortgage loans have periodic and maximum 
limitations on adjustments to their mortgage rates, and 
approximately 0.04% of the mortgage loans (by aggregate 
scheduled principal balance of the mortgage loans as of the cut-off 
date) will have their first adjustment within six months of the date 
of origination, and approximately 88.07% of the mortgage loans 
(by aggregate scheduled principal balance of the mortgage loans as 
of the cut-off date), will not have the first adjustment to their 
mortgage rates until two years, three years or five years after the 
origination.  As a result of the limits on the pass-through rates for 
the offered certificates and the Class B Certificates, such 
certificates may accrue less interest than they would accrue if their 
pass-through rates were based solely on the one-month LIBOR 
index plus the specified margins. 

 • Six-month LIBOR may change at different times and in different 
amounts than one-month LIBOR.  As a result, it is possible that 
mortgage rates on certain of the adjustable -rate mortgage loans 
may decline while the pass-through rates on the offered certificates 
and the Class B Certificates are stable or rising.  It is also possible 
that the mortgage rates on the adjustable-rate mortgage loans and 
the pass-through rates for the offered certificates and the Class B 
Certificates may decline or increase during the same period, but 
that the pass-through rates on these certificates may decline more 
slowly or increase more rapidly. 
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 • The pass-through rates for the offered certificates and the Class B 
Certificates adjust monthly while the mortgage rates on the 
adjustable-rate mortgage loans adjust less frequently and the 
mortgage rates on the fixed rate mortgage loans do not adjust.  
Consequently, the limits on the pass-through rates for the offered 
certificates and the Class B Certificates may limit increases in the 
pass-through rates for such certificates for extended periods in a 
rising interest rate environment. 

 • If prepayments, defaults and liquidations occur more rapidly on the 
mortgage loans with relatively higher mortgage rates than on the 
mortgage loans with relatively lower mortgage rates, the pass-
through rates on the offered certificates and the Class B 
Certificates are more likely to be limited. 

 • The required payment by the trust into the final maturity reserve 
account will result in the limit on the pass-through rates on the 
offered certificates and the Class B Certificates being lower than 
would be the case if such payment was not made.  The required 
payment by the trust of certain net amounts payable to the swap 
counterparty will result in the limit on the pass-through rates on the 
offered certificates and the Class B Certificates being lower than 
would be the case if the trust did not have such obligation. 

 If the pass-through rates on the offered certificates and the Class B 
Certificates are limited for any distribution date, the resulting basis 
risk shortfalls may be recovered on the same distribution date or on 
future distribution dates on a subordinated basis to the extent that on 
such distribution date or future distribution dates there are available 
funds remaining after certain other distributions on the offered 
certificates and the Class B Certificates, the payments of certain net 
amounts made to the swap counterparty, certain payments made to the 
final maturity reserve account and the payment of the fees and 
expenses of the trust.  The ratings on the offered certificates and the 
Class B Certificates will not address the likelihood of any such 
recovery of basis risk shortfalls by holders of the offered certificates 
and Class B Certificates. 

 Amounts used to pay basis risk shortfalls on the offered certificates 
and the Class B Certificates may be supplemented by amounts, if any, 
received by the trustee under the swap agreement.  However, the 
amount received under the swap agreement may be insufficient to pay 
the holders of the applicable certificates the full amount of interest 
which they would have received absent the limits on the pass-through 
rates.  The swap agreement will terminate after the distribution date in 
March 2011. 
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Payments to the Swap 
Counterparty Will Reduce 
Amounts Available for 
Distribution to the Offered 
Certificates and the Class B 
Certificates 

Any net swap payment, including certain termination payments 
payable by the trust, payable to the swap counterparty under the terms 
of the swap agreement will reduce amounts available for distribution 
to the offered certificates and the Class B Certificates, and may reduce 
payments of interest on the offered certificates and the Class B 
Certificates.  If the rate of prepayments on the mortgage loans is faster 
than anticipated, the scheduled notional amount on which payments 
due under the swap agreement are calculated may exceed the total 
principal balance of the mortgage loans, thereby increasing the 
relative proportion of interest collections on the mortgage loans that 
must be applied to make swap payments to the swap counterparty and, 
under certain circumstances, requiring application of principal 
received on the mortgage loans to make net swap payments to the 
swap counterparty.  Therefore, the combination of a rapid rate of 
prepayments and low prevailing interest rates could adversely affect 
the yields on the offered certificates and the Class B Certificates. 

 In the event that the trust, after application of all interest and principal 
received on the mortgage loans, cannot make the required net swap 
payments to the swap counterparty, a swap termination payment as 
described in this prospectus supplement may be owed to the swap 
counterparty.  Any termination payment payable to the swap 
counterparty in the event of early termination of the swap agreement 
will reduce amounts available for distribution to the offered 
certificates and the Class B Certificates, unless the swap counterparty 
is the Defaulting Party or the sole Affected Party (each as defined in 
the swap agreement). 

A Reduction of the Swap 
Counterparty’s Ratings May 
Reduce the Ratings of the 
Offered Certificates and the 
Class B Certificates 

As of the date of this prospectus supplement, the swap counterparty 
currently has the ratings described under “Description of the 
Certificates—The Swap Counterparty.”  The ratings of the offered 
certificates and the Class B Certificates are dependent in part upon the 
credit ratings of the swap counterparty.  If a credit rating of the swap 
counterparty is qualified, reduced or withdrawn and the swap 
counterparty does not post collateral securing its obligations under the 
swap agreement or does not furnish a guaranty of its obligations under 
the swap agreement or a substitute counterparty is not obtained in 
accordance with the terms of the swap agreement, the ratings of the 
offered certificates and the Class B Certificates may be qualified, 
reduced or withdrawn.  In that event, the value and marketability of 
those offered certificates or the Class B Certificates will be adversely 
affected.  See “Description of the Certificates—Swap Agreement.” 

The Mezzanine Certificates 
and the Class B Certificates 
Have a Greater Risk of Loss 
Than the Class A Certificates 

The weighted average lives of, and yields to maturity on, the Class B 
Certificates, the Class M-10 Certificates, the Class M-9 Certificates, 
the Class M-8 Certificates, the Class M-7 Certificates, the Class M-6 
Certificates, the Class M-5 Certificates, the Class M-4 Certificates, 
the Class M-3 Certificates, the Class M-2 Certificates and the Class 
M-1 Certificates will be more sensitive, in that order, to the rate and 
timing of mortgagor defaults and the severity of ensuing losses on the 
mortgage loans.  If the actual rate and severity of losses on mortgage 
loans is higher than those assumed by an investor in such certificates, 
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loans is higher than those assumed by an investor in such certificates, 
the actual yield to maturity of such certificates may be lower than the 
yield anticipated by such investor based on such assumption.  The 
timing of losses on the mortgage loans will also affect an investor’s 
actual yield to maturity, even if the rate of defaults and severity of 
losses over the life of such mortgage loans are consistent with an 
investor’s expectations.  In general, the earlier a loss occurs, the 
greater the effect on an investor’s yield to maturity.  Realized losses 
on the mortgage loans, to the extent they exceed the amount of 
overcollateralization and excess interest following distributions of 
principal on the related distribution date, will reduce the certificate 
principal balance of the Class B Certificates, the Class M-10 
Certificates, the Class M-9 Certificates, the Class M-8 Certificates, 
the Class M-7 Certificates, the Class M-6 Certificates, the Class M-5 
Certificates, the Class M-4 Certificates, the Class M-3 Certificates, 
the Class M-2 Certificates and the Class M-1 Certificates, in that 
order.  As a result of such reductions, less interest will accrue on such 
class of Mezzanine Certificates or Class B Certificates, as applicable, 
than would otherwise be the case.  Once a realized loss is allocated to 
a Mezzanine Certificate or a Class B Certificate, no principal or 
interest will be distributable with respect to such written down amount 
unless such written down amount is reinstated due to a subsequent 
recovery on a liquidated mortgage loan.  However, the amount of any 
realized losses allocated to the Mezzanine Certificates or the Class B 
Certificates may be paid to the Mezzanine Certificates or the Class B 
Certificates, as applicable, on a later distribution date from collections 
on the mortgage loans and from amounts, if any, received from the 
swap counterparty pursuant to the swap agreement, according to the 
priorities specified under “Description of the Certificates—Credit 
Enhancement—Excess Interest” in this prospectus supplement. 

 Unless the certificate principal balance of each Class A Certificate has 
been reduced to zero, neither the Mezzanine Certificates nor the Class 
B Certificates will be entitled to any principal distributions until April 
2009 or a later date as provided in this prospectus supplement, or 
during any period in which delinquencies or cumulative realized 
losses on the related mortgage loans exceed certain levels.  As a 
result, the weighted average lives of the Mezzanine Certificates and 
the Class B Certificates will be longer than would otherwise be the 
case if distributions of principal were allocated among all of the 
certificates at the same time.  As a result of the longer weighted 
average lives of the Mezzanine Certificates and the Class B 
Certificates, the holders of such certificates have a greater risk of 
suffering a loss on their investments.  Further, because such 
certificates might not receive any principal if certain delinquency 
levels occur, it is possible for such certificates to receive no principal 
distributions even if no losses have occurred on the mortgage pool. 
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 In addition, the multiple class structure of the Mezzanine Certificates 
and the Class B Certificates causes the yield of such classes to be 
particularly sensitive to changes in the rates of prepayment of the 
mortgage loans.  Because distributions of princ ipal will be made to 
such certificates according to the priorities described in this 
prospectus supplement, the yield to maturity on the Mezzanine 
Certificates and the Class B Certificates will be sensitive to the rates 
of prepayment on the mortgage loans experienced both before and 
after the commencement of principal distributions on such classes of 
certificates.  The yield to maturity on the Mezzanine Certificates and 
the Class B Certificates will also be extremely sensitive to losses due 
to defaults on the mortgage loans (and their timing), to the extent such 
losses are not covered by excess interest, overcollateralization or the 
Class B Certificates or the Mezzanine Certificates with a lower 
payment priority.  Furthermore, as described in this prospectus 
supplement, the timing of receipt of principal and interest by the 
Mezzanine Certificates and the Class B Certificates may be adversely 
affected by losses even if such classes of certificates do not ultimately 
bear such loss. 

The Return on Your 
Certificates Could be Reduced 
Due to Prepayment Interest 
Shortfalls and Relief Act 
Shortfalls 

When a mortgage loan is prepaid, the mortgagor is charged interest on 
the amount prepaid only up to the date on which the prepayment is 
made, rather than for an entire month.  This may result in a shortfall in 
interest collections available for payment on the next distribution date.  
The master servicer is required to cover a portion of the shortfall in 
interest collections that is attributable to prepayments (except in 
respect of principal prepayments in full received during the period 
from the first through the 14th day of the month of the related 
distribution date), but only up to the amount of the master servicer’s 
servicing fee for the related calendar month.  In addition, certain 
shortfalls in interest collections arising from the application of the 
Servicemembers Civil Relief Act, as amended (the “Relief Act{ XE 
"Relief Act" }”) or similar state or local law, will not be covered by 
the master servicer. 
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 On any distribution date, any shortfalls resulting from the application 
of the Relief Act or similar state or local law, and any prepayment 
interest shortfalls to the extent not covered by compensating interest 
paid by the master servicer, in each case regardless of which loan 
group experienced the shortfall, will be allocated, first, to the current 
interest with respect to the Class C Certificates, and after that, to the 
current interest with respect to the offered certificates and the Class B 
Certificates, on a pro rata basis based on the respective amounts of 
interest accrued on such certificates for such distribution date.  The 
holders of the offered certificates and the Class B Certificates will not 
be entitled to reimbursement for prepayment interest shortfalls not 
covered by compensating interest or for shortfalls resulting from 
application of the Relief Act or similar state or local law.  If these 
shortfalls are allocated to the offered certificates or the Class B 
Certificates the amount of interest paid on those certificates will be 
reduced, adversely affecting the yield on your investment. 

Delays in Liquidating 
Delinquent Mortgage Loans 
May Result in Losses  

Substantial delays could be encountered in connection with the 
liquidation of delinquent mortgage loans.  Further, reimbursement of 
advances made on a mortgage loan, liquidation expenses such as legal 
fees, real estate taxes, hazard insurance and maintenance and 
preservation expenses may reduce the portion of liquidation proceeds 
payable on the certificates.  If a mortgaged property fails to provide 
adequate security for the related mortgage loan, you could incur a loss 
on your investment if the credit enhancements are insufficient to 
cover the loss. 

Mortgages with High Loan-to-
Value Ratios May have a 
Greater Risk of Loss 

Mortgage loans with higher loan-to-value ratios may present a greater 
risk of loss than mortgage loans with loan-to-value ratios of 80% or 
below.  Approximately 32.36% of the Group I mortgage loans and 
approximately 19.85% of the Group II mortgage loans (in each case 
by aggregate scheduled principal balance of the mortgage loans in the 
related loan group as of the cut-off date) had loan-to-value ratios at 
origination (or combined loan-to-value ratio in the case of second lien 
mortgage loans) in excess of 80%, but no more than 100%.  
Additionally, the master servicer’s determination of the value of a 
mortgaged property used in the calculation of the loan-to-values ratios 
of the mortgage loans may differ from the appraised value of such 
mortgaged properties or the actual value of such mortgaged 
properties. 

The Yield on Your Certificates 
May be Affected by 
Commencement of 
Amortization of the Interest 
Only Mortgage Loans  

Approximately 5.38% of the Group I mortgage loans and 
approximately 11.04% of the Group II mortgage loans (in each case, 
by aggregate scheduled principal balance of the mortgage loans in the 
related loan group as of the cut-off date) require the mortgagors to 
make monthly payments only of accrued interest for the first two, 
three or five years following origination. 
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 After such interest only period, the mortgagor’s monthly payment will 
be recalculated to cover both interest and principal so that the 
mortgage loan will amortize fully on or prior to its final payment date.  
If the monthly payment increases, the related mortgagor may not be 
able to pay the increased amount and may default on or may refinance 
the related mortgage loan to avoid the higher payment.  Because no 
principal payments are required on such mortgage loans during such 
interest only period, the offered certificates and the Class B 
Certificates then entitled to distributions of principal will receive 
smaller principal distributions during such period than they would 
have received if the related mortgagors were required to make 
monthly payments of interest and principal for the entire lives of such 
mortgage loans.  This slower rate of principal distributions may 
reduce the return on an investment in the related offered certificates 
and the Class B Certificates that are purchased at a discount. 

The Recording of the 
Mortgages in the Name of 
MERS May Reduce the Yield 
on the Offered Certificates and 
the Class B Certificates 

The mortgages or assignments of mortgage for some of the mortgage 
loans have been or may be recorded in the name of Mortgage 
Electronic Registration Systems, Inc. or MERS, solely as nominee for 
the seller and its successors and assigns.  Subsequent assignments of 
those mortgages are registered electronically through the MERS® 
system.  However, if MERS discontinues the MERS® system and it 
becomes necessary to record an assignment of mortgage to the trustee, 
then any related expenses will be paid by the trust and will reduce the 
amount available to pay principal of and interest on the offered 
certificates and the Class B Certificates. 

 The recording of mortgages in the name of MERS is a relatively new 
practice in the mortgage lending industry.  Public recording officers 
and others may have limited, if any, experience with lenders seeking 
to foreclose mortgages, assignments of which are registered with 
MERS.  Accordingly, delays and additional costs in commencing, 
prosecuting and completing foreclosure proceedings and conducting 
foreclosure sales of the mortgaged properties could result.  Those 
delays and the additional costs could in turn delay the distribution of 
liquidation proceeds to certificateholders and increase the amount of 
losses on the mortgage loans. 

The Geographic Concentration 
of the Mortgaged Properties in 
Certain States Increases the 
Risk of the Related Mortgage 
Loans Incurring Losses Due to 
Developments in those States 

The charts presented under “Summary of Terms—What You Own—
Mortgage Loans” list the states with the highest concentrations of 
mortgage loans.  Mortgaged properties in California may be 
particularly susceptible to certain types of uninsurable hazards, such 
as earthquakes, floods, mudslides and other natural disasters not 
covered by standard hazard insurance policies for each mortgage loan 
or otherwise insured against for the benefit of the trust. 

 In addition, the conditions below will have a disproportionate impact 
on the mortgage loans in general: 
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 • Economic conditions in states with high concentrations of 
mortgage loans may affect the ability of mortgagors to repay their 
loans on time even if such conditions do not affect real property 
values. 

 • Declines in the residential real estate markets in the states with 
high concentrations of mortgage loans may reduce the values of 
properties located in those states, which would result in an increase 
in loan-to-value ratios. 

 • Any increase in the market value of properties located in the states 
with high concentrations of mortgage loans would reduce loan-to-
value ratios and could, therefore, make alternative sources of 
financing available to mortgagors at lower interest rates, which 
could result in an increased rate of prepayment of the mortgage 
loans. 

Violation of Federal or State 
Laws May Result in Losses on 
the Mortgage Loans  

Applicable state laws generally regulate interest rates and other 
charges, require certain disclosure, and require licensing of the 
sponsor.  In addition, other state laws, municipal ordinances, public 
policy and general principles of equity relating to the protection of 
consumers, unfair and deceptive practices (including predatory 
lending practices), and debt collection practices may apply to the 
origination, servicing and collection of the mortgage loans. 

 The mortgage loans are also subject to federal laws, including: 

 • the Federal Truth-in-Lending Act and Regulation Z promulgated 
thereunder, which require certain disclosures to the mortgagors 
regarding the terms of the mortgage loans; 

 • the Equal Credit Opportunity Act and Regulation B promulgated 
thereunder, which prohibit discrimination on the basis of age, race, 
color, sex, religion, marital status, national origin, receipt of public 
assistance or the exercise of any right under the Consumer Credit 
Protection Act, in the extension of credit; and 

 • the Fair Credit Reporting Act, which regulates the use and 
reporting of information related to the mortgagor’s credit 
experience. 
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 Violations of certain provisions of these federal laws may limit the 
ability of the master servicer to collect all or part of the principal of or 
interest on the mortgage loans and in addition could subject the trust 
to damages and administrative enforcement.  In particular, the 
sponsor’s failure to comply with certain requirements of the Federal 
Truth-in-Lending Act{ XE "Federal Truth-in-Lending Act" }, as 
implemented by Regula tion Z, could subject the trust (and other 
assignees of the mortgage loans) to monetary penalties, and could 
result in the obligors’ rescinding the mortgage loans against either the 
trust or subsequent holders of the mortgage loans.  See “Legal Aspects 
of Mortgage Assets—Anti-Deficiency Legislation and Other 
Limitations on Lenders” in the accompanying prospectus. 

 The sponsor will represent that at origination each mortgage loan 
complied with all applicable federal and state laws and regulations.  In 
addit ion, the sponsor will represent that none of the mortgage loans is 
subject to the requirements of the Home Ownership and Equity 
Protection Act of 1994 (“HOEPA{ XE "HOEPA" }”) or is a “high 
cost” or “predatory” loan under any state or local law or regulation 
applicable to the originator of such mortgage loan, or which would 
result in liability to the purchaser or assignee of such mortgage loan 
under any predatory or abusive lending law.  In the event of a breach 
of any of such representations, the sponsor will be obligated to cure 
such breach or repurchase or replace the affected mortgage loan, in 
the manner and to the extent described under “The Trust—
Assignment of the Mortgage Loans and Other Assets to the Trust” in 
this prospectus supplement. 

 Under the anti-predatory lending laws of some states, the mortgagor is 
required to meet a net tangible benefits test in connection with the 
origination of the related mortgage loan.  This test may be highly 
subjective and open to interpretation.  As a result, a court may 
determine that a mortgage loan does not meet the test even if an 
originator reasonably believed that the test was satisfied.  Any 
determination by a court that a mortgage loan does not meet the test 
will result in a violation of the state anti-predatory lending law, in 
which case the sponsor will be required to repurchase such mortgage 
loan from the trust. 
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 In addition to HOEPA, a number of legislative proposals have been 
introduced at the federal, state and local level that are designed to 
discourage predatory lending practices.  Some states have enacted, or 
may enact, laws or regulations that prohibit inclusion of some 
provisions in mortgage loans that have mortgage rates or origination 
costs in excess of prescribed levels, and require that mortgagors be 
given certain disclosures prior to the consummation of such mortgage 
loans.  In some cases, state law may impose requirements and 
restrictions more stringent than those in HOEPA.  The sponsor’s 
failure to comply with these laws could subject the trust, and other 
assignees of the mortgage loans, to monetary penalties and could 
result in mortgagors exercising their rights to rescind their mortgage 
loans against either the trust or subsequent holders of the mortgage 
loans.  Lawsuits have been brought in various states making claims 
against assignees of high cost mortgage loans for violations of state 
law.  Named defendants in these cases include numerous participants 
within the secondary mortgage market, including some securitization 
trusts. 

Proceeds of the Assets in the 
Trust are the Sole Source of 
Payment on the Certificates 

The certificates will not represent an interest in or obligation of the 
depositor, the master servicer, the sponsor, the servicer, the trustee or 
any of their respective affiliates.  None of the offered certificates, the 
Class B Certificates or the underlying mortgage loans will be 
guaranteed or insured by any governmental agency or instrumentality, 
or by the depositor, the master servicer, the servicer, the trustee or any 
of their respective affiliates.  Proceeds of the assets included in the 
trust will be the sole source of payments on the offered certificates 
and the Class B Certificates, and there will be no recourse to the 
depositor, the master servicer, the sponsor, the servicer, the trustee or 
any other entity in the event that such proceeds are insufficient or 
otherwise unavailable to make all payments provided for under the 
offered certificates and the Class B Certificates. 

The Lack of a Secondary 
Market May Make it Difficult 
for You to Resell Your 
Certificates 

The underwriters intend to make a secondary market in the classes of 
offered certificates actually purchased by them, but they have no 
obligation to do so.  There is no assurance that such a secondary 
market will develop or, if it develops, that it will continue.  
Consequently, you may not be able to sell your certificates readily or 
at prices that will enable you to realize your desired yield.  The 
market values of the offered certificates and the Class B Certificates 
are likely to fluctuate; these fluctuations may be significant and could 
result in significant losses to you. 

 The secondary markets for asset-backed securities have experienced 
periods of illiquidity and can be expected to do so in the future.  
Illiquidity can have a severely adverse effect on the prices of 
securities that are especially sensitive to prepayment, credit, or 
interest rate risk, or that have been structured to meet the investment 
requirements of limited categories of investors. 
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Reduction or Withdrawal of 
Ratings of the Offered 
Certificates or the Class B 
Certificates May Affect Their 
Market Value and Liquidity 

Each rating agency rating the offered certificates may change or 
withdraw its initial ratings at any time in the future if, in its judgment, 
circumstances warrant a change.  No person is obligated to maintain 
the ratings at their initial levels.  If a rating agency reduces or 
withdraws its rating on one or more classes of the offered certificates, 
the liquidity and market value of the affected certificates is likely to 
be reduced. 

Certain Rights of the NIMS 
Insurer May Adversely Affect 
the Rights of Holders of 
Offered Certificates and Class 
B Certificates 

A financial guaranty insurance policy or policies (“NIMS policy{ XE 
"NIMS policy" }”) may be issued by the NIMS insurer, if any, 
covering certain payments to be made on NIMS which may be issued 
by an affiliate of the depositor or by one or more entities sponsored by 
an affiliate of the depositor after the closing date.  The NIMS are not 
offered hereby and, if issued, the NIMS would be backed, in whole or 
in part, by cashflow received on the Class C Certificates and the Class 
P Certificates, which are not offered hereby.  The NIMS, if issued, 
would not be backed by the trust (other than by the interests 
represented by the Class C Certificates and the Class P Certificates) or 
by any of the offered certificates or the Class B Certificates. 

 Notwithstanding the foregoing, pursuant to the terms of the pooling 
agreement, unless there exists a continuance of any failure by the 
NIMS insurer, if any, to make a required payment under the NIMS 
policy (“NIMS insurer default{ XE "NIMS insurer default" }”), the 
NIMS insurer will be entitled to exercise, among others, certain rights 
that preempt the rights of the holders of the offered certificates and 
the Class B Certificates, without the consent of such holders, and the 
holders of the offered certificates and the Class B Certificates may 
exercise such rights only with the prior written consent of the NIMS 
insurer.  Such rights are expected to include (i) the right to provide 
notices of master servicer defaults and the right to direct the trustee to 
terminate the rights and obligations of the master servicer under the 
pooling agreement in the event of a default by the master servicer; (ii) 
the right to remove the trustee, any co-trustee or custodian pursuant to 
the pooling agreement; and (iii) the right to direct the trustee to make 
investigations and take actions pursuant to the pooling agreement.  In 
addition, unless a NIMS insurer default exists, the NIMS insurer’s 
consent will be required prior to, among other things:  (i) the 
appointment of any successor master servicer or the removal of the 
trustee; (ii) the appointment and removal of any subservicer other than 
WMB or any co-trustee; or (iii) any amendment to the pooling 
agreement regardless of whether such amendment would affect the 
Class C Certificates, the Class P Certificates or the Class R 
Certificates. 

 Investors in the offered certificates and Class B Certificates should 
note that: 

 • any NIMS policy will not cover, or benefit in any manner 
whatsoever, the offered certificates or the Class B Certificates; 
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 • the rights granted to any NIMS insurer are extensive; 

 • the interests of any NIMS insurer may be inconsistent with, and 
adverse to, the interests of the holders of the offered certificates 
and the Class B Certificates, and the NIMS insurer has no 
obligation or duty to consider the interests of the offered 
certificates or the Class B Certificates in connection with the 
exercise or non-exercise of the NIMS insurer’s rights; 

 • any NIMS insurer’s exercise of the rights and consents described 
above may negatively affect the offered certificates and the Class 
B Certificates, and the existence of such rights, whether or not 
exercised, may adversely affect the liquidity of the offered 
certificates and the Class B Certificates relative to other asset-
backed certificates backed by comparable mortgage loans and with 
comparable payment priorities and ratings; and 

 • there may be more than one series of notes insured by the NIMS 
insurer and the NIMS insurer will have the rights described in this 
prospectus supplement and in the pooling agreement so long as any 
such series of notes remain outstanding. 

Terrorist Attacks and Military 
Action Could Adversely Affect 
the Yield on the Offered 
Certificates and the Class B 
Certificates 

Since the terrorist attacks in the United States on September 11, 2001, 
there exists an increased likelihood of further terrorist activity in the 
United States.  In addition, current political and military tensions in 
the Middle East have resulted in a significant deployment of United 
States military personnel in the region.  Investors should consider the 
possible effects of past and possible future terrorist attacks and any 
resulting military response by the United States on the delinquency, 
default and prepayment experience of the mortgage loans.  In 
accordance with the servicing standard in the pooling agreement, the 
master servicer may defer, reduce or forgive payments and delay 
foreclosure proceedings in respect of mortgage loans to mortgagors 
affected in some way by past and possible future events.  In addition, 
the current deployment of United States military personnel in the 
Middle East and the activation of a substantial number of United 
States military reservists or members of the National Guard may 
significantly increase the proportion of mortgage loans whose 
mortgage payments are reduced by the application of the Relief Act or 
similar state or local law.  See “Legal Aspects of Mortgage Assets—
Servicemembers Civil Relief Act” in the accompanying prospectus. 
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 The Relief Act provides relief to mortgagors who enter active military 
service and to mortgagors in reserve status who are called to active 
duty after the origination of their mortgage loan.  The Relief Act 
provides generally that these mortgagors may not be charged interest 
on a mortgage loan in excess of 6% per annum during the period of 
the mortgagor’s active duty.  These reductions are not required to be 
paid by the mortgagor at any future time, will not be advanced by the 
master servicer and will reduce accrued interest on each class of 
offered certificates and the Class B Certificates on a pro rata basis.  In 
addition, the Relief Act imposes limitations that would impair the 
ability of the master servicer to foreclose on an affected mortgage 
loan during the mortgagor’s period of active duty status, and, under 
some circumstances during an additional period after that.  Certain 
reductions in interest collections arising from the application of the 
Relief Act or any state or local law providing for similar relief will 
not be covered by the master servicer or any subservicer. 

The Offered Certificates and 
the Class B Certificates May 
Not be Suitable Investments 
For Certain Investors  

The offered certificates and the Class B Certificates are not suitable 
investments for any investor that requires a regular or predictable 
schedule of monthly payments or payment on any specific date.  The 
offered certificates and the Class B Certificates are complex 
investments that should be considered only by investors who, either 
alone or with their financial, tax and legal advisors, have the expertise 
to analyze the prepayment, reinvestment, default and market risk, the 
tax consequences of an investment and the interaction of these factors. 
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THE SPONSOR 

General 

 Long Beach Mortgage Company, the sponsor of the securitization transaction, is a Delaware 
corporation that originates, purchases and sells sub-prime mortgage loans secured by first and second liens on 
one- to four-family residences that generally do not conform to the underwriting guidelines typically applied 
by banks and other primary lending institutions, particularly with respect to a prospective borrower’s credit 
history and debt-to-income ratio.  Borrowers who qualify under the sponsor’s underwriting guidelines 
generally have equity in their property and repayment ability but may have a record of major derogatory 
credit items such as outstanding judgments or prior bankruptcies.  The sponsor originates mortgage loans 
based on its underwriting guidelines and does not determine whether such mortgage loans would be 
acceptable for purchase by Fannie Mae or Freddie Mac.  The mortgage loans originated by the sponsor are not 
insured by the Federal Housing Administration or partially guaranteed by the U.S. Department of Veteran 
Affairs.  It is a direct wholly owned subsidiary of Washington Mutual, Inc.  At September 30, 2005, 
Washington Mutual, Inc. and its subsidiaries had assets of $333.6 billion. 

 Securitization of mortgage loans is an integral part of the sponsor’s management of its capital.  It has 
engaged in securitizations of first and second lien residential mortgage loans through Long Beach Securities 
Corp., as depositor, since 2000.  From 1997 until 2000, the sponsor engaged in securitizations of residential 
mortgage loans through unaffiliated depositors.   

 The sponsor generally acts as master servicer of all mortgage loans securitized by the sponsor, and it 
will act as master servicer of the mortgage loans owned by the trust.  The sponsor participated with the 
underwriters in structuring the securitization transaction. 

 The following table shows, for each of the most recent three years and for the nine months ended 
September 30, 2005, the aggregate principal balance of all sub-prime first and second lien residential 
mortgage loans originated by the sponsor (including those purchased by the sponsor from correspondent 
lenders) during that year and the portion of those mortgage loans securitized during that year through the 
depositor. 

The Sponsor’s Origination and Securitization of Sub-prime  
Residential Mortgage Loans  

 
 Year ended December 31,  Nine months ended 
 2002 2003 2004  September 30, 2005 

 (Dollar Amounts in Millions) 

Aggregate Principal Balance of 
Mortgage Loans Originated by 
Sponsor 

$8,650 $11,497 $16,175 
 

$22,451 

Aggregate Principal Balance of 
Mortgage Loans Securitized $5,600 $6,026 $13,338  $13,685 
      
 
The Sponsor’s Origination Channels  

 All of the mortgage loans owned by the trust have been either originated by the sponsor through 
wholesale brokers or purchased by the sponsor from approved correspondents and were underwritten or re-
underwritten by the sponsor generally in accordance with its underwriting guidelines as described in this 
prospectus supplement.  The sponsor originates mortgage loans through its network of mortgage lending 
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offices and loan origination centers.  See “Underwriting of the Mortgage Loans” in this Prospectus 
Supplement.   
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STATIC POOL INFORMATION 

 On February 21, 2006, the depositor filed with the Securities and Exchange Commission, as Exhibit 
99.1 to a Current Report on Form 8-K, static pool information about prior securitized pools of mortgage loans 
of the sponsor, which information is incorporated by reference into this prospectus supplement.  The static 
pool information includes (i) information about the original characteristics of each prior securitized pool as of 
the cut-off date for that pool and (ii) delinquency, loss and prepayment information about each prior 
securitized pool in quarterly increments from the related cut-off date through December 31, 2005.  The static 
pool information about prior securitized pools of mortgage loans of the sponsor that were established before 
January 1, 2006 is not deemed to be a part of this prospectus supplement, the prospectus or the related 
registration statement.   

 There can be no assurance that the rates of delinquencies, losses and prepayments experienced 
by the prior securitized pools will be comparable to delinquencies, losses and prepayments expected to 
be experienced by the mortgage loans owned by the trust. 
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UNDERWRITING OF THE MORTGAGE LOANS 

General 

 All of the mortgage loans owned by the trust have been, or will be, originated by the sponsor through 
wholesale brokers or re-underwritten upon acquisition from correspondents by the sponsor generally in 
accordance with the sponsor’s underwriting guidelines described in this section.  The sponsor’s underwriting 
guidelines are primarily intended to evaluate the prospective borrower’s credit standing and repayment ability 
as well as the value and adequacy of the mortgaged property as collateral.   

 Prospective borrowers are required to complete a standard loan application in which they provide 
financial information regarding the amount of income and related sources, liabilities and related monthly 
payments, credit history and employment history, as well as certain other personal information.  During the 
underwriting or re-underwriting process, the sponsor reviews and verifies the prospective borrower’s sources 
of income (only under the full documentation residential loan program), calculates the amount of income 
from all such sources indicated on the loan application, reviews the credit history and credit score(s) of the 
prospective borrower and calculates the debt-to-income ratio to determine the prospective borrower’s ability 
to repay the loan, and determines whether the mortgaged property complies with the sponsor’s underwriting 
guidelines.   

 All of the mortgage loans are either originated under the sponsor’s underwriting programs based on 
loan application packages submitted through wholesale mortgage brokerage companies or purchased from 
approved correspondents.  Loan application packages submitted through mortgage brokerage companies, 
containing relevant credit, property and underwriting information on the loan request, are compiled by the 
mortgage brokerage company and submitted to the sponsor for approval and funding.  The mortgage 
brokerage companies receive the loan origination fee charged to the borrower at the time the loan is made.  
No single mortgage brokerage company accounts for more than 5% of the mortgage loans originated or 
acquired by the sponsor, as measured by outstanding principal balance. 

 The sponsor originates or acquires mortgage loans that generally do not conform to the underwriting 
guidelines typically applied by prime lending institutions, Fannie Mae or Freddie Mac, particularly with 
respect to a prospective borrower’s credit history, credit score(s), LTV and debt-to-income ratio.  Borrowers 
who qualify under the sponsor’s underwriting guidelines may have equity in their property and repayment 
ability but may have a record of major derogatory credit items such as outstanding judgments or prior 
bankruptcies.  All debts in bankruptcy must be paid off or discharged or the proceeding dismissed prior to the 
funding of the mortgage loan.  The underwriting guidelines permit Chapter 13 bankruptcy buyouts. 

Evaluation of the Borrower’s Credit Standing 

 The sponsor obtains a credit report on each prospective borrower from a credit reporting company in 
addition to the one obtained from the wholesale broker or correspondent.  The sponsor then compares the two 
credit reports.  The report typically contains information relating to such matters as credit payment history 
with local and national merchants and lenders, installment debt payments, credit score(s) and any record of 
defaults, bankruptcy, repossession, suits or judgments. 

 The sponsor uses a credit scoring methodology as part of its underwriting and re-underwriting 
process.  The credit scoring methodology assesses a prospective borrower’s ability to repay a mortgage loan 
based upon predetermined mortgage loan characteristics and credit risk factors.  The credit scoring 
methodology generates a credit score usually ranging from around 300 to 800, with a higher score indicating a 
borrower with a relatively more favorable credit history.  The credit score is based upon such factors as the 
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prospective borrower’s payment history, delinquencies on accounts, levels of outstanding debt, length of 
credit history and types of credit and bankruptcy experience. 

Evaluation of the Borrower’s Repayment Ability 

 The sponsor’s underwriting guidelines permit first lien mortgage loans with loan-to-value ratios at 
origination of up to 100%, or 80% if at the time of origination of the first lien mortgage loan, the originator 
also originated a second lien mortgage loan.  The sponsor’s second lien mortgage underwriting guidelines 
permit second lien mortgage loans with a combined loan-to-value ratios at origination of up to 100%.  The 
maximum allowable loan-to-value ratio varies based upon the residential loan program, income 
documentation, property type, creditworthiness and debt service-to-income ratio of the prospective borrower 
and the overall risks associated with the loan decision.  The maximum combined loan-to-value ratio, 
including any second lien mortgage subordinate to the sponsor’s first lien mortgage, is generally 100% under 
the “Premium A,” “A,” “A-,” “B+” and “B” risk categories, and 95% under the “C” risk category. 

Evaluation of the Adequacy of Collateral 

 The adequacy of the mortgaged property as collateral is generally determined by an appraisal of the 
mortgaged property that generally conforms to Fannie Mae and Freddie Mac appraisal standards and a review 
of that appraisal.  The mortgaged properties are appraised by licensed independent appraisers who have 
satisfied the servicer’s appraiser screening process.  In most cases, properties in below average condition, 
including properties requiring major deferred maintenance, are not acceptable under the sponsor’s 
underwriting programs.  Each appraisal includes a market data analysis based on recent sales of comparable 
homes in the area and, where deemed appropriate, replacement cost analysis based on the current cost of 
constructing a similar home.   

 Every independent appraisal is reviewed by an employee of the servicer before the loan is funded or 
re-underwritten.  Depending upon the original principal balance and loan-to-value ratio of the mortgaged 
property, the appraisal review may include an administrative review, technical review, desk review or field 
review of the original appraisal. 

 The sponsor requires that all mortgage loans in its underwriting programs have title insurance and be 
secured by liens on real property.  The sponsor also requires that fire and extended coverage casualty 
insurance be maintained on the mortgaged property in an amount at least equal to the principal balance of the 
mortgage loan or the replacement cost of the property, whichever is less.  The sponsor does not require that 
the mortgage loans originated or re-underwritten under its underwriting programs be covered by a primary 
mortgage insurance policy. 

Underwriting Exceptions  

 On a case-by-case basis and only with the approval of an employee with appropriate risk level 
authority, the sponsor may determine that, based upon compensating factors, a prospective borrower not 
strictly qualifying under its underwriting risk category guidelines warrants an underwriting exception.  
Compensating factors may include, but are not limited to, low loan-to-value ratio, low debt-to-income ratio, 
good credit history, stable employment and time in residence at the prospective borrower’s current address.  It 
is expected that some of the mortgage loans owned by the trust will be underwriting exceptions. 

Documentation Programs  

 The mortgage loans have been, or will be, originated or re-underwritten upon acquisition, generally in 
accordance with guidelines established by the sponsor under its full documentation, limited documentation or 
stated income documentation residential loan programs.  
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 Under the full documentation residential loan program, salaried prospective borrowers are generally 
required to submit their most recent W-2s and pay stubs and self-employed prospective borrowers are 
generally required to submit their most recent federal income tax return.  Under the stated income 
documentation residential loan program, prospective borrowers are required to state their income on the 
application but are not required to submit any documents in support.  Under the limited documentation 
residentia l loan program, salaried prospective borrowers or self-employed prospective borrowers are 
generally required to submit their most recent six months of personal bank statements or business bank 
statements.  Under the limited documentation and stated income documentation residential loan programs, the 
prospective borrower’s employment and income sources must be stated on the prospective borrower’s 
application.  The prospective borrower’s income as stated must be reasonable for the related occupation and 
such determination as to reasonableness is subject to the loan underwriter’s discretion.  However, the 
prospective borrower’s income as stated on the application is not independently verified.  Verification of 
employment is required for salaried prospective borrowers.  Maximum loan-to-value ratios under the stated 
income documentation residential loan programs are generally lower than those permitted under the full 
documentation and limited documentation residential loan programs.  Generally, the same underwriting 
guidelines that apply to the full documentation and limited documentation residential loan programs, except 
as noted in this section, apply to the stated income documentation residential loan programs.   

Quality Control Review 

 As part of its quality control system, the sponsor re-verifies information that has been provided by the 
mortgage brokerage company prior to funding a loan and the sponsor conducts a post-funding audit of every 
origination file.  In addition, WMB, as servicer, periodically audits files based on a statistical sample of 
closed loans.  In the course of its pre-funding review, the sponsor re-verifies the income of each prospective 
borrower or, for a self-employed prospective borrower, reviews the income documentation obtained under the 
full documentation and limited documentation residential loan programs.  The sponsor generally requires 
evidence of funds to close on the mortgage loan. 

Risk Categories 

 Under the sponsor’s underwriting programs, various risk categories are used to grade the likelihood 
that the prospective borrower will satisfy the repayment conditions of the mortgage loan.  These risk 
categories establish the maximum permitted loan-to-value ratio and loan amount, given the occupancy status 
of the mortgaged property and the prospective borrower’s credit history and debt ratio. 

 Mortgage loans are originated under the sponsor’s underwriting guidelines using the following 
categories and criteria for grading the potential likelihood that a prospective borrower will satisfy the 
repayment obligations of a mortgage loan: 

 Credit Grade:  “Premium A”.  Under the “Premium A” risk category, the prospective borrower must 
have a credit report reflecting a one year credit history and a prior mortgage or rental history evidencing no 
30-day late payments during the last 12 months.  No notice of default filings or foreclosures may have 
occurred during the preceding 36 months.  No open lawsuits are permitted; however, the prospective borrower 
may be a plaintiff in a lawsuit if a reasonable explanation is provided.  Maximum qualifying debt service-to-
income ratio is 55.  A maximum loan-to-value ratio of 100% is permitted for owner occupied single -family, 
two-unit and condominium properties, a maximum loan-to-value ratio of 95% is permitted for second homes, 
and a maximum loan-to-value ratio of 85% is permitted for owner occupied mortgage properties consisting of 
three-to-four units.  A maximum loan-to-value ratio of 90% is permitted for non-owner occupied single -
family, two-unit and condominium properties, and a maximum loan-to-value ratio of 80% is permitted for 
non-owner occupied properties consisting of three-to-four units. 
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 Credit Grade:  “A”.  Under the “A” risk category, a maximum of one 30-day late payment within the 
last 12 months is permitted on an existing mortgage loan.  A maximum of one rolling 30-day late payment is 
allowed.  No notice of default filings or foreclosures may have occurred during the preceding 36 months.  The 
mortgaged property must be in at least average condition.  A maximum loan-to-value ratio of 100% is 
permitted for owner occupied single -family, two-unit and condominium properties, a maximum loan-to-value 
ratio of 95% is permitted for second homes, and a maximum loan-to-value ratio of 85% is permitted for 
owner occupied mortgaged properties consisting of three-to-four units.  A maximum loan-to-value ratio of 
90% is permitted for non-owner occupied single -family, two-unit and condominium properties, and a 
maximum loan-to-value ratio of 80% is permitted for non-owner occupied mortgaged properties consisting of 
three-to-four units.  Generally, the debt service-to-income ratio maximum may be 55% based on the 
prospective borrower’s net disposable income and if the loan-to-value ratio is less than or equal to 90%.  In 
addit ion, the prospective borrower must have a credit score of 500 or higher (550 or higher for interest only 
mortgage loans). 

 Credit Grade:  “A-”.  Under the “A-” risk category, a maximum of two 30-day late payments within 
the last 12 months is permitted on an existing mortgage loan.  A maximum of two rolling 30-day late 
payments is allowed.  No notice of default filings or foreclosures may have occurred during the preceding 36 
months.  The mortgaged property must be in at least average condition.  A maximum loan-to-value ratio of 
95% is permitted for owner occupied single -family, two-unit and condominium properties, a maximum loan-
to-value ratio of 90% is permitted for second homes, and a maximum loan-to-value ratio of 85% is permitted 
for owner occupied mortgaged properties consisting of three-to-four units.  A maximum loan-to-value ratio of 
90% is permitted for non-owner occupied single -family, two-unit and condominium properties, and a 
maximum loan-to-value ratio of 80% is permitted for non-owner occupied mortgaged properties consisting of 
three-to-four units.  Generally, the debt service-to-income ratio maximum may be 55% based on the 
prospective borrower’s net disposable income and if the loan-to-value ratio is less than or equal to 90%.  In 
addition, the prospective borrower must have a credit score of 500 or higher (550 or higher for interest only 
mortgage loans). 

 Credit Grade:  “B+”.  Under the “B+” risk category, a maximum of three 30-day late payments within 
the last 12 months is permitted on an existing mortgage loan.  No notice of default filings or foreclosures may 
have occurred during the preceding 24 months.  The mortgaged property must be in at least average condition.  
A maximum loan-to-value ratio of 95% is permitted for owner occupied single -family, two-unit and 
condominium properties, a maximum loan-to-value ratio of 90% is permitted for second homes, and a 
maximum loan-to-value ratio of 85% is permitted for owner occupied mortgaged properties consisting of 
three-to-four units.  A maximum loan-to-value ratio of 90% is permitted for non-owner occupied single -
family, two-unit and condominium properties, and a maximum loan-to-value ratio of 80% is permitted for 
non-owner occupied mortgaged properties consisting of three-to-four units.  Generally, the debt service-to-
income ratio must be 55% or less based on the prospective borrower’s net disposable income and/or loan-to-
value ratio.  In addition, the prospective borrower must have a credit score of 500 or higher (550 or higher for 
interest only mortgage loans). 

 Credit Grade:  “B”.  Under the “B” risk category, a maximum of one 60-day late payment within the 
last 12 months is permitted on an existing mortgage loan.  No notice of default filings or foreclosures may 
have occurred during the preceding 18 months.  The mortgaged property must be in at least average condition.  
A maximum loan-to-value ratio of 90% is permitted for owner occupied single -family, two-unit and 
condominium properties, a maximum loan-to-value ratio of 85% is permitted for second homes, and a 
maximum loan-to-value ratio of 80% is permitted for owner occupied mortgaged properties consisting of 
three-to-four units.  A maximum loan-to-value ratio of 85% is permitted for non-owner occupied single -
family, two-unit and condominium properties, and a maximum loan-to-value ratio of 75% is permitted for 
non-owner occupied mortgaged properties consisting of three-to-four units.  Generally, the debt service-to-
income ratio must be 55% or less based on the prospective borrower’s net disposable income and/or loan-to-
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value ratio.  In addition, the prospective borrower must have a credit score of 500 or higher (550 or higher for 
interest only mortgage loans). 

 Credit Grade:  “C”.  Under the “C” risk category, the prospective borrower may have experienced 
significant credit problems in the past.  A maximum of four 60-day late payments and no 90-day late 
payments, or three 60-day late payments and one 90-day late payment, or if the loan-to-value ratio does not 
exceed 70%, two 90-day late payments and one 120-day late payment, within the last 12 months is permitted 
on an existing mortgage loan.  No notice of default filings or foreclosures may have occurred during the 
preceding 12 months.  The mortgaged property must be in at least average condition.  A maximum loan-to-
value ratio of 85% is permitted for owner occupied single -family, two-unit and condominium properties, a 
maximum loan-to-value ratio of 80% is permitted for second homes, and a maximum loan-to-value ratio of 
75% is permitted for owner occupied mortgaged properties consisting of three-to-four units.  A maximum 
loan-to-value ratio of 80% is permitted for non-owner occupied single -family, two-unit and condominium 
properties, and a maximum loan-to-value ratio of 70% is permitted for non-owner occupied mortgaged 
properties consisting of three-to-four units.  Generally, the debt service-to-income ratio must not exceed 55%. 

 In general, higher credit risk mortgage loans are graded in categories which permit higher debt ratios 
and more (or more recent) major derogatory credit items such as outstanding judgments or prior bankruptcies; 
however, the sponsor’s underwriting programs establish lower maximum loan-to-value ratios and maximum 
loan amounts for loans graded in such categories. 

 There can be no assurance that every mortgage loan owned by the trust was originated in conformity 
with the applicable underwriting guidelines in all material respects.  The sponsor’s underwriting guidelines 
include a set of specific criteria pursuant to which the underwriting evaluation is made.  The application of the 
sponsor’s underwriting guidelines does not imply that each specific criterion was satisfied with respect to 
every mortgage loan.  Rather, a mortgage loan will be considered to be originated in accordance with a given 
set of underwriting guidelines if, based on an overall qualitative evaluation, the mortgage loan is in substantial 
compliance with those underwriting guidelines.  For example, a mortgage loan may be considered to comply 
with a set of underwriting guidelines, even if one or more specific criteria included in those underwriting 
guidelines were not satisfied, if other factors compensated for the criteria that were not satisfied or if the 
mortgage loan is considered to be in substantial compliance with the underwriting guidelines.  The sponsor 
applies its underwriting guidelines in accordance with a procedure that complies with applicable federal and 
state laws and regulations. 

THE DEPOSITOR 

 Long Beach Securities Corp., the depositor, is a Delaware corporation and a wholly owned subsidiary 
of the sponsor.  The depositor engages in no activities other than securitizing assets.  It will have no material 
continuing obligations with respect to the mortgage loans or the certificates following the issuance of the 
certificates. 

THE TRUST 

 The issuer of the certificates, the Long Beach Mortgage Loan Trust 2006-2, will be a common law 
trust established pursuant to the pooling agreement among the depositor, Long Beach Mortgage Company, as 
master servicer, and Deutsche Bank National Trust Company, as trustee, and will be governed by the laws of 
the State of New York.   

 The trust will not own any assets other than the mortgage loans and the other assets described below.  
The trust will not have any liabilities other than those incurred in connection with the pooling agreement and 
any related agreement.  The trust will not have any directors, officers, or other employees.  No equity 
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contribution will be made to the trust by the sponsor, the depositor or any other party, and the trust will not 
have any other capital.  The fiscal year end of the trust will be December 31.  The trustee, whose initial 
acceptance fees will be paid by the sponsor, will act on behalf of the trust and the certificateholders.  The 
trustee will be entitled to income earnings on deposits in the distribution account. 

Assignment of the Mortgage Loans and Other Assets to the Trust 

 A pool of mortgage loans, as described in this prospectus supplement, will be sold to the trust on or 
about March 7, 2006 (the “closing date{ XE "closing date" }”).  The trust will own the right to receive all 
payments of principal and interest on the mortgage loans due after March 1, 2006 (the “cut-off date{ XE "cut-
off date" }”).  A schedule to the pooling agreement will include information about each mortgage loan, 
including:   

• the applicable loan group; 

• the scheduled principal balance as of the close of business on the cut-off date;  

• the term of the mortgage loan; and 

• the mortgage interest rate as of the close of business on the cut-off date and information about how 
that mortgage interest rate adjusts, if applicable. 

 The mortgage notes will be endorsed in blank or to the trustee and assignments of the mortgages to 
the trust will be prepared in blank or to the trustee but will not be recorded except upon the occurrence of 
certain events described in the pooling agreement.  The sponsor will not be required to provide assignments of 
mortgage or intervening assignments of mortgage if the related mortgage is held through the MERS® system.  
In addition, the mortgages for some or all of the mortgage loans that are not already held through the MERS® 
system may, at the discretion of the master servicer, in the future be held through the MERS® system.  
Deutsche Bank National Trust Company, the trustee, will have possession of and will review the mortgage 
notes, mortgages and mortgage files containing the documents specified in the pooling agreement in 
accordance with its terms. 

 The trustee will review each mortgage file either on or before the closing date or within one year of 
the closing date or subsequent transfer date, as applicable (or promptly after the trustee’s receipt of any 
document permitted to be delivered after the closing).  If any document in a mortgage file is found to be 
missing or materially defective with the criteria specified in the pooling agreement, such defect is material 
and the sponsor{ XE "sponsor" } does not cure that defect within 90 days of notice from the trustee (or within 
a longer period after the closing date as provided in the pooling agreement in the case of missing documents 
not returned from the public recording office), the sponsor will be obligated to repurchase the related 
mortgage loan from the trust.  See “The Mortgage Pool—Representations and Warranties Regarding the 
Mortgage Loans” in this prospectus supplement for a description of the requirements with respect to 
repurchases of mortgage loans. 

 Rather than repurchase the mortgage loan as provided above, the sponsor may remove the mortgage 
loan (a “deleted mortgage loan{ XE "deleted mortgage loan" }”) from the trust and substitute in its place 
another mortgage loan (a “qualified substitute mortgage loan{ XE "qualified substitute mortgage loan" }”); 
however, substitution is permitted only within two years of the closing date and may not be made unless an 
opinion of counsel is provided to the trustee to the effect that substitution will not disqualify the trust as a 
REMIC or result in a prohibited transaction tax under the Code.  Any qualified substitute mortgage loan 
generally will, on the date of substitution, among other characteristics specified in the pooling agreement: 
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• have a principal balance, after deduction of all scheduled payments due in or prior to the month of 
substitution, not in excess of, and not more than 5% less than, the outstanding principal balance of the 
deleted mortgage loan (the amount of the difference between the purchase price of the deleted 
mortgage loan and the principal balance of the qualified substitute mortgage loan will be deposited by 
the seller and held for distribution to the certificateholders on the related distribution date (a 
“substitution adjustment{ XE "substitution adjustment" }”)), 

• have a current mortgage rate not lower than, and not more than 1% per annum higher than, that of the 
deleted mortgage loan, 

• with respect to an adjustable -rate mortgage loan, (a) have a mortgage rate subject to a minimum 
mortgage rate not less than the minimum mortgage rate applicable to the deleted mortgage loan, (b) 
have a margin at least equal to that of the deleted mortgage loan, (c) have a mortgage rate subject to a 
maximum rate that is not greater than the maximum rate applicable to the deleted mortgage loan and 
(d) have a next adjustment date that is not more than two months later than the next adjustment date 
on the deleted mortgage loan, 

• have a loan-to-value ratio not higher than that of the deleted mortgage loan, 

• have a remaining term to maturity not later than (and not more than one year less than) that of the 
deleted mortgage loan, and 

• comply with all of the representations and warranties applicable to the mortgage loans as specified in 
the mortgage loan purchase agreement as of the date of substitution. 

 This cure, repurchase or substitution obligation constitutes the sole remedy available to 
certificateholders or the trustee for omission of, or a material defect in, a mortgage loan document. 

 The mortgage pool will be the primary asset of the trust.  The trust will also contain other assets, 
including:  

• insurance policies related to individual mortgage loans, if applicable;  

• any property that secured a mortgage loan that the trust acquires after the cut-off date by foreclosure 
or deed in lieu of foreclosure;  

• the rights of the trust under the swap agreement; and 

• amounts held in the distribution account, the reserve fund, the supplemental interest account and the 
final maturity reserve account.   

 In exchange for the mortgage loans and the other assets described above, the trustee will authenticate 
and deliver the certificates pursuant to the order of the depositor.  It is the intent of the parties to the pooling 
agreement that the conveyance of the mortgage loans and the related assets to the trust constitute an absolute 
sale of those assets.  However, in the event that the pooling agreement for any reason is held or deemed to 
create a security interest in those assets, then the pooling agreement will constitute a security agreement and 
the depositor will grant to the trust a security interest in those assets.   
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Discretionary Activities With Respect to the Trust 

 The following is a description of material discretionary activities that may be taken with regard to the 
administration of the mortgage loans or the certificates: 

• The master servicer will be authorized under the pooling agreement and the servicer will be 
authorized under the subservicing agreement to exercise discretion with regard to its servicing of the 
mortgage loans in accordance with the servicing standard specified in the pooling agreement.  See 
“The Servicers—–The Servicer—Servicing Procedures—Servicing Standard; Waivers and 
Modifications” in this prospectus supplement. 

• The master servicer will be authorized to engage subservicers to service the mortgage loans in 
accordance with the servicing standard specified in the pooling agreement and may terminate any 
subservicer with the consent of the NIMs insurer{ XE "NIMs insurer" }, if any.  See “Description of 
the Securities—Description of Sub-Servicing” in the prospectus. 

• The sponsor will have discretion to determine whether to repurchase a mortgage loan or to substitute 
for a mortgage loan, if required under the pooling agreement to repurchase or substitute for a 
defective mortgage loan.  See “The Trust—Assignment of the Mortgage Loans and Other Assets to 
the Trust” in this prospectus supplement. 

• On the Optional Termination Date, the majority holder of the Class C Certificates, or if the majority 
holder of the Class C Certificates does not exercise such right, the master servicer, or if the master 
servicer does not exercise such right, the NIMs insurer, if any, will be permitted to purchase all of the 
mortgage loans owned by the trust, subject to certain limitations. See “Description of the 
Certificates—Optional Termination of the Trust” in this prospectus supplement.  

• In the event of certain transfers of a Residual Certificate to a person who is not a permitted transferee 
under the pooling agreement, the trustee and the depositor will have the right to arrange a sale of the 
Residual Certificate.   

• In the event that certain events of default by the master servicer under the pooling agreement have not 
been remedied, either the depositor, the trustee, holders of certificates evidencing at least 51% of the 
voting rights or the NIMS insurer, if any, will have the right to terminate the master servicer.  In the 
event that the master servicer fails to perform its advancing obligations or ceases to be a Fannie Mae 
approved master servicer and such event of default has been unremedied, the trustee will be required 
to terminate the master servicer.  If the master servicer is terminated or resigns, the trustee will 
become the successor master servicer; however, the trustee will have the right to appoint, or to 
petition a court to appoint, a successor master servicer.  See “The Servicers—The Trustee—Events of 
Default or Breaches Under the Pooling Agreement” in this prospectus supplement.  

• In the event that the trustee resigns or is no longer qualified to perform its duties, the depositor will 
have the right to appoint a successor trustee with the consent of the NIMs insurer, if any, and holders 
of certificates evidencing at least 51% of the voting rights.  The holders of certificates evidencing at 
least 51% of the voting rights may, with the consent of the NIMs insurer, if any, remove a trustee at 
any time and appoint a successor trustee.  See “The Servicers—The Trustee—Resignation or 
Removal of the Trustee” in this prospectus supplement. 

• In the event the swap agreement is cancelled or terminated, the depositor (with the consent of the 
NIMS insurer, if any) and the NIMS insurer, if any, will have the discretion to choose a replacement 
counterparty. 
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• As a third party beneficiary of the pooling agreement, the NIMs insurer, if any, will be entitled to 
enforce certain designated rights granted to the NIMS insurer by the pooling agreement.  See “Risk 
Factors—Certain Rights of the NIMS Insurer May Adversely Affect the Rights of Holders of Offered 
Certificates and Class B Certificates” in this prospectus supplement. 

• As a third party beneficiary of the pooling agreement, the swap counterparty will be entitled to 
consent to any amendments to the pooling agreement that materially affects the swap counterparty's 
rights or interests under the pooling agreement.  See “Description of the Certificates—Amendment of 
the Pooling Agreement” in this prospectus supplement. 

• The trustee, at the direction of the master servicer and with the consent of the parties specified in the 
pooling agreement, may enter into a facility with any person which provides that such person may 
fund advances and/or servicing advances.  Such facility will not reduce the master servicer’s 
obligation to fund such advances and/or servicing advances.  See “The Servicers—The Master 
Servicer—Services Performed by the Master Servicer—Advances” in this prospectus supplement.   
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THE SERVICERS 

General 

 Long Beach Mortgage Company will act as master servicer for all of the mortgage loans owned by 
the trust pursuant to the pooling agreement.  Washington Mutual Bank will service the mortgage loans 
pursuant to a subservicing agreement between the master servicer and the servicer.  Although the master 
servicer has delegated its servicing obligations relating to the mortgage loans in the trust to the servicer, it 
remains obligated under the pooling agreement and is required to enforce the obligations of the servicer under 
the subservicing agreement.  See “Description of the Securities—Description of Sub-servicing” in the 
prospectus.  Washington Mutua l Mortgage Securities Corp. will act as calculation agent and be responsible 
for calculating pay-off amounts for each monthly distribution on the certificates.  The trustee will be 
responsible for calculating monthly distributions on the certificates, preparing monthly distribution reports 
and other functions, as described under “—The Trustee—Material Duties of the Trustee” below.  The trustee 
will have possession of the mortgage files as custodian for the trust.  See “—The Trustee—The Custodian” 
below. 

 The servicer will outsource to third party vendors some servicing functions, as described under “—
The Servicer—Servicing Procedures—The Servicer’s Third Party Vendors” below.   

The Servicer 

The Servicer’s Servicing Experience 

 The servicer has been servicing residential mortgage loans for over 100 years.  The residential 
mortgage loans serviced by the servicer have included, since 2001, sub-prime residential mortgage loans 
serviced for the sponsor and for its securitization trusts. 

 The following table shows the number and aggregate principal balance of sub-prime first and second 
lien mortgage loans serviced by the servicer as of December 31 for each of the most recent three years and as 
of September 30, 2005 for the nine month period ended as of September 30, 2005. 

Sub-prime Mortgage Loans Serviced by the Servicer 
(Amounts in Millions) 

 

 12/31/2002 12/31/2003 12/31/2004 09/30/2005 

Number of Sub-prime Mortgage 
Loans Serviced for Sponsor, Servicer 
or Their Affiliates (or Their 
Securitization Trusts) 

110,768  141,986 167,572 206,918 

Aggregate Principal Balance $14,954 $19,853 $24,835 $34,760 

Number of Sub-prime Mortgage 
Loans Serviced for Third Parties 

 224  492 11,423 24,255 

Aggregate Principal Balance $33 $60 $678 $1,756 
 
 
Servicing Procedures 

 Servicing Functions.  The functions to be performed by the servicer will include payment collection 
and payment application, investor reporting and other investor services, default management and escrow 
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administration.  The servicer will perform its servicing functions at loan servicing centers located in Florence, 
South Carolina; Milwaukee, Wisconsin; Chatsworth, California; and Jacksonville, Florida.   

 Servicing Standard; Waivers and Modifications.  Pursuant to the pooling agreement, the servicer will 
be required to service the mortgage loans in the best interests and for the benefit of the certificateholders (as 
determined by the servicer in its reasonable judgment) in accordance with the terms of the pooling agreement 
and related mortgage loans and (unless inconsistent with those servicing practices) in the same manner in 
which it services and administers similar mortgage loans for its own portfolio, considering customary and 
usual standards of practice of lenders and servicers administering similar mortgage loans in the local area 
where the mortgaged property is located.  The servicer will be required to make reasonable efforts to collect 
or cause to be collected all payments under the mortgage loans and, to the extent consistent with the pooling 
agreement and applicable insurance policies, follow such collection procedures as it would follow with 
respect to comparable mortgage loans that are held for its own account. 

 Consistent with the servicing standard described above, the servicer will be permitted to waive, 
modify or vary any term of any mortgage loan, subject to certain conditions, as described in “Description of 
the Securities—Collection and Other Servicing Procedures Employed by the Master Servicer” in the 
prospectus.   

 Mortgage Loan Servicing System.  In performing its servicing functions, the servicer will use 
computerized mortgage loan servicing systems that it leases from Fidelity Information Services, a division of 
Fidelity National Financial (“Fidelity{ XE "Fidelity" }”), a third party vendor (collectively, the “Fidelity 
System{ XE "Fidelity System" }”).  The Fidelity System produces detailed information about the financial 
status of each mortgage loan, including outstanding principal balance, current interest rate and the amount of 
any advances, unapplied payments, outstanding fees, escrow deposits or escrow account overdrafts, and about 
transactions that affect the mortgage loan, including the amount and due date of each payment, the date of 
receipt of each payment (including scheduled payments and prepayments), and how the payment was applied.  
The Fidelity System also produces additional information about mortgage loans that are in default, including 
the amount of any insurance and liquidation proceeds received.  The servicer began using the Fidelity System 
in 1996.   

 Collection Account, Servicing Account, Reserve Account and Distribution Account.  Mortgagor 
payments on the mortgage loans, including scheduled monthly payments, any full or partial prepayments and 
any escrow payments (which are payments made by some mortgagors and held by the servicer in escrow for 
future payment of taxes and insurance), will initially be deposited into either a lockbox account maintained by 
a third party financial institution or a payment clearing account maintained by the servicer.  Payments 
deposited into the lockbox account will be transferred by the servicer into the payment clearing account.  
Other collections on the mortgage loans, including liquidation proceeds and insurance proceeds (other than 
insurance proceeds required for the restoration or repair of the related mortgaged property, which the servicer 
will retain for such purpose), will also initially be deposited into a payment clearing account maintained by 
the servicer.  Within 48 hours of receipt, the servicer will (i) transfer all such collections on the mortgage 
loans (other than escrow payments) into a collection account maintained by the servicer and (ii) transfer all 
escrow payments into a servicing account maintained by the servicer.   

 The master servicer will deposit into the collection account any required advances of principal and 
interest.  See “—The Master Servicer—Services Performed by the Master Servicer—Advances.”  The sponsor 
will also deposit into the collection account any proceeds from the repurchase of any of the mortgage loans.  
See “The Mortgage Pool—Representations and Warranties Regarding the Mortgage Loans” below.   

 Under the pooling agreement, the collection account will be an investment account that is an eligible 
account under the pooling agreement maintained with an investment depository, and the funds held in the 
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collection account may be invested in permitted investments, for the servicer’s benefit, before those funds are 
to be transferred to a distribution account maintained by the trustee. 

 On the business day immediately preceding each distribution date, the servicer will transfer from the 
collection account into the distribution account the funds held in the collection account that are required to be 
distributed to certificateholders on that distribution date.  The trustee may invest funds held in the distribution 
account in permitted investments, for the trustee’s benefit, before those funds are to be distributed to 
certificateholders. 

 Payments made under the swap agreement by the swap counterparty and payments made by the trust 
to the swap counterparty will be deposited in a separate reserve account maintained by the trustee. 

 On each distribution date, the trustee will withdraw from the distribution account and each of the 
reserve accounts the funds required to be distributed to certificateholders and/or the swap counterparty on that 
date.   

 Certain amounts on deposit in the distribution account will be deposited in the final maturity reserve 
account maintained by the trustee on specified distribution dates as described in “Description of the 
Certificates—The Final Maturity Reserve Account” in this prospectus supplement.  On the earlier of the final 
scheduled distribution date and the termination of the trust, any amounts on deposit in the final maturity 
reserve account will be applied by the trustee as payment of principal or interest as described in “Description 
of the Certificates—The Final Maturity Reserve Account” in this prospectus supplement. 

 Scheduled monthly payments generally will be held pending distribution to certificateholders from 
the date of receipt by the servicer until the immediately following distribution date.  However, if a monthly 
payment is received prior to its scheduled due date, that payment will be held until the distribution date in the 
calendar month in which it was due.  Payoffs received by the servicer in any prepayment period (that is, from 
the 15th day of a calendar month until the 14th day of the next calendar month) will be held until the 
distribution date immediately following the end of that prepayment period.  Partial prepayments, liquidation 
proceeds, insurance proceeds, subsequent recoveries and repurchase proceeds will be held from the date of 
receipt by the servicer until the distribution date in the immediately succeeding calendar month. 

 Funds held in the lockbox accounts and the payment clearing accounts may be commingled with 
collections on other mortgage loans serviced by the servicer.  Funds held in the collection account, the 
servicing account, the reserve account and the distribution account will not be commingled with collections 
on mortgage loans that are not owned by the trust. 

 Only the servicer or the third party financial institutions that maintain the lockbox accounts will have 
access to funds held in those accounts.  Only the servicer will have access to funds held in the payment 
clearing accounts, the collection account and the servicing account.  Only the trustee will have direct access to 
funds held in the reserve accounts and the distribution account; however, the trustee may invest funds in the 
distribution account for the trustee’s benefit and may make certain withdrawals from that account. 

 All of the transaction accounts described above will be reconciled on a monthly basis.  There will not 
be any external verification of activity in the transaction accounts, except as may occur in connection with the 
annual examination by Washington Mutual, Inc.’s independent accountants in connection with their audit of 
Washington Mutual, Inc. and its subsidiaries, or in connection with periodic examination by the servicer’s 
regulatory authorities. 

 The diagram on the next page illustrates the flow of collections and other payments on the mortgage 
loans and payments by the swap counterparty through the transaction accounts described above. 
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 Permitted Withdrawals.  The pooling agreement will permit the master servicer to make withdrawals, 
from time to time, from the collection account, for the following purposes: 

• to reimburse itself for advances and servicing advances, as described under “—The Master 
Servicer—Services Performed by the Master Servicer—Advances” below;  

• to pay to itself the servicing fee (to the extent not applied to pay compensating interest);  

• to pay to itself investment earnings earned on funds held in the collection account (to the extent not 
applied to pay compensating interest);  

• to pay to itself interest that was accrued and received on payoffs received during the period from the 
first day through the 14th day of any month; 

• to reimburse itself or the depositor or any of their directors, officers, employees or agents for certain 
expenses, costs and liabilities incurred in connection with any legal action relating to the pooling 
agreement or the certificates, as and to the extent described under “Description of the Securities—
Matters Regarding the Master Servicer and the Depositor” in the prospectus; and 

• other permitted purposes described in the pooling agreement.   

 The subservicing agreement permits the servicer to make withdrawals for the purposes described 
above. 

 Servicing of Delinquent Mortgage Loans; Foreclosure.  The servicer will make reasonable efforts to 
collect or cause to be collected all delinquent payments (that is, payments that are more than 30 days past 
due).  Such efforts may include payment reminder telephone calls to the mortgagor, letter campaigns and 
drive-by property inspections.  The servicer will be required under the pooling agreement to make reasonable 
efforts to foreclose upon the mortgaged property related to each defaulted mortgage loan as to which no 
satisfactory arrangements can be made for collection of delinquent payments.  Under the pooling agreement, 
the servicer will be permitted in lieu of foreclosure to accept a payment of less than the outstanding principal 
balance of the defaulted mortgage loan if in the judgment of the servicer doing so could reasonably be 
expected to result in collections and other recoveries with respect to the mortgage loan in excess of net 
liquidation proceeds that would be recoverable upon foreclosure.  The servicer will not be permitted to 
foreclose upon a mortgaged property if it is aware of evidence of toxic waste or other environmental 
contamination on the mortgaged property except as provided in the pooling agreement.  See “Description of 
the Securities—Procedures for Realization Upon Defaulted Mortgage Assets” and “Legal Aspects of the 
Mortgage Assets—Foreclosure on Mortgages” in the prospectus.   

 Sub-prime Mortgage Loans; Default Management.  Sub-prime borrowers generally are a higher credit 
risk than prime borrowers.  Following foreclosure, sub-prime mortgaged properties are sometimes stripped of 
furnishings or vandalized. 

 The servicer’s sub-prime default management efforts focus on early intervention and dialogue with 
potentially troubled borrowers in order to avoid and minimize the effects of delinquencies.  The front-end 
strategy of the sub-prime collections and loss mitigation group includes using behavioral scoring tools to 
focus on high risk accounts and address small issues before they become significant problems.  If a sub-prime 
borrower fails to make a payment when due on a mortgage loan, the servicer calls this borrower as early as 
the third day after the payment due date.  First payment defaults are segmented from the general loan 
population and monitored daily when the loan becomes five days delinquent.  The servicer also focuses its 
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efforts on late stage (i.e., two or more months delinquent) delinquency management.  The primary focus of 
the late stage delinquency strategy is detailed management of troubled loans. 

 Although the servicer focuses on rehabilitating delinquent loans and preventing foreclosure, asset 
recovery is an important component of sub-prime default management.  The servicer has procedures for 
dealing with all aspects of asset recovery, including bankruptcy and foreclosure.  The servicer has a detailed 
regimen for addressing bankruptcy and foreclosure activity.  Bankruptcy and foreclosure cases are referred to 
attorneys upon the occurrence of certain events, and various procedures ensure that bankruptcies and 
foreclosures are tracked throughout the case.  Overall bankruptcy and foreclosure performance is monitored 
through daily, weekly and monthly reports.  The servicer uses outside vendors experienced in the sale of sub-
prime REO properties to manage the sale of REO properties.  The servicer oversees the outside vendors and 
has adopted strategies for the sale of manufactured homes, low value properties, aged inventories and 
distressed properties.  New REO properties are allocated to high performing vendors. 

 In addition to its asset recovery processes, the servicer engages in extensive loss mitigation efforts for 
loans that are transferred into foreclosure.  Mortgagors’ financial statements are updated to determine whether 
a stipulated repayment agreement, short sale or deed in lieu of foreclosure is an appropriate workout 
alternative.  Loans subject to stipulated repayment agreements remain classified as foreclosures.  A mortgagor 
typically pays a specified percentage of the arrearage in a stipulated repayment plan, and the plans generally 
average less than a year in length.  The servicer has implemented processes to reduce the number of 
mortgagors who fail to meet their repayment obligations, and management reviews broken repayment plans.  
An economic analysis is completed to determine the loss severity of all potential short sales, process all 
potential loan modifications and validate mortgagors’ ability and intent to repay a modified payment.   

 Maintenance of Hazard and Flood Insurance.  The servicer will be required to maintain or cause to 
be maintained hazard insurance and, if applicable, flood insurance for each mortgage loan. 

 Back-up Servicing.  See “Description of the Securities—Events of Default Under the Governing 
Agreement and Rights Upon Events Of Default” in the prospectus for a description of the material terms 
under the pooling agreement regarding the servicer’s replacement, resignation or transfer. 

 The Servicer’s Third Party Vendors.  The servicer expects to outsource to third party vendors the 
following servicing functions:  (i) preservation of properties related to delinquent loans, (ii) maintenance, 
marketing and sale of REO properties, (iii) assuring that hazard insurance coverage is maintained, (iv) 
determining whether flood insurance coverage is required and assuring that any required coverage is 
maintained, (v) tax bill procurement and tracking of delinquent tax payments, (vi) printing and mailing billing 
statements and (vii) depositing mortgagor payments into a lockbox account.  From time to time, the servicer 
may cease to outsource one or more of the foregoing servicing functions or may choose to outsource 
additional servicing functions.  Some vendors may perform more than one function, and some functions may 
be performed by more than one vendor. 

 The servicer has entered into service level agreements with some of its vendors, which specify 
detailed performance criteria, including, in some cases, minimum time requirements for completing specified 
tasks and maximum error rates, and which in some cases impose penalties for non-compliance with such 
criteria.  The servicer will monitor vendor compliance as necessary with the applicable servicing procedures 
through quality control measures that include reviews of a statistical sampling of mortgage loans. 

The Servicer’s Quality Control Procedures 

 The servicer uses a combination of management controls and technology controls to ensure the 
accuracy and integrity of servicing records.  Management controls include the use of approval levels, the 
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segregation of duties, and reconciliations of servicing data and accounts, among others.  Technology controls 
include the use of data security controls and interface controls to ensure that only authorized persons have the 
ability to access and change system data or to submit data to or receive data from vendors and investors.  
Specific security profiles for each job function include a predetermined set of data security controls that are 
appropriate for that job function.  The data center for the Fidelity System, which is located in Jacksonville, 
Florida, is kept in a fire protected environment, and commercial electrical power is backed up by generators.   

 In addition, the servicer conducts periodic internal audits of critical servicing and technology 
functions.  External audits by entities such as Fannie Mae, Freddie Mac and Ginnie Mae and the annual 
examination by Washington Mutual, Inc.’s independent accountants in connection with their audit of 
Washington Mutual, Inc. and its subsidiaries may provide independent verification of the adequacy of such 
functions.  Periodic examination by the servicer’s regulatory authorities may provide additional independent 
review of the servicer’s management controls. 

 Both the servicer and Fidelity maintain detailed business continuity plans to enable each entity to 
resume critical business functions in the event of a disaster or other serious system outage, which plans are 
reviewed and updated periodically.  Fidelity is contractually obligated to return the servicer to full 
functionality within 48 hours of a reported system outage.  The servicer and Fidelity perform annual disaster 
recovery tests in which they reroute data and servicing system operations to Fidelity’s back-up site, and then 
process sample transactions from all servicing locations to ensure the functionality of the back-up site. 

 It is the servicer’s policy to require its other third party vendors to implement measures similar to 
those described above to ensure the accuracy and integrity of servicing records. 

The Master Servicer 

The Master Servicer’s Servicing Experience 

 Long Beach Mortgage Company, the master servicer, is a Delaware corporation and a direct wholly 
owned subsidiary of Washington Mutual, Inc.  The master servicer began servicing sub-prime residential 
mortgage loans in 1997.  Some of its predecessor organizations also securitized mortgage loans.  In April 
2001, the master servicer appointed the servicer to service all of the mortgage loans that it originates pursuant 
to the subservicing agreement.  Beginning in April 2001, the master servicer has generally master serviced the 
mortgage loans that it or iginates.  The services performed by Long Beach Mortgage Company as master 
servicer include (in addition to other services) making advances required under the pooling agreement and 
monitoring the functions performed by the servicer. 

 The following table shows the number and aggregate principal balance of sub-prime first and second 
lien residential mortgage loans, including conforming and nonconforming sub-prime mortgage loans and 
fixed- and adjustable -rate mortgage loans, master serviced by the master servicer as of December 31 for each 
of the most recent three years and as of September 30, 2005 for the nine month period ended as of 
September 30, 2005. 
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Sub-prime Residential Mortgage Loans Master Serviced by the Master Servicer 
(Amounts in Millions) 

 

 12/31/2002 12/31/2003 12/31/2004 09/30/2005 

Number of Sub-prime Mortgage 
Loans Master Serviced for Sponsor or 
Its Affiliates (or Their Securitization 
Trusts) 

 106,933  139,456  165,761 185,922 

Aggregate Principal Balance $14,512 $19,588 $24,655 $30,577 

Number of Sub-prime Mortgage 
Loans Master Serviced for Third 
Parties 

 223  492   11,423 24,255 

Aggregate Principal Balance $33 $60 $678 $1,756 
 
 
Services Performed by the Master Servicer 

 The master servicer will perform the following services:  (1) making advances required under the 
pooling agreement, (2) monitoring the functions performed by the servicer, (3) determining whether to 
approve requests for approval under the pooling agreement, including, among others, requests by the servicer 
to waive prepayment charges and requests to the master servicer to repurchase mortgage loans for breaches of 
representations and warranties, (4) preparing compliance reports required by the pooling agreement, (5) 
reconciling the monthly servicing report prepared by the servicer with the monthly distribution report 
prepared by the trustee and (6) other services required to be performed under the pooling agreement.   

 The master servicer’s principal offices are located in Anaheim, California.  The master servicer will 
perform its services using the Fidelity System, which it has been using since approximately 2000.  Each 
month, the master servicer will receive from the servicer servicing reports generated by the Fidelity System 
with respect to the mortgage loans owned by the trust, and will review and compare these reports with the 
trustee’s monthly reports. 

 The master servicer is paid the servicing fee under the pooling agreement. 

 Advances.  The master servicer will be required under the pooling agreement to advance its own 
funds (or, in the case of advances described in clause (i), either its own funds or funds held by the servicer for 
future distribution) (i) to cover any shortfalls between payments of principal and interest scheduled to be 
received in respect of the mortgage loans each month and the amounts actually received, and (ii) to pay all 
reasonable and customary “out-of-pocket” costs and expenses (including reasonable attorneys’ fees and 
disbursements) incurred in the performance of its servicing obligations, including, but not limited to, the cost 
of (A) the preservation, restoration, inspection and protection of the mortgaged properties, (B) environmental 
audit reports, (C) any enforcement or judicial proceedings, including foreclosures, (D) the management and 
liquidation of mortgaged properties acquired in satisfaction of the related mortgage and (E) certain insurance 
premiums and certain ongoing expenses associated with the mortgage pool and incurred by the master 
servicer in connection with its responsibilities under the pooling agreement.  The amounts described in clause 
(i) of this paragraph are referred to as “advances{ XE "advances" }” and the amounts described in clause (ii) 
of this paragraph are referred to as “servicing advances{ XE "servicing advances" }” in this prospectus 
supplement.   The master servicer, however, will not make any of the advances or servicing advances if it 
determines in its good faith business judgment they would not be recoverable from late payments, insurance 
proceeds or liquidation proceeds on a mortgage loan (“nonrecoverable advance{ XE "nonrecoverable 
advance" }”); provided further, that the master servicer will not make advances for the restoration of 
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foreclosure properties unless it determines that the restoration will increase the liquidation proceeds after 
reimbursement to itself for those advances.  The master servicer will not charge interest or other fees with 
respect to any advances or servicing advances. 

 If the master servicer determines that any advance or servicing advance is a nonrecoverable advance, 
the master servicer will be entitled to be reimbursed for such advance from collections on other mortgage 
loans owned by the trust. 

 The pooling agreement provides that the trustee at the direction of the master servicer, on behalf of 
the trust and with the consent of the parties set forth in the pooling agreement, may enter into a facility with 
any person which provides that such person may fund advances and/or servicing advances, although no such 
facility may reduce or otherwise affect the master servicer’s obligation to fund such advances and/or servicing 
advances.  Any advances and/or servicing advances made by an advancing person will be reimbursed to the 
advancing person in the same manner as reimbursements would be made to the master servicer. 

 Limitations on the Master Servicer’s Liability.  See “Description of the Securities—Matters 
Regarding the Master Servicer and the Depositor” in the prospectus for a description of certain limitations on 
the master servicer’s liability under the pooling agreement.  

The Master Servicer’s Quality Control Procedures 

 The master servicer uses substantially the same management and technology controls as those of the 
servicer to ensure the accuracy and integrity of servicing records.  See “—The Servicer—The Servicer’s 
Quality Control Procedures” above. 

 The master servicer conducts periodic internal audits of critical servicing and technology functions.  
Investor reviews and the annual examination by Washington Mutual, Inc.’s independent accountants in 
connection with their audit of Washington Mutual, Inc. and its subsidiaries may provide independent 
verification of the adequacy of such functions.  Periodic examination of the master servicer by the servicer’s 
regulatory authorities may also provide additional independent review of the master servicer’s management 
controls. 

The Calculation Agent 

The Calculation Agent’s Experience 

 Washington Mutual Mortgage Securities Corp., the calculation agent, is a Delaware corporation and a 
wholly owned subsidiary of the servicer.  The calculation agent has been master servicing residential 
mortgage loans since before 1979.  The calculation agent has been acting as calculation agent of the servicer 
with respect to residential mortgage loans serviced by the servicer since February 2005.  The calculation agent 
will calculate the amount of payoffs to be included in each monthly distribution. 

Services Performed by the Calculation Agent 

 The master servicer and the calculation agent are parties to an agreement under which the calculation 
agent has agreed to perform some of the services required to be performed by the master servicer under the 
pooling agreement.  The calculation agent will perform the following services:  (1) calculate the amount of 
payoffs to be included in each monthly distribution, (2) calculate compensating interest to be paid by the 
master servicer for each monthly distribution, and (3) other services specified in the agreement.   

 The calculation agent’s principal offices are located in Vernon Hills, Illinois.  The calculation agent 
will perform its services using a proprietary computerized mortgage loan servicing system, which it has been 
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using since approximately 1990.  The calculation agent’s proprietary mortgage loan servicing system 
produces detailed information about the financial status of each mortgage loan, including outstanding 
principal balance and current interest rate, and about transactions that affect the mortgage loan, including the 
amount and due date of each scheduled payment, the amount and date of receipt of each prepayment in full on 
a mortgage loan, the amount and month of receipt of all other unscheduled payments, and how each payment 
was applied.  Each month, the calculation agent will receive from the servicer a servicing report generated by 
the Fidelity System with respect to the mortgage loans owned by the trust, and will input data from that 
servicing report into its own mortgage loan servicing system. 

 The master servicer will pay the calculation agent a fee for its services under the agreement.  Payment 
of this fee will not affect distributions to certificateholders. 

The Calculation Agent’s Quality Control Procedures 

 The calculation agent uses substantially the same management and technology controls as those of the 
servicer to ensure the accuracy and integrity of servicing records.  See “—The Servicer—The Servicer’s 
Quality Control Procedures” above. 

 The calculation agent conducts periodic internal audits of critical servicing and technology functions.  
Investor reviews and the annual examination by Washington Mutual, Inc.’s independent accountants in 
connection with their audit of Washington Mutual, Inc. and its subsidiaries may provide independent 
verification of the adequacy of such functions.  Periodic examination by the servicer’s regulatory authorities 
may provide additional independent review of the calculation agent’s management controls. 

 The calculation agent maintains a detailed business continuity plan to enable it to resume critical 
business functions in the event of a disaster or other serious servicing system outage, which plan is reviewed 
and updated periodically.  The calculation agent performs annual disaster recovery tests in which it reroutes 
data and servicing system operations to a back-up site, and then processes sample transactions to ensure the 
functionality of the back-up site. 

 It is the calculation agent’s policy to require its third party vendors to implement measures similar to 
those described above to ensure the accuracy and integrity of servicing records. 

The Trustee 

General 

 Deutsche Bank National Trust Company, the trustee under the pooling agreement, is a national 
banking association, which has an office in Santa Ana, California.  The trustee has acted as trustee on 
numerous asset-backed securities transactions.  While the structure of the transactions referred to in the 
preceding sentence may differ among these transactions, the trustee is experienced in administering 
transactions of this kind.  The trustee has no pending legal proceedings that would materially affect its ability 
to perform its duties as trustee on behalf of the holder of the certificates. 

 The trustee will be calculating certain items and reporting as described in the pooling agreement.  The 
trustee has acted as calculation agent in numerous mortgage-backed transactions since 1991.  The trustee will 
not be responsible for verifying, recomputing or recalculating information given to it by the master servicer.  
The trustee has no pending legal proceedings that would materially affect its ability to make such calculations. 

 The trustee may perform certain of its obligations through one or more third party vendors.  However, 
the trustee will remain liable for the duties and obligations required of it under the pooling agreement. 
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 Deutsche Bank National Trust Company is providing the foregoing information under “The 
Trustee—General” at the depositor’s request in order to assist the depositor with the preparation of its 
disclosure documents to be filed with the Commission pursuant to Regulation AB.  Otherwise, the trustee has 
not participated in the preparation of such disclosure documents and assumes no responsibility for their 
contents. 

Material Duties of the Trustee 

 The trustee will have the following material duties under the pooling agreement: 

• to authenticate and deliver the certificates, pursuant to the order of the depositor;  

• to maintain a certificate register and, upon surrender of certificates for registration of transfer or 
exchange, to authenticate and deliver new certificates;  

• to calculate and make the required distributions to certificateholders on each distribution date; 

• to prepare and make available to certificateholders the monthly distribution reports and any other 
reports required to be delivered by the trustee under the pooling agreement.  

• if the remaining certificate principal balance of a class of certificates is to be paid on a specified 
distribution date, to send a notice to that effect to the holders of that class of certificates; 

• to act as successor master servicer, or to appoint a successor master servicer, to the extent described 
under “—Events of Default or Breaches Under the Pooling Agreement” below; 

• to perform tax administration services for the trust as specified in the pooling agreement; and 

• to communicate with investors and rating agencies with respect to the certificates as specified in the 
pooling agreement. 

Events of Default or Breaches Under the Pooling Agreement 

 If certain events of default by the master servicer under the pooling agreement occur and remain 
unremedied, either the trustee, depositor, NIMS insurer, if any, or holders of certificates evidencing at least 
51% of the voting rights will have the right to terminate the master servicer.  In the event that the master 
servicer fails to perform its advancing obligations or ceases to be a Fannie Mae approved master servicer and 
such event of default has not been remedied, the trustee will be required to terminate the master servicer.  If 
the master servicer is terminated, or the master servicer resigns because its duties under the pooling agreement 
are no longer permitted under applicable law, the trustee will become the successor master servicer.  
However, if the trustee is unwilling or unable to act as successor master servicer, it may appoint, or petition a 
court to appoint, a successor master servicer. 

 The trustee will be required to notify certificateholders and the rating agencies of any event of a 
default by the master servicer actually known to a responsible officer of the trustee, and of the appointment of 
any successor master servicer. 

 The trustee will be required to notify the depositor and the master servicer if it discovers a breach of 
any of the representations or warranties made by the sponsor in the mortgage loan purchase agreement with 
respect to any mortgage loan which materially and adversely affects the value of such mortgage loan or the 
interests of the certificateholders in such mortgage loan. 
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 See “Description of the Securities—Events of Default Under the Governing Agreement and Rights 
Upon Events of Default” in the prospectus. 

Limitations on the Trustee’s Liability  

 The trustee will not be liable under the pooling agreement: 

• except for the performance of such duties and obligations as are specifically specified in the pooling 
agreement prior to the occurrence of a master servicer event of default and after the curing of such 
master servicer event of default; 

• for an error of judgment made in good faith by a responsible officer of the trustee unless it is proved 
that the trustee was negligent in ascertaining the pertinent facts; 

• for any action taken or omitted by it in good faith and believed by it to be authorized or within the 
discretion or rights or powers conferred upon it by the pooling agreement; 

• for any action taken or omitted by it in good faith in accordance with the direction of the NIMS 
insurer, if any, or the holders of certificates evidencing at least 25% of the voting rights relating to the 
time, method and place of conducting any proceeding for any remedy available to the trustee, or 
exercising of any trust or power conferred upon the trustee under the pooling agreement; 

• for any loss resulting from the investment of funds held in the collection account at the direction of 
the master servicer;  

• for any willful misconduct or negligence of any agents, custodians, nominees or attorneys appointed 
by the trustee to perform any of its duties (as long as such agents, custodians, nominees or attorneys 
are appointed with due and proper care); or  

• to expend or risk its own funds or incur any liability in the performance of its duties if it has 
reasonable grounds for believing that repayment of such funds or indemnity satisfactory to it against 
such risk or liability is not assured to it.  

 The trustee may conclusively rely upon and will be fully protected in acting or refraining from acting 
upon any certificates or opinions of counsel furnished to such trustee under the pooling agreement.  Any such 
opinion of counsel will be full and complete authorization and protection in respect of any action taken or 
omitted to be taken by such trustee in good faith and in accordance with such opinion of counsel.  The trustee 
may also request and rely conclusively upon and will be fully protected in acting or refraining from acting 
upon any resolution, certificate, statement, instrument, opinion, report, notice, request, consent, order, 
appraisal, bond or other document reasonably believed by it to be genuine and to have been signed or 
presented by the proper party and the manner of obtaining consents and evidencing the authorization of the 
execution of those documents will be subject to such reasonable regulations as the trustee may prescribe.  The 
trustee will not be deemed to have knowledge or notice of any matter, including an event of default, unless 
actually known to a responsible officer of the trustee or unless a responsible officer of the trustee has received 
written notice of that matter.  The trustee will not be responsible for verifying, recomputing or recalculating 
information given to it by the master servicer or the servicer except as expressly required by the pooling 
agreement. 
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Indemnification of the Trustee 

 The trustee and any director, officer, employee or agent of the trustee will be indemnified by the trust 
against any loss, liability or expense incurred by the trustee arising out of or in connection with the acceptance 
or administration of its obligations and duties under the pooling agreement, other than any loss, liability or 
expense: 

(i)  in any way relating to the failure of the master servicer to perform its duties and service the 
mortgage loans in compliance with the terms of the pooling agreement, 

(ii)  that constitutes a specific liability of the trustee under certain sections of the pooling 
agreement or 

(iii)  incurred by reason of willful misfeasance, bad faith or negligence in the performance of the 
trustee’s duties under the pooling agreement or reckless disregard of the trustee’s obligations 
and duties under the pooling agreement.   

 Any amounts payable to the trustee or any director, officer, employee or agent of the trustee in respect 
of indemnification or pursuant to any other right of reimbursement from the trust that the trustee or any 
director, officer, employee or agent of the trustee may have under the pooling agreement may be withdrawn 
by the trustee from the distribution account at any time. 

 The indemnification provided to the trustee in the pooling agreement will not include expenses, 
disbursements and advances incurred or made by the trustee, including the compensation and the expenses 
and disbursements of its agents and counsel, in the ordinary course of the trustee’s performance in accordance 
with the provisions of the pooling agreement.  The master servicer is required to indemnify the trustee against 
any loss, liability or expense resulting from a breach of the master servicer’s obligations and duties under the 
pooling agreement, including its failure to perform its duties and service the mortgage loans in accordance 
with the terms of the pooling agreement. 

 The indemnification provided to the trustee in the pooling agreement will be subject to monthly and 
aggregate limits in the case of certain legal counsel fees and expenses associated with certain third party 
claims.  The failure of the trustee to incur this type of expense in excess of the limits specified in the pooling 
agreement could result in greater harm, loss or liability being incurred by the trust than might otherwise be the 
case.  By accepting their certificates, the certificateholders agree to hold the trustee harmless for any 
consequences to the certificateholders resulting from any failure of the trustee to incur, in excess of the 
specified limits, any expenses that are limited by the pooling agreement. 

Resignation and Removal of the Trustee 

 The trustee may at any time resign by giving written notice to the master servicer, the NIMS insurer, 
if any, the depositor, and the certificateholders.  Upon receiving such notice of resignation, the depositor will 
be required to appoint a successor trustee.  If the trustee ceases to be eligible under the pooling agreement and 
fails to resign after a written request by the depositor or the NIMS insurer, if any, or if the trustee becomes 
incapable of acting, the depositor or the NIMS insurer, if any, may remove such trustee and appoint a 
successor trustee acceptable to the NIMS insurer, if any, and to the holders of certificates evidencing at least 
51% of the voting rights.  The holders of certificates evidencing at least 51% of the voting rights, with the 
consent of the NIMS insurer, if any, may at any time remove the trustee and appoint a successor trustee. 
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The Custodian 

 The trustee will act as custodian for the trust pursuant to the pooling agreement.  The trustee will hold 
the mortgage notes, mortgages and other legal documents in the mortgage files for the benefit of the 
certificateholders.  The trustee will maintain the mortgage files in secure and fire-resistant facilities.  The 
mortgage files will not be physically segregated from other mortgage files in the trustee's custody but will be 
kept in shared facilities.  However, the trustee’s proprietary document tracking system will show the location 
within the trustee’s facilities of each mortgage file and will show that the mortgage loan documents are held 
by the trustee on behalf of the trust.  The trustee will review each mortgage file in accordance with the review 
criteria specified in the pooling agreement and deliver a certification to the effect that, except as noted in the 
certification, all required documents have been executed and received.   

 In the event of the termination of the trustee as custodian pursuant to the pooling agreement, the 
trustee will be required to deliver all mortgage files in the trustee’s custody to the successor custodian.   

 If the trustee is acting as custodian, the custodian fee will be included in the trustee fee.  Payment of a 
fee to a custodian other than the trustee will not affect distributions to certificateholders. 

Special Servicing Agreements  

 The pooling agreement permits the master servicer and servicer to enter into one or more special 
servicing agreements with unaffiliated owners of one or more classes of Subordinate Certificates or of a class 
of securities representing interests in one or more classes of Subordinate Certificates.  Under those 
agreements, the owner may, for delinquent mortgage loans: 

 (a) instruct the servicer to start or delay foreclosure proceedings, provided that the owner 
deposits a specified amount of cash with the servicer, which will be available for distribution to 
certificateholders if liquidation proceeds are less than they otherwise may have been had the servicer 
acted pursuant to its normal servicing procedures; 

 (b) purchase those delinquent mortgage loans from the trust immediately before the 
beginning of foreclosure proceedings at a price equal to the aggregate outstanding principal balance 
of the mortgage loans, plus accrued interest at the applicable mortgage interest rates through the last 
day of the month in which the mortgage loans are purchased; and/or 

 (c) assume all of the servicing rights and obligations for the delinquent mortgage loans 
so long as (i) the servicer has the right to transfer the servicing rights and obligations of the mortgage 
loans to another servicer and (ii) the owner will service the mortgage loans according to the servicer’s 
servicing guidelines.   
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AFFILIATIONS AND RELATED TRANSACTIONS 

 The depositor is a direct wholly owned subsidiary of the sponsor.  The sponsor is the master servicer 
and the originator of the mortgage loans and a direct wholly owned subsidiary of Washington Mutual, Inc.  
The servicer is an indirect wholly owned subsidiary of Washington Mutual, Inc.  The calculation agent is a 
directly, wholly owned subsidiary of the servicer.  WaMu Capital Corp., one of the underwriters, is a direct 
wholly owned subsidiary of the servicer. 

 There is not currently, and there was not during the past two years, any material business relationship, 
agreement, arrangement, transaction or understanding that is or was entered into outside the ordinary course 
of business or is or was on terms other than would be obtained in an arm’s length transaction with an 
unrelated third party, between (a) any of the sponsor, the depositor and the trust and (b) any of the servicer, 
the trustee, any originator of the mortgage loans or the swap counterparty. 

Greenwich Capital Markets, Inc., one of the underwriters, and Lehman Brothers Bank, FSB, an 
affiliate of Lehman Brothers Inc., one of the underwriters, provide warehouse financing to the sponsor that 
may be secured by some or all of the mortgage loans.  Each of Greenwich Capital Markets, Inc. and Lehman 
Brothers Bank, FSB will release any and all of its liens on or security interests in the mortgage loans prior to 
the closing date. 
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THE MORTGAGE POOL 

 The statistical information presented in this prospectus supplement relates to the mortgage loans and 
related mortgaged properties in each loan group as of March 1, 2006, the cut-off date.  As of the cut-off date, 
the mortgage pool will consist of approximately 14,738 mortgage loans with an aggregate scheduled principal 
balance as of the cut-off date of approximately $3,003,799,153 consisting of approximately 9,134 Group I 
mortgage loans with an aggregate scheduled principal balance as of the cut-off date of approximately 
$1,376,503,556 and approximately 5,604 Group II mortgage loans with an aggregate scheduled principal 
balance as of the cut-off date of approximately $1,627,295,598.  Prior to the closing date, mortgage loans may 
be removed from the mortgage pool as a result of incomplete documentation, delinquency, payment in full, 
insufficient collateral value or otherwise if the depositor deems such removal necessary or desirable, and may 
be prepaid at any time, and some mortgage loans may be added to the mortgage pool.  As a result, the 
characteristics of the mortgage loans on the closing date may differ from the characteristics presented in this 
prospectus supplement; however, such differences are not expected to be material. 

 Unless otherwise noted, all statistical percentages or weighted averages presented in this prospectus 
supplement are measured as a percentage of the aggregate scheduled principal balance as of the cut-off date of 
the mortgage loans that are, as of the cut-off date, in the applicable loan group, or of the indicated subset of 
the mortgage loans that are, as of the cut-off date, in the applicable loan group.  The “scheduled principal 
balance{ XE "scheduled principal balance" }” of a mortgage loan as of any date is equal to the principal 
balance of that mortgage loan at its origination, less the sum of all scheduled payments in respect of principal 
due on that mortgage loan on or before that date, whether or not received. 

 References in this prospectus supplement to the loan-to-value ratios of the mortgage loans, in the case 
of junior lien mortgage loans, unless indicated otherwise, refer to the quotient of (x) the sum of the principal 
balance of the applicable junior lien mortgage loan and the principal balance of all mortgage indebtedness 
secured by any senior lien(s) on the related mortgaged property divided by (y) the value (as determined as 
described in this prospectus supplement, and which may not be the actual value) of such related mortgaged 
property. 

General 

 Long Beach Mortgage Loan Trust 2006-2 (the “trust{ XE "trust" }”) will consist of a pool of 
residential mortgage loans, which will, in turn, consist of the Group I mortgage loans, which consist of fixed-
rate and adjustable -rate, first and second lien residential mortgage loans with principal balances that conform 
to Fannie Mae and Freddie Mac loan limits, and the Group II mortgage loans, which consist of fixed-rate and 
adjustable-rate, first and second lien residential mortgage loans with principal balances that may or may not 
conform to Fannie Mae and Freddie Mac loan limits.  The mortgage loans have original terms to maturity 
ranging from 10 years to 40 years and an aggregate scheduled principal balance as of the cut-off date of 
approximately $3,003,799,153.  All of the mortgage loans will be secured by first mortgages or deeds of trust 
or other similar security instruments (each, a “mortgage{ XE "mortgage" }”).  The mortgages create first liens 
or second liens on one- to four-family residential properties consisting of attached or detached one- to four-
family dwelling units and individual condominium units (each, a “mortgaged property{ XE "mortgaged 
property" }”). 

 The depositor will purchase the mortgage loans from the sponsor pursuant to the mortgage loan 
purchase agreement (the “mortgage loan purchase agreement{ XE "mortgage loan purchase agreement" }”) 
between the sponsor and the depositor.  Pursuant to the pooling and servicing agreement, dated as of March 1, 
2006 (the “pooling agreement{ XE "pooling agreement" }”), among the depositor, the master servicer and the 
trustee, the depositor will cause the mortgage loans to be assigned to the trustee for the benefit of the 
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certificateholders.  See “The Trust—Assignment of the Mortgage Loans and Other Asset to the Trust” in this 
prospectus supplement. 

 Each of the mortgage loans was, or will be, selected from the sponsor’s portfolio of mortgage loans.  
The mortgage loans were, or will be, originated by the sponsor or acquired by the sponsor in the secondary 
market or from one of its affiliates in the ordinary course of its business and were, or will be, underwritten or 
re-underwritten by the sponsor generally in accordance with its underwriting guidelines as described under 
“Underwriting of the Mortgage Loans” in this prospectus supplement. 

 No proceeds from any mortgage loan were, or will be, used to finance single -premium credit 
insurance policies. 

 Each mortgage loan will accrue interest at the fixed rate or adjustable rate calculated as specified 
under the terms of the related mortgage note. 

 Approximately 11.89% of the mortgage loans are fixed-rate mortgage loans that have mortgage rates 
that are fixed for the life of the related mortgage loan. 

 Approximately 88.11% of the mortgage loans are adjustable -rate mortgage loans.  Each adjustable -
rate mortgage loan accrues interest at a mortgage rate that adjusts from time to time as described below.  
Generally, the adjustable -rate mortgage loans provide for semi-annual adjustment of their mortgage rates and 
for corresponding adjustments to the monthly payment amount due on the mortgage loans, in each case on 
each adjustment date applicable to the mortgage loan; provided, that the first adjustment for the adjustable -
rate mortgage loans will occur within an initial period of six months, in the case of approximately 0.04% of 
the mortgage loans, two years, in the case of approximately 73.03% of the mortgage loans, three years, in the 
case of approximately 9.49% of the mortgage loans and five years, in the case of approximately 5.55% of the 
mortgage loans.  On each adjustment date for each adjustable -rate mortgage loan, the mortgage rate will be 
adjusted to equal the sum, rounded to the nearest or next highest multiple of 0.125%, of six-month LIBOR 
and a related fixed percentage amount specified in the mortgage note (“gross margin{ XE "gross margin" }”). 

 The mortgage rate on each adjustable -rate mortgage loan will not decrease or increase on the first 
related adjustment date by more than a stated percentage specified in the related mortgage note on the first 
related adjustment date (“initial periodic rate cap{ XE "initial periodic rate cap" }”) and will not increase or 
decrease by more than a stated percentage specified in the related mortgage note on any adjustment date after 
that (“subsequent periodic rate cap{ XE "subsequent periodic rate cap" }”).  The adjustable-rate mortgage 
loans have a weighted average initial periodic rate cap of approximately 2.093% per annum and a weighted 
average subsequent periodic rate cap of approximately 1.000% per annum.  Each mortgage rate on each 
adjustable-rate mortgage loan will not exceed a specified maximum mortgage rate over the life of such 
mortgage loan or be less than a specified minimum mortgage rate over the life of such mortgage loan.  
Effective with the first monthly payment due on each adjustable -rate mortgage loan after each related 
adjustment date, the monthly payment amount will be adjusted to an amount that will amortize fully the 
outstanding scheduled principal balance of the related mortgage loan over its remaining term, and pay interest 
at the mortgage rate as so adjusted.  Due to the application of the periodic rate caps and the maximum 
mortgage rates, the mortgage rate on each such adjustable-rate mortgage loan, as adjusted on any related 
adjustment date, may be less than the sum of the index and the related gross margin, rounded as described in 
this prospectus supplement.  None of the adjustable -rate mortgage loans permits the related mortgagor to 
convert the adjustable mortgage rate to a fixed mortgage rate.  With respect to the adjustable -rate mortgage 
loans, the “index{ XE "index" }” is generally the average of interbank offered rates for six month U.S. dollar 
deposits in the London market based on quotations of major banks, and most recently available as of a day 
specified in the related note as published in the Western Edition of The Wall Street Journal (“six-month 
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LIBOR{ XE "six-month LIBOR" }”).  If the index is no longer published or is otherwise unavailable, the 
master servicer will select an alternative index which is based upon comparable information. 

 Approximately 6.72%, 0.67%, and 1.06% of the mortgage loans require the mortgagors to make 
monthly payments only of accrued interest for the first two, three and five years, respectively, following 
origination.  At the end of such periods, the monthly payments on each such interest only mortgage loan will 
be recalculated to provide for amortization of the principal balance by the maturity date and payment of 
interest at the then-current mortgage rate.  With respect to such mortgage loans, the related mortgage rate is 
fixed for the related interest only period following origination and adjusts based on six-month LIBOR with 
semi-annual adjustments after the initial fixed period. 

 Approximately 66.05% of the mortgage loans provide for payment by the mortgagor of a prepayment 
charge in limited circumstances on certain prepayments.  Generally, each mortgage loan having a prepayment 
charge provision provides for payment of a prepayment charge on certain partial prepayments and 
prepayments in full made during the 36 months from the first due date of such mortgage loan.  The amount of 
such prepayment charge is generally equal to:  (a) 3% of the original principal balance of the mortgage loan if 
the prepayment is received on or before the first anniversary of the first due date of the mortgage loan; (b) 2% 
of the original principal balance of the mortgage loan if the prepayment is received after the first anniversary 
of the first due date of the mortgage loan but on or before the second anniversary of the first due date of the 
mortgage loan; and (c) 1% of the original principal balance of the mortgage loan if the prepayment is received 
after the second anniversary of the first due date of the mortgage loan but on or before the third anniversary of 
the first due date of the mortgage loan.  The holders of the Class P Certificates will be entitled to all 
prepayment charges received on the mortgage loans, and such amounts will not be available for distribution 
on the other classes of certificates.  Under certain circumstances, as described in the pooling agreement, the 
master servicer may waive the payment of any otherwise applicable prepayment charge.  Investors should 
conduct their own analysis of the effect, if any, that the prepayment charges, and decisions by the master 
servicer with respect to the waiver of prepayment charges, may have on the prepayment performance of the 
mortgage loans.  The depositor makes no representations as to the effect that the prepayment charges, and 
decisions by the master servicer with respect to the waiver of payment charges, may have on the prepayment 
performance of the mortgage loans. 

 Approximately 25.59% of the mortgage loans had loan-to-value ratios at origination in excess of 
80%.  No mortgage loan had a loan-to-value ratio at origination in excess of 100%, and the weighted average 
loan-to-value ratio of the mortgage loans at origination was approximately 80.86%.  There can be no 
assurance that the loan-to-value ratio of any mortgage loan determined at any time after origination is less 
than or equal to its original loan-to-value ratio.  Additionally, the master servicer’s determination of the value 
of a mortgaged property used in the calculation of the loan-to-value ratios of the mortgage loans may differ 
from the appraised value of such mortgaged property or the actual value of such mortgaged property. 

 All of the mortgage loans have a scheduled payment due each month on the first day of the month 
(the “due date{ XE "due date" }”). 

 The weighted average remaining term to maturity of the mortgage loans was approximately 412 
months as of the cut-off date.  None of the mortgage loans had a first due date prior to February 1, 2005 or 
after April 1, 2006 or will have a remaining term to maturity of less than 118 months or greater than 480 
months as of the cut-off date.  The latest maturity date of any mortgage loan is March 1, 2046. 

 The Class I- A Certificates will generally represent interests in the Group I mortgage loans, and the 
Class II-A1 Certificates, the Class II-A2 Certificates, the Class II-A3 Certificates and the Class II-A4 
Certificates will generally represent interests in the Group II mortgage loans.  The Mezzanine Certificates and 
the Class B Certificates will represent interests in all mortgage loans.  Information about the characteristics of 
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the mortgage loans in each such group is described under “The Group I Mortgage Loans” and “The Group II 
Mortgage Loans” below. 

The Group I Mortgage Loans  

 The Group I mortgage loans consist of approximately 9,134 mortgage loans and have an aggregate 
scheduled principal balance as of the cut-off date of approximately $1,376,503,556.  Approximately 98.07% 
of the Group I mortgage loans are secured by first liens on the related mortgaged property and approximately 
1.93% of the Group I mortgage loans are secured by second liens on the related mortgaged property. 

 Approximately 15.57% of the Group I mortgage loans are fixed-rate mortgage loans, and 
approximately 84.43% of the Group I mortgage loans are adjustable -rate mortgage loans.  The first 
adjustment for the adjustable -rate Group I mortgage loans will occur within an initial period of six months, in 
the case of approximately 0.06% of the Group I mortgage loans, two years, in the case of approximately 
67.06% of the Group I mortgage loans, three years, in the case of approximately 10.50% of the Group I 
mortgage loans and five years, in the case of approximately 6.80% of the Group I mortgage loans.  The 
adjustable-rate Group I mortgage loans have a weighted average initial periodic rate cap of approximately 
2.160% per annum and a weighted average subsequent periodic rate cap of approximately 1.000% per annum. 

 Approximately 3.67%, 0.70% and 1.01% of the Group I mortgage loans have interest only-periods of 
two, three and five years, respectively, following the date of origination. 

 Approximately 63.04% of the Group I mortgage loans provide for payment by the mortgagor of a 
prepayment charge in limited circumstances on certain prepayments. 

 Approximately 32.36% of the Group I mortgage loans had loan-to-value ratios at origination in 
excess of 80%.  No Group I mortgage loan had a loan-to-value ratio at origination in excess of 100%, and the 
weighted average loan-to-value ratio of the Group I mortgage loans at origination was approximately 79.85%. 

 The weighted average remaining term to maturity of the Group I mortgage loans was approximately 
399 months as of the cut-off date.  None of the Group I mortgage loans had a first due date prior to 
February 1, 2005 or after April 1, 2006 or will have a remaining term to maturity of less than 118 months or 
greater than 480 months as of the cut-off date.  The latest maturity date of any Group I mortgage loan is 
March 1, 2046.  Approximately 34.48% of the Group I mortgage loans had an original term to maturity of 480 
months. 

 The average principal balance of the Group I mortgage loans at origination was approximately 
$150,854.  The average scheduled principal balance of the Group I mortgage loans as of the cut-off date was 
approximately $150,701.  No Group I mortgage loan had a scheduled principal balance as of the cut-off date 
greater than $749,999 or less than $9,997. 

 The Group I mortgage loans had a weighted average credit score of approximately 616.  The credit 
scores for the Group I mortgage loans ranged from a minimum credit score of 465 to a maximum credit score 
of 800.  See “Underwriting of the Mortgage Loans.”   

 The Group I mortgage loans had mortgage rates as of the cut-off date of not less than 5.450% per 
annum and not more than 13.900% per annum and the weighted average mortgage rate of the Group I 
mortgage loans was approximately 8.672% per annum as of the cut-off date. 

 As of the cut-off date, the adjustable-rate Group I mortgage loans had gross margins ranging from 
4.990% per annum to 6.990% per annum, minimum mortgage rates ranging from 5.450% per annum to 
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13.900% per annum and maximum mortgage rates ranging from 11.450% per annum to 19.900% per annum.  
As of the cut-off date, the adjustable-rate Group I mortgage loans had a weighted average gross margin of 
approximately 5.167% per annum, a weighted average minimum mortgage rate of approximately 8.701% per 
annum and a weighted average maximum mortgage rate of approximately 14.701% per annum.  The first 
adjustment date following the cut-off date on any adjustable -rate Group I mortgage loan will occur on April 1, 
2006, and the weighted average time until the first adjustment date for the adjustable-rate Group I mortgage 
loans following the cut-off date is approximately 26 months. 

 The Group I mortgage loans are expected to have the characteristics as of the cut-off date (the sum in 
any column may not equal the total indicated due to rounding) described under “Group I Mortgage Loan 
Tables” in Appendix A (which is incorporated by reference into this prospectus supplement). 

The Group II Mortgage Loans  

 The Group II mortgage loans consist of approximately 5,604 mortgage loans and have an aggregate 
scheduled principal balance as of the cut-off date of approximately $1,627,295,598.  Approximately 94.81% 
of the Group II mortgage loans are secured by first liens on the related mortgaged property and approximately 
5.19% of the Group II mortgage loans are secured by second liens on the related mortgaged property. 

 Approximately 8.78% of the Group II mortgage loans are fixed-rate mortgage loans, and 
approximately 91.22% of the Group II mortgage loans are adjustable -rate mortgage loans.  The first 
adjustment for the adjustable rate Group II mortgage loans will occur within an initial period of six months, in 
the case of approximately 0.01% of the Group II mortgage loans, two years, in the case of approximately 
78.08% of the Group II mortgage loans, three years, in the case of approximately 8.64% of the Group II 
mortgage loans and five years, in the case of approximately 4.49% of the Group II mortgage loans.  The 
adjustable-rate Group II mortgage loans have a weighted average initial periodic rate cap of approximately 
2.041% per annum and a weighted average subsequent periodic rate cap of approximately 1.000% per annum. 

 Approximately 9.30%, 0.64% and 1.10% of the Group II mortgage loans have interest only-periods of 
two, three and five years, respectively, following the date of origination. 

 Approximately 68.61% of the Group II mortgage loans provide for payment by the mortgagor of a 
prepayment charge in limited circumstances on certain prepayments. 

 Approximately 19.86% of the Group II mortgage loans had loan-to-value ratios at origination in 
excess of 80%.  No Group II mortgage loan had a loan-to-value ratio at origination in excess of 100%, and the 
weighted average loan-to-value ratio of the Group II mortgage loans at origination was approximately 
81.72%. 

 The weighted average remaining term to maturity of the Group II mortgage loans was approximately 
423 months as of the cut-off date.  None of the Group II mortgage loans had a first due date prior to 
February 1, 2005, or after April 1, 2006 or will have a remaining term to maturity of less than 177 months or 
greater than 480 months as of the cut-off date.  The latest maturity date of any Group II mortgage loan is 
March 1, 2046.  Approximately 53.94% of the Group II mortgage loans had an original term to maturity of 
480 months. 

 The average principal balance of the Group II mortgage loans at origination was approximately 
$290,634.  The average scheduled principal balance of the Group II mortgage loans as of the cut-off date was 
approximately $290,381.  No Group II mortgage loans had a principal balance as of the cut-off date greater 
than $1,000,000 or less than $11,970. 
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 The Group II mortgage loans had a weighted average credit score of approximately 645.  The credit 
scores for the Group II mortgage loans ranged from a minimum credit score of 492 to a maximum credit score 
of 819.  See “Underwriting of the Mortgage Loans.”   

 The Group II mortgage loans had mortgage rates as of the cut-off date of not less than 5.450% per 
annum and not more than 12.700% per annum and the weighted average mortgage rate of the Group II 
mortgage loans was approximately 8.434% per annum as of the cut-off date. 

 As of the cut-off date, the adjustable-rate Group II mortgage loans had gross margins ranging from 
4.990% per annum to 6.750% per annum, minimum mortgage rates ranging from 5.450% per annum to 
12.400% per annum and maximum mortgage rates ranging from 11.450% per annum to 18.400% per annum.  
As of the cut-off date, the adjustable-rate Group II mortgage loans had a weighted average gross margin of 
approximately 5.051% per annum, a weighted average minimum mortgage rate of approximately 8.290% per 
annum and a weighted average maximum mortgage rate of approximately 14.290% per annum.  The first 
adjustment date following the cut-off date on any adjustable -rate Group II mortgage loan occurs on May 1, 
2006, and the weighted average time until the first adjustment date for the adjustable -rate Group II mortgage 
loans following the cut-off date is approximately 25 months. 

 The Group II mortgage loans are expected to have the characteristics as of the cut-off date (the sum in 
any column may not equal the total indicated due to rounding) described under “Group II Mortgage Loan 
Tables” in Appendix A (which is incorporated by reference into this prospectus supplement). 

Representations and Warranties Regarding the Mortgage Loans  

 Under the mortgage loan purchase agreement pursuant to which the sponsor will sell the mortgage 
loans to the depositor, the sponsor will make representations and warranties in respect of the mortgage loans, 
which representations and warranties the depositor will assign to the trust pursuant to the pooling agreement.  
Among those representations and warranties are the following: 

• Each mortgage is a valid and enforceable first or second lien on the mortgaged property, except as 
provided in the mortgage loan purchase agreement; 

• Immediately prior to the assignment of the mortgage loans to the depositor, the sponsor had good title 
to, and was the sole legal and beneficial owner of, each mortgage loan, free and clear of any pledge, 
lien, encumbrance or security interest and has full right and authority, subject to no interest or 
participation of, or agreement with, any other party to sell and assign the mortgage loan;  

• There are no mortgage loans with respect to which the monthly payment due thereon in January 2006 
had not been made, none of the mortgage loans has been contractually delinquent for more than 30 
days more than once during the preceding twelve months and, no mortgage loan has ever experienced 
a delinquency of 60 or more days since the origination thereof; 

• To the best of sponsor’s knowledge, there are no delinquent tax or assessments liens against any 
mortgaged property;  

• There is no valid offset, defense or counterclaim to any mortgage note or mortgage;  

• To the best of sponsor’s knowledge, each mortgaged property is free of material damage and at least 
in average repair;  
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• Each mortgage loan at origination complied in all material respects with applicable local, state and 
federal laws, including, without limitation, predatory and abusive lending usury, equal credit 
opportunity, real estate settlement procedures, truth-in-lending and disclosure laws; 

• A lender’s policy of title insurance together with a condominium endorsement and extended coverage 
endorsement, if applicable, and, with respect to each adjustable rate mortgage loan, an adjustable rate 
mortgage endorsement in an amount at least equal to the balance of the mortgage loan as of the cut-
off date or a commitment (binder) to issue the same was effective on the date of the origination of 
each mortgage loan, and each such policy is valid and remains in full force and effect;  

• The loan-to-value ratio for each mortgage loan was no greater than 100% at the time of origination;  

• The improvements upon each mortgage property are covered by a valid and existing hazard insurance 
policy required under the mortgage loan purchase agreement;  

• The mortgage note and the related mortgage are genuine, and each is the legal, valid and binding 
obligation of the mortgagor enforceable against the mortgagor by the mortgagee or its representative 
in accordance with its terms, except only as such enforcement may be limited by bankruptcy, 
insolvency, reorganization, moratorium or other similar laws affecting the enforcement of creditors’ 
rights generally and by law; and 

• Each mortgage loan constitutes a qualified mortgage within the meaning of Section G(a)(3) of the 
Code.  

 Under the pooling agreement, the depositor will make the following representation and warranty to 
the trust in respect of the mortgage loans: 

• Immediately prior to the sale and assignment by the depositor to the trustee on behalf of the trust of 
each mortgage loan, the depositor had good and marketable  title to each mortgage loan subject to no 
prior lien, claim, participation interest, mortgage, security interest, pledge, charge or other 
encumbrance or other interest of any nature; 

• As of the Closing Date, the Depositor has transferred all of its right, title and interest in the mortgage 
loans to the trustee on behalf of the trust. 

 In the event of a material breach of the representations and warranties made by the sponsor, the 
sponsor will be required to either cure the breach in all material respects, repurchase the affected mortgage 
loan or substitute for the affected mortgage loan.  In the event that a required loan document is not included in 
the mortgage files for the mortgage loans, the sponsor generally will also be required to either cure the defect 
or repurchase or substitute for the affected mortgage loan.  The purchase price for each mortgage loan 
repurchased by the sponsor will be equal to the stated principal balance of that mortgage loan as of the date of 
purchase, plus all accrued and unpaid interest on that mortgage loan, computed at the applicable mortgage 
rate through the end of the calendar month in which the purchase is effected, plus the amount of any 
unreimbursed advances and servicing advances made by the master servicer, plus in the case of a mortgage 
loan required to be purchased because that mortgage loan is in breach of the representation that it is in 
compliance with certain predatory and abusive-lending laws, any additional costs or damages incurred by the 
trust as assignee or purchaser of that mortgage loan.  The proceeds of the purchase will be treated as a 
prepayment of the mortgage loan for purposes of distributions to certificateholders.  See “The Trust—
Assignment of the Mortgage Loans and Other Assets to the Trust” in this prospectus supplement for a 
description of the requirements with respect to substitutions of mortgage loans.   
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Criteria for Selection of Mortgage Loans  

 The sponsor selected the mortgage loans from among its portfolio of mortgage loans held for sale 
based on a variety of considerations, including type of mortgage loan, geographic concentration, range of 
mortgage interest rates, principal balance, credit scores and other characteristics described in Appendix A 
(which is incorporated by reference into this prospectus supplement) to this prospectus supplement, and 
taking into account investor preferences and the depositor’s objective of obtaining the most favorable 
combination of ratings on the certificates.   

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 75 of 317



 

 S-70  

 

DESCRIPTION OF THE CERTIFICATES 

General 

 The offered certificates will be issued pursuant to the pooling agreement.  Summaries of the specific 
terms and provisions pursuant to which such certificates will be issued are presented below.  The following 
summaries do not purport to be complete and are subject to, and are qualified in their entirety by reference to, 
the provisions of the pooling agreement.  When particular provisions or terms used in the pooling agreement 
are referred to, the actual provisions (including definitions of terms) are incorporated by reference. 

 The Long Beach Mortgage Loan Trust 2006-2 Asset-Backed Certificates, Series 2006-2 will consist 
of the following classes: 

• Class I-A 
• Class II-A1 
• Class II-A2 
• Class II-A3 
• Class II-A4 
• Class M-1 
• Class M-2 

• Class M-3 
• Class M-4 
• Class M-5 
• Class M-6 
• Class M-7 
• Class M-8 
• Class M-9 

• Class M-10 
• Class B 
• Class C 
• Class P 
• Class R 
• Class R-CX 
• Class R-PX 

 
 Collectively, the certificates will represent all of the beneficial interests in the trust.  The certificates 
will have the following designations: 

Group I Senior Certificates.................  Class I-A Certificates. 

Group II Senior Certificates ...............  Class II-A1 Certificates, Class II-A2 Certificates, Class II-A3 
Certificates and Class II-A4 Certificates. 

Class A Certificates...........................  Group I Senior Certificates and Group II Senior Certificates. 

Mezzanine Certificates ......................  Class M-1 Certificates, Class M-2 Certificates, Class M-3 
Certificates, Class M-4 Certificates, Class M-5 Certificates, 
Class M-6 Certificates, Class M-7 Certificates, Class M-8 
Certificates, Class M-9 Certificates and Class M-10 
Certificates. 

Residual Certificates..........................  Class R Certificates, Class R-CX Certificates and Class R-PX 
Certificates. 

Certificates .......................................  Class A Certificates, Mezzanine Certificates, Class B 
Certificates, Class C Certificates, Class P Certificates and 
Residual Certificates. 

Subordinate Certificates{ XE 
"Subordinate Certificates" 
}.................................................  

Mezzanine Certificates, Class B Certificates and Class C 
Certificates. 

 Only the Class A Certificates and the Mezzanine Certificates are offered by this prospectus 
supplement.  The Class B Certificates, the Class C Certificates, the Class P Certificates and the Residual 
Certificates are not offered by this prospectus supplement. 
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 The Class I-A Certificates will generally represent interests in the Group I mortgage loans, and the 
Class II-A1 Certificates, the Class II-A2 Certificates, the Class II-A3 Certificates and the Class II-A4 
Certificates will generally represent interests in the Group II mortgage loans.  The Mezzanine Certificates and 
the Class B Certificates will represent interests in all of the mortgage loans.   

 The Class A Certificates and the Mezzanine Certificates will have the original certificate principal 
balances specified on the cover of this prospectus supplement.  The Class B Certificates will have an original 
certificate principal balance of $30,038,000.  The original certificate principal balance of the Class C 
Certificates will be approximately $54,068,053, which will be equal to the excess of the aggregate principal 
balance of the mortgage loans as of the cut-off date over the original certificate principal balances of the Class 
A Certificates, the Mezzanine Certificates, the Class B Certificates and the Class P Certificates.  The Class P 
Certificates will have an original certificate principal balance of $100 and will not bear interest.  The Class P 
Certificates will be entitled to all prepayment charges received in respect of the related mortgage loans and 
such amounts will not be available for distribution to the holders of the offered certificates or the Class B 
Certificates.  The Residual Certificates will not have original certificate principal balances and will not bear 
interest. 

 The offered certificates and the Class B Certificates will be issued in book-entry form as described 
below.  The offered certificates and the Class B Certificates will be issued in minimum denominations of 
$25,000 original certificate principal balance and integral multiples of $1.00 in excess thereof.  The "final 
scheduled distribution date" { XE "final scheduled distribution date" } for the offered certificates and the 
Class B Certificates is in March 2036.  It is intended that the amounts deposited in the final maturity reserve 
account will be sufficient to retire the offered certificates and the Class B Certificates on the final scheduled 
distribution date, even though mortgage loans having 40-year original terms to maturity may remain 
outstanding.  The actual final distribution date for the offered certificates or the Class B Certificates may 
occur earlier or later, and could be significantly earlier, than the final scheduled distribution date. 

 Distributions on the offered certificates and the Class B Certificates will be made by the trustee on the 
25th day of each month, or if such day is not a business day, on the first business day after that, commencing 
in April 2006 (each, a “distribution date{ XE "distribution date" }”), to the persons in whose names such 
certificates are registered at the close of business on the related record date.  The “record date{ XE "record 
date" }” for the offered certificates and the Class B Certificates and any distribution date (for so long as they 
are book-entry certificates) is the business day immediately preceding such distribution date and the “record 
date” for any book-entry certificate that becomes a definitive certificate is the last business day of the month 
immediately preceding the month in which the related distribution date occurs.   

 A NIMS policy may be issued by the NIMS insurer covering certain payments to be made on NIMS 
which may be issued by an affiliate of the depositor or by one or more entities sponsored by an affiliate of the 
depositor after the closing date.  The NIMS are not offered hereby and, if issued, the NIMS would be backed, 
in whole or in part, by cashflow received on the Class C Certificates and the Class P Certificates, which are 
not offered hereby.  The NIMS, if issued, would not be backed by the trust (other than by the interests 
represented by the Class C Certificates and the Class P Certificates) or by any of the offered certificates or the 
Class B Certificates. 

Book Entry Certificates 

 The offered certificates will be “book-entry certificates{ XE "book-entry certificates" }” (for so long 
as they are registered in the name of the applicable depository or its nominee).  Persons acquiring beneficial 
ownership interests in the book-entry certificates (“certificate owners{ XE "certificate owners" }”) will hold 
such certificates through The Depository Trust Company (“DTC{ XE "DTC" }”) in the United States, or, 
upon request, through Clearstream Banking Luxembourg, formerly known as Cedelbank SA (“Clearstream{ 
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XE "Clearstream" }”), or the Euroclear System (“Euroclear{ XE "Euroclear" }”) in Europe, if they are 
participants of such systems, or indirectly through organizations which are participants in such systems.  The 
book-entry certificates will be issued in one or more certificates which equal the aggregate certificate 
principal balance of such certificates and will initially be registered in the name of Cede & Co., the nominee 
of DTC.  Clearstream and Euroclear will hold omnibus positions on behalf of their participants through 
customers’ securities accounts in Clearstream’s and Euroclear’s names on the books of their respective 
depositaries which in turn will hold such positions in customers’ securities accounts in the depositaries’ 
names on the books of DTC.  Citibank will act as depositary for Clearstream and JP Morgan Chase Bank will 
act as depositary for Euroclear (in such capacities, individually the “relevant depositary{ XE "relevant 
depositary" }” and collectively the “European depositaries{ XE "European depositaries" }”).  Investors may 
hold such beneficial interests in the book-entry certificates in minimum denominations of $25,000.  Except as 
described below, no certificate owner acquiring a book-entry certificate (each, a “beneficial owner{ XE 
"beneficial owner" }”) will be entitled to receive a physical certificate representing such certificate (a 
“definitive certificate{ XE "definitive certificate" }”).  Unless and until definitive certificates are issued, it is 
anticipated that the only certificateholder of the offered certificates will be Cede & Co., as nominee of DTC.  
Certificate owners will not be “certificateholders” as that term is used in the pooling agreement.  Certificate 
owners are only permitted to exercise their rights indirectly through DTC and participants of DTC. 

 The certificate owner’s ownership of a book-entry certificate will be recorded on the records of the 
brokerage firm, bank, thrift institution or other financial intermediary (each, a “financial intermediary{ XE 
"financial intermediary" }”) that maintains the certificate owner’s account for such purpose.  In turn, the 
financial intermediary’s ownership of such book-entry certificate will be recorded on the records of DTC (or 
of a participating firm that acts as agent for the financial intermediary, whose interest will in turn be recorded 
on the records of DTC, if the beneficial owner’s financia l intermediary is not a DTC participant and on the 
records of Clearstream or Euroclear, as appropriate).   

 Certificate owners will receive all distributions of principal of and interest on the book-entry 
certificates from the trustee through DTC and DTC participants.  While the book-entry certificates are 
outstanding (except under the circumstances described below), under the rules, regulations and procedures 
creating and affecting DTC and its operations, DTC is required to make book-entry transfers among DTC 
participants on whose behalf it acts with respect to the book-entry certificates and is required to receive and 
transmit distributions of principal of and interest on, the book-entry certificates.  DTC participants and 
indirect participants with whom certificate owners have accounts with respect to book-entry certificates are 
similarly required to make book-entry transfers and receive and transmit such distributions on behalf of their 
respective certificate owners.  Accordingly, although certificate owners will not possess certificates 
representing their respective interests in the book-entry certificates, the DTC rules provide a mechanism by 
which certificate owners will receive distributions and will be able to transfer their interest.  

 Certificate owners will not receive or be entitled to receive certificates representing their respective 
interests in the book-entry certificates, except under the limited circumstances described below.  Unless and 
until definitive certificates are issued, certificate owners who are not DTC participants may transfer 
ownership of book-entry certificates only through DTC participants and indirect participants by instructing 
such DTC participants and indirect participants to transfer book-entry certificates, by book-entry transfer, 
through DTC for the account of the purchasers of such book-entry certificates, which account is maintained 
with their respective DTC participants.  Under the DTC rules and in accordance with DTC’s normal 
procedures, transfers of ownership of book-entry certificates will be executed through DTC and the accounts 
of the respective DTC participants at DTC will be debited and credited.  Similarly, the DTC participants and 
indirect participants will make debits or credits, as the case may be, on their records on behalf of the selling 
and purchasing certificate owners.  
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 Because of time zone differences, credits of securities received in Clearstream or Euroclear as a result 
of a transaction with a DTC participant will be made during subsequent securities settlement processing and 
dated the business day following the DTC settlement date.  Such credits or any transactions in such securities 
settled during such processing will be reported to the relevant Euroclear participants or Clearstream 
participants on such business day.  Cash received in Clearstream or Euroclear as a result of sales of securities 
by or through a Clearstream participant or Euroclear participant to a DTC participant will be received with 
value on the DTC settlement date but will be available in the relevant Clearstream or Euroclear cash account 
only as of the business day following settlement in DTC.  For information with respect to tax documentation 
procedures relating to the certificates, see “Federal Income Tax Consequences—REMICs—Backup 
Withholding With Respect to REMIC Certificates” and “—Foreign Investors in REMIC Certificates” in the 
accompanying prospectus and “Global Clearance, Settlement and Tax Documentation Procedures—Certain 
U.S. Federal Income Tax Documentation Requirements” in Annex I, which is incorporated in this prospectus 
supplement by reference.  

 Transfers between DTC participants will occur in accordance with DTC rules.  Transfers between 
Clearstream participants and Euroclear participants will occur in accordance with their respective rules and 
operating procedures.  

 Cross-market transfers between persons holding directly or indirectly through DTC, on the one hand, 
and directly or indirectly through Clearstream participants or Euroclear participants, on the other, will be 
effected in DTC in accordance with DTC rules on behalf of the relevant European international clearing 
system by the relevant depositary; however, such cross market transactions will require delivery of 
instructions to the relevant European international clearing system by the counterparty in such system in 
accordance with its rules and procedures and within its established deadlines (European time).  The relevant 
European international clearing system will, if the transaction meets its settlement requirements, deliver 
instructions to the relevant depositary to take action to effect final settlement on its behalf by delivering or 
receiving securities in DTC, and making or receiving payment in accordance with normal procedures for 
same day funds settlement applicable to DTC.  Clearstream participants and Euroclear participants may not 
deliver instructions directly to the European depositaries.  

 DTC which is a New York-chartered limited purpose trust company, performs services for its DTC 
participants, some of which (and/or their representatives) own DTC.  In accordance with its normal 
procedures, DTC is expected to record the positions held by each DTC participant in the book-entry 
certificates, whether held for its own account or as a nominee for another person.  In general, beneficial 
ownership of book-entry certificates will be subject to the DTC rules, as in effect from time to time.  

 Clearstream, 67 Bd Grande-Duchesse Charlotte, L-1331 Luxembourg, a Luxembourg limited liability 
company, was formed in January 2000 through the merger of Cedel International and Deutsche Boerse 
Clearing, the shareholders of which comprise 93 of the world’s major financial institutions.  

 Clearstream is registered as a bank in Luxembourg, and as such is subject to regulation by the 
Institute Monetaire Luxembourgeois, the Luxembourg Monetary Authority, which supervises Luxembourg 
banks.   

 Clearstream holds securities for its customers (“Clearstream participants{ XE "Clearstream 
participants" }”) and facilitates the clearance and settlement of securities transactions by electronic book-entry 
transfers between their accounts.  Clearstream provides various services, including safekeeping, 
administration, clearance and settlement of internationally traded securities and securities lending and 
borrowing.  Clearstream also deals with domestic securities markets in several countries through established 
depository and custodial relationships.  Clearstream has established an electronic bridge with the Euroclear 
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operator in Brussels to facilitate settlement of trades between systems.  Clearstream currently accepts over 
70,000 securities issues on its books.   

 Clearstream’s customers are world-wide financial institutions including underwriters, securities 
brokers and dealers, banks, trust companies and clearing corporations.  Clearstream’s United States customers 
are limited to securities brokers and dealers and banks.  Currently, Clearstream has approximately 3,000 
customers located in over 60 countries, including all major European countries, Canada, and the United 
States.  Indirect access to Clearstream is available to other institutions which clear through or maintain a 
custodial relationship with an account holder of Clearstream.  

 Euroclear was created in 1968 to hold securities for its participants (“Euroclear participants{ XE 
"Euroclear participants" }”) and to clear and settle transactions between Euroclear participants through 
simultaneous electronic book-entry delivery against payment, thereby eliminating the need for physical 
movement of certificates and any risk from lack of simultaneous transfers of securities and cash.  The 
Euroclear System is owned by Euroclear plc and operated through a license agreement by Euroclear Bank 
S.A./N.V., a bank incorporated under the laws of the Kingdom of Belgium (the “Euroclear operator{ XE 
"Euroclear operator" }”).  The Euroclear operator is regulated and examined by the Belgian Banking and 
Finance Commission and the National Bank of Belgium.  

 The Euroclear operator holds securities and book-entry interests in securities for participating 
organizations and facilitates the clearance and settlement of securities transactions between Euroclear 
participants, and between Euroclear participants and participants of certain other securities intermediarie s, 
through electronic book-entry changes in accounts of such participants or other securities intermediaries.  The 
Euroclear operator provides Euroclear participants, among other things, with safekeeping, administration, 
clearance and settlement, securitie s lending and borrowing, and related services.  

 Non-participants of Euroclear may hold and transfer book-entry interests in the book-entry 
certificates through accounts with a Euroclear participant or any other securities intermediary that holds a 
book-entry interest in the book-entry certificates through one or more securities intermediaries standing 
between such other securities intermediary and the Euroclear operator.  

 Securities clearance accounts and cash accounts with the Euroclear operator are governed by the 
Terms and Conditions Governing Use of Euroclear and the related Operating Procedures of the Euroclear 
System and applicable Belgian law (collectively, the “Terms and Conditions{ XE "Terms and Conditions" 
}”).  The Terms and Conditions govern transfers of securities and cash within Euroclear, withdrawals of 
securities and cash from Euroclear, and receipts of payments with respect to securities in Euroclear.  All 
securities in Euroclear are held on a fungible basis without attribution of specific certificates to specific 
securities clearance accounts.  The Euroclear operator acts under the Terms and Conditions only on behalf of 
Euroclear participants, and has no record of or relationship with persons holding through Euroclear 
participants.  

 Distributions on the book-entry certificates will be made on each distribution date by the trustee to 
Cede & Co. DTC will be responsible for crediting the amount of such payments to the accounts of the 
applicable DTC participants in accordance with DTC’s normal procedures.  Each DTC participant will be 
responsible for disbursing such payments to the certificate owners of the book-entry certificates that it 
represents and to each financial intermediary for which it acts as agent.  Each such financial intermediary will 
be responsible for disbursing funds to the certificate owners of the book-entry certificates that it represents.  

 Under a book-entry format, certificate owners of the book-entry certificates may experience some 
delay in their receipt of payments, since such payments will be forwarded by the trustee to Cede & Co.  
Distributions with respect to certificates held through Clearstream or Euroclear will be credited to the cash 
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accounts of Clearstream participants or Euroclear participants in accordance with the relevant system’s rules 
and procedures, to the extent received by the relevant depositary.  Such distributions will be subject to tax 
reporting in accordance with relevant United States tax laws and regulations.  See “Federal Income Tax 
Consequences—REMICs—Backup Withholding With Respect to REMIC Certificates” and “—Foreign 
Investors in REMIC Certificates” in the accompanying prospectus.  Because DTC can only act on behalf of 
financial intermediaries, the ability of a certificate owner to pledge book-entry certificates to persons or 
entities that do not participate in the depository system, or otherwise take actions in respect of such book-
entry certificates, may be limited due to the lack of physical certificates for such book-entry certificates.  In 
addition, issuance of the book-entry certificates in book-entry form may reduce the liquidity of such 
certificates in the secondary market since certain potential investors may be unwilling to purchase certificates 
for which they cannot obtain physical certificates.  

 Monthly reports on the trust will be provided to Cede & Co., as nominee of DTC, and may be made 
available by Cede & Co. to certificate owners upon request, in accordance with the rules, regulations and 
procedures creating and affecting the depository, and to the financial intermediaries to whose DTC accounts 
the book-entry certificates of such certificate owners are credited.  

 DTC has advised the trustee that, unless and until definitive certificates are issued, DTC will take any 
action permitted to be taken by the holders of the book-entry certificates under the pooling agreement only at 
the direction of one or more financial intermediaries to whose DTC accounts the book-entry certificates are 
credited, to the extent that such actions are taken on behalf of financial intermediaries whose holdings include 
such book-entry certificates.  Clearstream or the Euroclear operator, as the case may be, will take any other 
action permitted to be taken by a certificateholder under the pooling agreement on behalf of a Clearstream 
participant or Euroclear participant only in accordance with its relevant rules and procedures and subject to 
the ability of the relevant depositary to effect such actions on its behalf through DTC.  DTC may take actions, 
at the direction of the related DTC participants, with respect to some book-entry certificates which conflict 
with actions taken with respect to other book-entry certificates.  

 Definitive certificates will be issued to certificate owners of the book-entry certificates, or their 
nominees, rather than to DTC or its nominee, only if (a) DTC or the depositor advises the trustee in writing 
that DTC is no longer willing, qualified or able to discharge properly its responsibilities as nominee and 
depository with respect to the book-entry certificates and the depositor or the trustee is unable to locate a 
qualified successor, (b) the depositor notifies the trustee and DTC of its intent to terminate the book-entry 
system through DTC and, upon receipt of notice of such intent from DTC, the participants with a position in 
the book-entry certificates agree to initiate such termination or (c) after the occurrence of a Master Servicer 
Event of Default (as defined in the pooling agreement), certificate owners having percentage interests 
aggregating not less than 51% of the book-entry certificates advise the trustee and DTC through the financial 
intermediaries and the DTC participants in writing that the continuation of a book-entry system through DTC 
(or a successor thereto) is no longer in the best interests of certificate owners.  

 Upon the occurrence of any of the events described in the immediately preceding paragraph, the 
trustee will be required to notify all certificate owners of the occurrence of such event and the availability 
through DTC of definitive certificates.  Upon surrender by DTC of the global certificate or certificates 
representing the book-entry certificates and instructions for re-registration at the office of the trustee’s agent 
located at DB Services Tennessee, 648 Grassmere Park Road, Nashville, TN  37211-3658, Attn:  Transfer 
Unit or such other address as the trustee may designate from time to time, the trustee will issue definitive 
certificates, and thereafter the trustee will recognize the holders of such definitive certificates as 
certificateholders under the pooling agreement.  

 Although DTC, Clearstream and Euroclear have agreed to the foregoing procedures in order to 
facilitate transfers of book-entry certificates among DTC participants of DTC, Clearstream and Euroclear, 
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they are under no obligation to perform or continue to perform such procedures and such procedures may be 
discontinued at any time.  

 None of the depositor, the master servicer or the trustee will have any responsibility for any aspect of 
the records relating to or payments made on account of beneficial ownership interests of the book-entry 
certificates held by Cede & Co., as nominee for DTC, or for maintaining, supervising or reviewing any 
records relating to such beneficial ownership interests.  

Allocation of Available Funds  

 Distributions with respect to the offered certificates and the Class B Certificates will be made on each 
distribution date primarily from available funds.  With respect to any distribution date, funds available for 
distribution to the certificateholders (“available funds{ XE "available funds" }”) will be equal to the sum of 
the following amounts with respect to the mortgage loans, net of amounts reimbursable therefrom to the 
master servicer or the trustee:  (i) the aggregate amount of monthly payments on the mortgage loans due on 
the related due date and received by the determination date, after deduction of the servicing fee for such 
distribution date and any accrued and unpaid servicing fees in respect of any prior distribution dates, (ii) 
certain unscheduled payments in respect of the mortgage loans, including any prepayments, insurance 
proceeds, net liquidation proceeds, subsequent recoveries, termination price deposits and proceeds from 
repurchases of and substitutions for such mortgage loans occurring during the related prepayment period, 
excluding prepayment charges and any prepayment interest excess, and (iii) payments from the master 
servicer in connection with advances and prepayment interest shortfalls for such distribution date.  The 
holders of the Class P Certificates will be entitled to all prepayment charges received on the mortgage loans 
and such amounts will not be part of available funds or available for distribution with respect to the offered 
certificates or the Class B Certificates. 

 The Class I-A Certificates will generally represent interests in the Group I mortgage loans, and the 
Class II-A1 Certificates, the Class II-A2 Certificates, the Class II-A3 Certificates and the Class II-A4 
Certificates will generally represent interests in the Group II mortgage loans.  The Mezzanine Certificates and 
the Class B Certificates will represent interests in all of the mortgage loans. 

Interest Distributions on the Offered Certificates and the Class B Certificates 

 On each distribution date, the trustee will withdraw from the distribution account that portion of 
available funds equal to the Group I Interest Remittance Amount and the Group II Interest Remittance 
Amount for such distribution date, and make the following disbursements and transfers in the order of priority 
described below, in each case to the extent of the Group I Interest Remittance Amount or the Group II Interest 
Remittance Amount, as applicable, remaining for such distribution date: 

 (i)  the Group I Interest Remittance Amount will be distributed as follows: 

 (A) first, to the supplemental interest account for payment to the swap counterparty, the 
Group I Net Swap Payment, provided a swap default has not occurred and is not continuing, and any 
unpaid Group I Swap Termination Payment (including any amount remaining unpaid from prior 
distribution dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party 
(each, as defined in the swap agreement)), as applicable for the related distribution date;  

 (B) second, to the supplemental interest account for payment to the swap counterparty, 
the Group II Net Swap Payment, provided a swap default has not occurred and is not continuing, and 
any unpaid Group II Swap Termination Payment (including any amount remaining unpaid from prior 
distribution dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party 
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(each, as defined in the swap agreement)), as applicable for the related distribution date to the extent 
not paid pursuant to clause (ii)(A) below;  

 (C) third, to the final maturity reserve account, the Group I Final Maturity Reserve 
Amount, if any, for such distribution date;  

 (D) fourth, to the final maturity reserve account, the Group II Final Maturity Reserve 
Amount, if any, for such Distribution Date, to the extent not paid pursuant to clause (ii)(C) below;  

 (E) fifth, to the Class I-A Certificates, the Monthly Interest Distributable Amount and any 
Unpaid Interest Shortfall Amount for such class; and 

 (F) sixth, concurrently, to the Class II-A1 Certificates, the Class II-A2 Certificates, the 
Class II-A3 Certificates and the Class II-A4 Certificates, the Monthly Interest Distributable Amount 
and any Unpaid Interest Shortfall Amount for such classes, in each case, to the extent not paid 
pursuant to clause (ii)(E) below, allocated among the Class II-A1 Certificates, the Class II-A2 
Certificates, the Class II-A3 Certificates and the Class II-A4 Certificates, pro rata , based on their 
respective entitlements. 

 (ii)  the Group II Interest Remittance Amount will be distributed as follows: 

 (A) first, to the supplemental interest account for payment to the swap counterparty, the 
Group II Net Swap Payment, provided a swap default has not occurred and is not continuing, and any 
unpaid Group II Swap Termination Payment (including any amount remaining unpaid from prior 
distribution dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party 
(each, as defined in the swap agreement)), as applicable for the related distribution date;  

 (B) second, to the supplemental interest account for payment to the swap counterparty, 
the Group I Net Swap Payment, provided a swap default has not occurred and is not continuing, and 
any unpaid Group I Swap Termination Payment (including any amount remaining unpaid from prior 
distribution dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party 
(each, as defined in the swap agreement)), as applicable for the related distribution date to the extent 
not paid pursuant to clause (i)(A) above;  

 (C) third, to the final maturity reserve account, the Group II Final Maturity Reserve 
Amount, if any, for such distribution date;  

 (D) fourth, to the final maturity reserve account, the Group I Final Maturity Reserve 
Amount, if any, for such distribution date, to the extent not paid pursuant to clause (i)(C) above;  

 (E) fifth, concurrently, to the Class II-A1 Certificates, the Class II-A2 Certificates, the 
Class II-A3 Certificates and the Class II-A4 Certificates, the Monthly Interest Distributable Amount 
and any Unpaid Interest Shortfall Amount for such classes, in each case allocated among the Class 
II-A1 Certificates, the Class II-A2 Certificates, the Class II-A3 Certificates and the Class II-A4 
Certificates, pro rata , based on their respective entitlements; and 

 (F) sixth, to the Class I-A Certificates, the Monthly Interest Distributable Amount and 
any Unpaid Interest Shortfall Amount for such class, to the extent not paid pursuant to clause (i)(E) 
above. 
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 (iii)  the sum of any Group I Interest Remittance Amount and Group II Interest Remittance 
Amount remaining undistributed following the distributions pursuant to clauses (i) and (ii) above will be 
distributed as follows: 

 first, to the Class M-1 Certificates, the related Monthly Interest Distributable Amount;  

 second, to the Class M-2 Certificates, the related Monthly Interest Distributable Amount;  

 third, to the Class M-3 Certificates, the related Monthly Interest Distributable Amount;  

 fourth, to the Class M-4 Certificates, the related Monthly Interest Distributable Amount;  

 fifth, to the Class M-5 Certificates, the related Monthly Interest Distributable Amount;  

 sixth, to the Class M-6 Certificates, the related Monthly Interest Distributable Amount;  

 seventh , to the Class M-7 Certificates, the related Monthly Interest Distributable Amount;  

 eighth, to the Class M-8 Certificates, the related Monthly Interest Distributable Amount;  

 ninth , to the Class M-9 Certificates, the related Monthly Interest Distributable Amount;  

 tenth , to the Class M-10 Certificates, the related Monthly Interest Distributable Amount; and 

 eleventh, to the Class B Certificates, the related Monthly Interest Distributable Amount.  

 Any Group I Interest Remittance Amount and Group II Interest Remittance Amount remaining 
undistributed following these distributions will be used in determining the amount of Net Monthly Excess 
Cashflow, if any, for such distribution date. 

 On any distribution date, any shortfalls resulting from the application of the Relief Act or similar state 
or local law and any prepayment interest shortfalls to the extent not covered by compensating interest paid by 
the master servicer will be allocated, first, to the Monthly Interest Distributable Amount with respect to the 
Class C Certificates and after that, to the Monthly Interest Distributable Amounts with respect to the offered 
certificates and the Class B Certificates, on a pro rata basis based on the respective amounts of interest 
accrued on such certificates for such distribution date.  The holders of the offered certificates and the Class B 
Certificates will not be entitled to reimbursement for any prepayment interest shortfalls not covered by the 
compensating interest paid by the master servicer or any shortfalls resulting from the application of the Relief 
Act or similar state or local law. 

 If on any distribution date, the offered certificates or the Class B Certificates do not receive the 
related Monthly Interest Distributable Amount and the related Unpaid Interest Shortfall Amount, if any, then 
such unpaid amounts will be recoverable by the holders of such classes, with interest on such unpaid amounts, 
on future distribution dates, as Unpaid Interest Shortfall Amounts, subject to the priorities described in this 
prospectus supplement.   

Principal Distributions on the Offered Certificates and the Class B Certificates 

 On each distribution date (a) prior to the Stepdown Date or (b) on which a Trigger Event is in effect, 
the offered certificates and the Class B Certificates will be entitled to receive distributions in respect of 
principal to the extent of the Group I Principal Distribution Amount and the Group II Principal Distribution 
Amount in the following amounts and order of priority: 
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 (i)  the Group I Principal Distribution Amount will be distributed as follows: 

 (A) first, to the supplemental interest account for payment to the swap counterparty, the 
Group I Net Swap Payment, provided a swap default has not occurred and is not continuing, and any 
unpaid Group I Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount and the Group II Interest Remittance Amount for such 
distribution date;  

 (B) second, to the supplemental interest account for payment to the swap counterparty, 
the Group II Net Swap Payment, provided a swap default has not occurred and is not continuing, and 
any unpaid Group II Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and the Group 
II Principal Distribution Amount for such distribution date;  

 (C)  third, to the final maturity reserve account, the Group I Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount and the Group II Interest Remittance Amount for such distribution date;   

 (D) fourth, to the final maturity reserve account, the Group II Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount, the Group II Interest Remittance Amount and the Group II Principal 
Distribution Amount for such distribution date;  

 (E)  fifth, to the Class I-A Certificates, until their certificate principal balance has been 
reduced to zero; and  

 (F) sixth, to the Group II Senior Certificates (allocated among the Group II Senior 
Certificates in the priority described below), until their certificate principal balances have been 
reduced to zero. 

 (ii)  the Group II Principal Distribution Amount will be distributed as follows: 

 (A) first, to the supplemental interest account for payment to the swap counterparty, the 
Group II Net Swap Payment, provided a swap default has not occurred and is not continuing, and any 
unpaid Group II Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount and the Group II Interest Remittance Amount for such 
distribution date;  

 (B) second, to the supplemental interest account for payment to the swap counterparty, 
the Group I Net Swap Payment, provided a swap default has not occurred and is not continuing, and 
any unpaid Group I Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and the Group I 
Principal Distribution Amount for such distribution date;  
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 (C) third, to the final maturity reserve account, the Group II Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount and the Group II Interest Remittance Amount for such distribution date;  

 (D) fourth, to the final maturity reserve account, the Group I Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount, the Group II Interest Remittance Amount and the Group I Principal Distribution 
Amount for such distribution date;  

 (E) fifth, to the Group II Senior Certificates (allocated among the Group II Senior 
Certificates in the priority described below), until their certificate principal balances have been 
reduced to zero; and 

 (F) sixth, to the Class I-A Certificates, until their certificate principal balance has been 
reduced to zero.  

 (iii)  the sum of any Group I Principal Distribution Amount and Group II Principal Distribution 
Amount remaining undistributed following the distributions pursuant to clauses (i) and (ii) above will be 
distributed in the following order of priority: 

 first, to the Class M-1 Certificates, until their certificate principal balance has been reduced to 
zero; 

 second, to the Class M-2 Certificates, until their certificate principal balance has been 
reduced to zero; 

 third, to the Class M-3 Certificates, until their certificate principal balance has been reduced 
to zero; 

 fourth, to the Class M-4 Certificates, until their certificate principal balance has been reduced 
to zero; 

 fifth, to the Class M-5 Certificates, until their certificate principal balance has been reduced to 
zero; 

 sixth, to the Class M-6 Certificates, until their certificate principal balance has been reduced 
to zero; 

 seventh , to the Class M-7 Certificates, until their certificate principal balance has been 
reduced to zero; 

 eighth, to the Class M-8 Certificates, until their certificate principal balance has been reduced 
to zero;  

 ninth , to the Class M-9 Certificates, until their certif icate principal balance has been reduced 
to zero; 

 tenth , to the Class M-10 Certificates, until their certificate principal balance has been reduced 
to zero; and  
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 eleventh, to the Class B Certificates, until their certificate principal balance has been reduced 
to zero. 

 Any principal remaining undistributed following these distributions will be used in determining the 
amount of Net Monthly Excess Cashflow, if any, for such distribution date. 

 On each distribution date (a) on or after the Stepdown Date and (b) on which a Trigger Event is not in 
effect, the offered certificates and Class B Certificates will be entitled to receive distributions in respect of 
principal to the extent of the Group I Principal Distribution Amount and the Group II Principal Distribution 
Amount in the following amounts and order of priority (the “Post-Stepdown Monthly Principal 
Distribution{ XE "Post-Stepdown Monthly Principal Distribution" }”): 

 (i)  the Group I Principal Distribution Amount will be distributed as follows: 

 (A) first, to the supplemental interest account for payment to the swap counterparty, the 
Group I Net Swap Payment, provided a swap default has not occurred and is not continuing, and any 
unpaid Group I Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount and the Group II Interest Remittance Amount for such 
distribution date;  

 (B) second, to the supplemental interest account for payment to the swap counterparty, 
the Group II Net Swap Payment, provided a swap default has not occurred and is not continuing, and 
any unpaid Group II Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and the Group 
II Principal Distribution Amount for such distribution date;  

 (C) third, to the final maturity reserve account, the Group I Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount and the Group II Interest Remittance Amount for such distribution date;  

 (D) fourth, to the final maturity reserve account, the Group II Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount, the Group II Interest Remittance Amount and the Group II Principal 
Distribution Amount for such distribution date;  

 (E)  fifth, to the Class I-A Certificates, the Group I Senior Principal Distribution Amount, 
until their certificate principal balance has been reduced to zero; and  

 (F) sixth, to the Group II Senior Certificates, the Group II Senior Principal Distribution 
Amount, to the extent not paid pursuant to clause (ii)(E) below (allocated among the Group II Senior 
Certificates in the priority described below), until their certificate principal balances have been 
reduced to zero. 

 (ii)  the Group II Principal Distribution Amount will be distributed as follows: 

 (A) first, to the supplemental interest account for payment to the swap counterparty, the 
Group II Net Swap Payment, provided a swap default has not occurred and is not continuing, and any 
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unpaid Group II Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount and the Group II Interest Remittance Amount for such 
distribution date;  

 (B) second, to the supplemental interest account for payment to the swap counterparty, 
the Group I Net Swap Payment, provided a swap default has not occurred and is not continuing, and 
any unpaid Group I Swap Termination Payment (including any amount not paid on prior distribution 
dates) (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), as applicable, remaining unpaid after giving effect to the distribution 
of the Group I Interest Remittance Amount, the Group II Interest Remittance Amount and the Group I 
Principa l Distribution Amount for such distribution date;  

 (C) third, to the final maturity reserve account, the Group II Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount and the Group II Interest Remittance Amount for such distribution date;  

 (D) fourth, to the final maturity reserve account, the Group I Final Maturity Reserve 
Amount, if any, remaining unpaid after giving effect to the distribution of the Group I Interest 
Remittance Amount, the Group II Interest Remittance Amount and the Group I Principal Distribution 
Amount for such distribution date;  

 (E) fifth, to the Group II Senior Certificates, the Group II Senior Principal Distribution 
Amount (allocated among the Group II Senior Certificates in the priority described below), until their 
certificate principal balances have been reduced to zero; and 

 (F) sixth, to the Class I-A Certificates, the Group I Senior Principal Distribution Amount, 
to the extent not paid pursuant to clause (i)(E) above, until their certificate principal balance has been 
reduced to zero. 

 (iii)  the sum of any Group I Principal Distribution Amount and Group II Principal Distribution 
Amount remaining undistributed following the distribution pursuant to clauses (i) and (ii) above will be 
distributed in the following order of priority:   

 first, to the Class M-1 Certificates, the Class M-1 Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero; 

 second, to the Class M-2 Certificates, the Class M-2 Principal Distribution Amount, until 
their certificate principal balance has been reduced to zero; 

 third, to the Class M-3 Certificates, the Class M-3 Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero;  

 fourth, to the Class M-4 Certificates, the Class M-4 Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero;  

 fifth, to the Class M-5 Certificates, the Class M-5 Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero;  
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 sixth, to the Class M-6 Certificates, the Class M-6 Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero;  

 seventh , to the Class M-7 Certificates, the Class M-7 Principal Distribution Amount, until 
their certificate principal balance has been reduced to zero; 

 eighth, to the Class M-8 Certificates, the Class M-8 Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero; 

 ninth , to the Class M-9 Certificates, the Class M-9 Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero; 

 tenth , to the Class M-10 Certificates, the Class M-10 Principal Distribution Amount, until 
their certificate principal balance has been reduced to zero; and 

 eleventh, to the Class B Certificates, the Class B Principal Distribution Amount, until their 
certificate principal balance has been reduced to zero.   

 Any principal remaining undistributed following these distributions will be used in determining the 
amount of Net Monthly Excess Cashflow, if any, for such distribution date. 

 With respect to the Group II Senior Certificates, all principal distributions will be allocated 
sequentially, to the Class II-A1 Certificates, the Class II-A2 Certificates, the Class II-A3 Certificates and the 
Class II-A4 Certificates, in each case, until their certificate principal balances have been reduced to zero, with 
the exception that beginning on the first distribution date on or after which the certificate principal balances of 
the Mezzanine Certificates have been reduced to zero and the Net Monthly Excess Cashflow and 
Overcollateralized Amount for such distribution date are insufficient to cover realized losses on the Group II 
mortgage loans, principal distributions among the Group II Senior Certificates will be allocated, pro rata, 
based on their certificate principal balances, in each case, until their certificate principal balances have been 
reduced to zero. 

 The allocation of distributions in respect of principal to the Class A Certificates on each distribution 
date (a) prior to the Stepdown Date or (b) on which a Trigger Event has occurred, will have the effect of 
accelerating the amortization of the Class A Certificates while, in the absence of realized losses, increasing 
the respective percentage interest in the principal balance of the mortgage loans evidenced by the Subordinate 
Certificates.  Increasing the respective percentage interest in the trust of the Subordinate Certificates relative 
to that of the Class A Certificates is intended to preserve the availability of the subordination provided by the 
Subordinate Certificates. 

Credit Enhancement 

 The credit enhancement provided for the benefit of the holders of the offered certificates and the 
Class B Certificates consists of subordination, excess interest, overcollateralization, allocation of losses and 
cross-collateralization, each as described in this prospectus supplement.  The offered certificates will also 
have the benefit of the swap agreement. 

Subordination 

 The rights of the Subordinate Certificates to receive distributions will be subordinated, to the extent 
described in this prospectus supplement, to the rights of the Class A Certificates.  This subordination is 
intended to enhance the likelihood of regular receipt by the holders of the Class A Certificates of the full 
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amount of their scheduled monthly payments of interest and principal, and to afford such holders protection 
against realized losses. 

 The protection afforded to the Class A Certificates by means of the subordination of the Subordinate 
Certificates will be accomplished by (i) the preferential right of the Class A Certificates to receive on any 
distribution date, prior to distributions on the Subordinate Certificates, distributions in respect of interest and 
principal, subject to funds available for such distributions, and (ii) if necessary, the right of the Class A 
Certificates to receive future distributions of amounts that would otherwise be payable to the Subordinate 
Certificates. 

 The Class M-1 Certificates, the Class M-2 Certificates, the Class M-3 Certificates, the Class M-4 
Certificates, the Class M-5 Certificates, the Class M-6 Certificates, the Class M-7 Certificates, the Class M-8 
Certificates, the Class M-9 Certificates, the Class M-10 Certificates and then, the Class B Certificates will 
have the right to receive distributions in respect of the mortgage loans in that order.  The rights of the 
Mezzanine Certificates and the Class B Certificates to receive distributions in respect of the mortgage loans 
will be senior to the rights of the Class C Certificates to the extent described in this prospectus supplement.  
This subordination is intended to enhance the likelihood of regular receipt by the more senior classes of 
certificates of distributions in respect of interest and principal and to afford such classes of certificates 
protection against realized losses. 

Excess Interest 

 The weighted average net mortgage rate for the mortgage loans each month is generally expected to 
be higher than the weighted average of the Pass-Through Rates on the offered certificates and the Class B 
Certificates for the related distribution date.  As a result of the foregoing and as a result of 
overcollateralization, interest collections on the mortgage loans each month are expected to be generated in 
excess of the amount of interest payable to the offered certificates and the Class B Certificates, the Net Swap 
Amount, the Aggregate Final Maturity Reserve Amount and the related fees and expenses payable by the trust 
on the related distribution date.  The pooling agreement will require that, on each distribution date, any Net 
Monthly Excess Cashflow be applied on such distribution date as an accelerated payment of principal on the 
class or classes of certificates then entitled to receive distributions in respect of principal, but only to the 
limited extent described in this prospectus supplement. 

 With respect to any distribution date, any Net Monthly Excess Cashflow will be paid in the following 
order of priority, in each case to the extent of the Net Monthly Excess Cashflow remaining undistributed: 

 (i)  to the certificates then entitled to receive distributions in respect of principal, in an amount 
equal to the sum of any Extra Principal Distribution Amount and the Remaining Principal Distribution 
Amount for such distribution date, payable to such certificates as part of the Group I Principal Distribution 
Amount or the Group II Principal Distribution Amount, as applicable, as described under “Allocation of 
Available Funds—Principal Distributions on the Offered Certificates and the Class B Certificates” above; 

 (ii)  concurrently, to the Class A Certificates, in an amount equal to the Unpaid Interest Shortfall 
Amount, if any, for such classes for such distribution date to the extent remaining unpaid after distribution of 
the Group I Interest Remittance Amount and the Group II Interest Remittance Amount on such distribution 
date, allocated among such classes pro rata, based on their respective entitlements; 

 (iii)  to the Class M-1 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 
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 (iv) to the Class M-1 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (v) to the Class M-2 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (vi)  to the Class M-2 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (vii)  to the Class M-3 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (viii)  to the Class M-3 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (ix) to the Class M-4 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (x) to the Class M-4 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (xi)  to the Class M-5 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (xii)  to the Class M-5 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (xiii)  to the Class M-6 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (xiv)  to the Class M-6 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (xv) to the Class M-7 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (xvi)  to the Class M-7 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (xvii)  to the Class M-8 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (xviii)  to the Class M-8 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (xix)  to the Class M-9 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (xx) to the Class M-9 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 
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 (xxi)  to the Class M-10 Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (xxii)  to the Class M-10 Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (xxiii)  to the Class B Certificates, in an amount equal to the Unpaid Interest Shortfall Amount, if 
any, for such class for such distribution date; 

 (xxiv)  to the Class B Certificates, in an amount equal to the Allocated Realized Loss Amount, if 
any, for such class for such distribution date; 

 (xxv)  to the reserve fund, the amount equal to the difference between any Net WAC Rate Carryover 
Amounts with respect to the offered certificates and the Class B Certificates for such distribution date and any 
amounts deposited in the reserve fund pursuant to this clause (xxv) that were not distributed on the prior 
distribution date; 

 (xxvi)  to the supplemental interest account, for payment to the swap counterparty, any unpaid Swap 
Termination Payment payable by the trust (including any amount remaining unpaid from prior distribution 
dates) (only if the swap counterparty is the Defaulting Party or the sole Affected Party (each as defined in the 
swap agreement)); 

 (xxvii)  if such distribution date follows the prepayment period during which occurs the latest date on 
which a prepayment charge may be required to be paid in respect of any mortgage loan, to the Class P 
Certificates, in reduction of their certificate principal balance, until their certificate principal balance is 
reduced to zero; 

 (xxviii)  to the Class C Certificates as provided in the pooling agreement; and 

 (xxix)  any remaining amounts to the Residual Certificates as provided in the pooling agreement. 

 On each distribution date, after making the distributions of the available funds (including the Net 
Monthly Excess Cashflow) as described above, the trustee will withdraw the amounts on deposit in the 
reserve fund and will distribute such amounts to the offered certificates and the Class B Certificates as 
described under “Pass-Through Rates” below in this prospectus supplement. 

 On each distribution date, the trustee will withdraw from the distribution account all amounts 
representing prepayment charges in respect of the mortgage loans received during the related prepayment 
period and will distribute those amounts to the Class P Certificates. 

Overcollateralization Provisions 

 As of the closing date, the aggregate stated principal balance of the mortgage loans as of the cut-off 
date will exceed the aggregate certificate principal balance of the Class A Certificates, the Mezzanine 
Certificates, the Class B Certificates and the Class P Certificates on the closing date by approximately 
$54,068,053, which will be equal to the original certificate principal balance of the Class C Certificates.  Such 
amount represents approximately 1.80% of the aggregate stated principal balance of the mortgage loans as of 
the cut-off date, and is approximately equal to the initial amount of overcollateralization that will be required 
to be provided under the pooling agreement.  Excess interest generated by the mortgage loans will be 
distributed as a payment of principal to the offered certificates and the Class B Certificates then entitled to 
distributions of principal to the extent necessary to maintain the required level of overcollateralization.  The 
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required level of overcollateralization may be permitted to step down as provided in the pooling agreement.  
We cannot assure you that sufficient interest will be generated by the mortgage loans to maintain the required 
level of overcollateralization. 

Allocation of Losses 

 Any realized losses on any distribution date, first, will reduce amounts distributable in respect of the 
Class C Certificates (through the reduction of the Net Monthly Excess Cashflow), second, will be absorbed by 
the reduction of overcollateralization and, third, will be allocated to the Mezzanine Certificates and the Class 
B Certificates in the following order, in each case until the related certificate principal balance has been 
reduced to zero:  to the Class B Certificates, to the Class M-10 Certificates, to the Class M-9 Certificates, to 
the Class M-8 Certificates, to the Class M-7 Certificates, to the Class M-6 Certificates, to the Class M-5 
Certificates, to the Class M-4 Certificates, to the Class M-3 Certificates, to the Class M-2 Certificates and to 
the Class M-1 Certificates. 

 Any allocation of realized losses to the Mezzanine Certificates or the Class B Certificates will be 
made by reducing their certificate principal balance by the amount so allocated as of the distribution date in 
the month following the prepayment period in which such realized loss was incurred.  Notwithstanding 
anything to the contrary in this prospectus supplement, in no event will the certificate principal balance of any 
Mezzanine Certificate or Class B Certificate be reduced more than once in respect of any particular amount 
both (i) allocable to such certificate in respect of realized losses and (ii) payable as principal to such 
certificate from Net Monthly Excess Cashflow. 

 Once realized losses have been allocated to the Mezzanine Certificates or the Class B Certificates, 
such amounts with respect to such certificates will no longer accrue interest and will not be reinstated after 
that (other than amounts reinstated due to subsequent recoveries on a liquidated mortgage loan).  However, 
Allocated Realized Loss Amounts may be paid to the Mezzanine Certificates and the Class B Certificates 
from the Net Monthly Excess Cashflow, to the extent available, from amounts, if any, received from the swap 
counterparty pursuant to the swap agreement, according to the priorities described under “—Excess Interest” 
above. 

 Any Allocated Realized Loss Amounts to be reinstated on any distribution date due to subsequent 
recoveries will be reinstated to the Mezzanine Certificates and the Class B Certificates in the following order, 
in each case until the related Allocated Realized Loss Amount has been reduced to zero:  first to the Class 
M-1 Certificates, second to the Class M-2 Certificates, third to the Class M-3 Certificates, fourth to the Class 
M-4 Certificates, fifth to the Class M-5 Certificates, sixth to the Class M-6 Certificates, seventh to the Class 
M-7 Certificates, eighth to the Class M-8 Certificates, ninth to the Class M-9 Certificates, tenth to the Class 
M-10 Certificates and eleventh to the Class B Certificates.  Any Allocated Realized Loss Amounts to be 
reinstated to the Mezzanine Certificates or the Class B Certificates due to subsequent recoveries will be made 
by increasing the certificate principal balance of the related certificate by the amount so reinstated as of the 
distribution date in the month following the prepayment period in which such subsequent recoveries occurred. 

 The pooling agreement will not permit the allocation of realized losses to the Class A Certificates, the 
Class P Certificates or the Residual Certificates.  Investors in the Class A Certificates should note that 
although realized losses cannot be allocated to the Class A Certificates, under certain loss scenarios there will 
not be enough principal and interest on the mortgage loans to pay the Class A Certificates all interest and 
principal amounts to which such classes are then entitled.   
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Cross-Collateralization  

 The trust provides for limited cross-collateralization of the Group I Senior Certificates and the Group 
II Senior Certificates through the application of interest generated by one loan group to fund interest shortfalls 
on the Class A Certificates primarily supported by the other loan group and through the application of 
principal generated by one loan group to fund certain distributions of principal on the Class A Certificates 
primarily supported by the other loan group. 

The Swap Agreement  

 The offered certificates and the Class B Certificates will have the benefit of a swap agreement (the 
“swap agreement{ XE "swap agreement" }”) documented by a 1992 ISDA Master Agreement 
(Multicurrency-Cross Border), together with a Schedule and Confirmation between the trust and Bank of 
America, N.A. (in such capacity, the “swap counterparty{ XE "swap counterparty" }”). 

 Under the swap agreement, beginning on the distribution date in May 2006, on each distribution date 
through the distribution date in March 2011 (the “swap termination date{ XE “swap termination date” }”), 
the trust will be obligated to pay to the swap counterparty an amount equal to the product of (a) 5.000%, (b) a 
notional amount specified on Annex II, which is incorporated by reference into this prospectus supplement 
(the “swap notional amount{ XE “swap notional amount” }”) and (c) a fraction, the numerator of which is 
30 and the denominator of which is 360 (the “Swap Payment{ XE "Swap Payment" }”), and the swap 
counterparty will be obligated to pay to the trust an amount equal to the product of (x) one-month LIBOR (as 
determined pursuant to the swap agreement), (y) the swap notional amount for that distribution date, and (z) a 
fraction, the numerator of which is the actual number of days elapsed in each accrual period and the 
denominator of which is 360 (the “Counterparty Payment{ XE “Counterparty Payment” }”).  A Net Swap 
Payment will be required to be made on each distribution date by the trust to the swap counterparty, to the 
extent that the Swap Payment exceeds the corresponding Counterparty Payment.  A Net Counterparty 
Payment will be required to be made by the swap counterparty to the trust, to the extent that the Counterparty 
Payment exceeds the corresponding Swap Payment.  As of the closing date, the “significance percentage” as 
calculated in accordance with Item 1115 of Regulation AB under the Securities Act of 1933, as amended, will 
be less than 10%.  The swap counterparty may be replaced with another swap counterparty if the 
“significance percentage” becomes equal to or greater than 10%. 

 The swap agreement and any payments made by the swap counterparty pursuant to the swap 
agreement will be assets of the trust but will not be assets of any REMIC.  All payments to the swap 
counterparty from the trust and all payments to the trust from the swap counterparty required to be made 
under the swap agreement will be made through a reserve account (the “supplemental interest account{ XE 
"supplemental interest account" }”).   

 The respective obligations of the swap counterparty and the trust to pay scheduled amounts due under 
the swap agreement will be subject to the following conditions precedent: (1) no swap event of default or 
event that with the giving of notice or lapse of time or both would become a swap event of default shall have 
occurred and be continuing with respect to the other party under the swap agreement and (2) no “Early 
Termination Date” (as defined in the ISDA Master Agreement) has occurred or been effectively designated 
with respect to the swap agreement.   

 A “swap default{ XE "swap default" }” means the occurrence of a swap event of default, a 
termination event with respect to the swap agreement or an additional termination event with respect to the 
swap agreement. 
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 “Events of default{ XE "events of default" }” under the swap agreement (each a “swap event of 
default{ XE "swap event of default" }”) include the following standard events of default as described in 
Sections 5(a)(i), 5(a)(vii) and 5(a)(viii) of the ISDA Master Agreement:  

• “Failure to Pay or Deliver”; 

• “Bankruptcy” (except that clause (2) will not apply to the trust); and 

• “Merger without Assumption” (but only with respect to the swap counterparty).   

 “Termination Events” under the swap agreement (each a “termination event{ XE "termination 
event" }”) consist of the following standard events under the ISDA Master Agreement: 

• “Illegality” (which generally relates to changes in law causing it to become unlawful for either party 
to perform its obligations under the swap agreement);  

• “Tax Event” (which generally relates to either party to the swap agreement receiving a payment under 
the swap agreement from which an amount has been deducted or withheld for or on account of taxes 
due to a change in tax law); and 

• “Tax Event Upon Merger” (which generally relates to the swap counterparty’s making a payment 
under the swap agreement from which an amount has been deducted or withheld for or on account of 
taxes resulting from a merger).   

 In addition, there are “additional termination events{ XE "additional termination events" }”  

 (a) relating to the trust, as specified in the swap agreement; and 

 (b) relating to the swap counterparty’s ratings whereby, if the rating of the debt obligations of the 
swap counterparty falls below the levels specified in the swap agreement and the swap counterparty fails to 
perform one or more of the specified actions described below within the time specified in the swap 
agreement. 

 If the rating of the unsecured, unguaranteed and otherwise unsupported debt obligations of the swap 
counterparty:  

• falls below a short-term credit rating of “A-1” by S&P or, if no short-term credit rating is available 
from S&P, a long-term credit rating of “A+” by S&P; or 

• falls below a short-term credit rating of “P-1” (or are rated “P-1” and such rating is on credit watch 
for possible downgrade) and a long-term credit rating of “A1,” (or are rated “A1” and such rating is 
on credit watch for possible downgrade), or if no short-term credit rating is available from Moody’s, a 
long-term credit rating of “Aa3,” (or are rated “Aa3” and such rating is on credit watch for possible 
downgrade), in each case by Moody’s; or 

• falls below a short term credit rating of “F-1” by Fitch or a long term credit rating of “A” by Fitch; 

then the swap counterparty is required, at its cost, to perform one or more actions the details of which are 
specified in the Swap Agreement, including, but not limited to: 

• furnishing a guarantee of the swap counterparty’s obligations under the swap agreement from a 
guarantor; 
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• posting collateral securing its obligations under the swap agreement according to the terms of the 
swap agreement; or 

• finding a substitute swap counterparty to replace the swap counterparty that satisfies the swap 
counterparty ratings requirement.   

 If the swap counterparty shall fail to satisfy the swap counterparty ratings threshold, then the swap 
counterparty must seek to replace itself with a substitute counterparty that satisfies the swap counterparty 
ratings requirement and may in certain circumstances be required to post collateral while such counterparty is 
being found.  Failure to comply with the rating downgrade provisions set out in the swap agreement may 
constitute an additional termination event in respect of the swap counterparty. 

 “Swap counterparty ratings requirement{ XE "swap counterparty ratings requirement" }” will 
mean (a) either (i) the unsecured, unguaranteed and otherwise unsupported short-term debt obligations of the 
substitute swap counterparty are rated at least “A-1” by S&P or (ii) if the substitute swap counterparty does 
not have a short-term rating from S&P, the unsecured, unguaranteed and otherwise unsupported long-term 
senior debt obligations of the substitute swap counterparty are rated at least “A+” by S&P, (b) either (i) the 
unsecured, unguaranteed and otherwise unsupported long-term senior debt obligations of such substitute swap 
counterparty are rated at least “A1” by Moody’s (and if rated “A1” by Moody’s, such rating is not on watch 
for possible downgrade) and the unsecured, unguaranteed and otherwise unsupported short-term debt 
obligations of such substitute swap counterparty are rated at least “P-1” by Moody’s (and if rated “P-1” by 
Moody’s, such rating is not on watch for possible downgrade and remaining on watch for possible 
downgrade), or (ii) if such substitute swap counterparty does not have a short-term debt rating from Moody’s, 
the unsecured, unguaranteed and otherwise unsupported long-term senior debt obligations of such substitute 
swap counterparty are rated at least “Aa3” by Moody’s (and if rated “Aa3” by Moody’s, such rating is not on 
watch for possible downgrade), and (c) either (i) the unsecured, unguaranteed and otherwise unsupported 
long-term senior debt obligations of such substitute swap counterparty are rated at least “A” by Fitch or (ii) 
the unsecured, unguaranteed and otherwise unsupported short-term debt obligations of such substitute swap 
counterparty are rated at least “F1” by Fitch. 

 “Swap counterparty ratings threshold{ XE "swap counterparty ratings threshold" }” will mean (A) 
the unsecured, unguaranteed and otherwise unsupported long-term senior debt obligations of the swap 
counterparty are rated at least “BBB-” by S&P, (B) the unsecured, unguaranteed and otherwise unsupported 
long-term senior debt obligations of the swap counterparty are rated at least “A3” by Moody’s (and such 
rating is not on watch for possible downgrade) and the unsecured, unguaranteed and otherwise unsupported 
short-term debt obligations of the swap counterparty are rated at least “P-2” by Moody’s (and such rating is 
not on watch for possible downgrade), and (C) either (i) the unsecured, unguaranteed and otherwise 
unsupported long-term senior debt obligations of the swap counterparty are rated at least “BBB+” by Fitch, or 
(ii) the unsecured, unguaranteed and otherwise unsupported short-term debt obligations of the swap 
counterparty are rated at least “F-2” by Fitch.   

 Upon any swap default, the trust or the swap counterparty may be liable to make a termination 
payment (the “Swap Termination Payment{ XE "Swap Termination Payment" }”) to the other (regardless, if 
applicable, of which of the parties has caused the termination).  The Swap Termination Payment will be based 
on the value of the swap agreement computed in accordance with the procedures set forth in the swap 
agreement taking into account the present value of the unpaid amounts that would have been owed by the 
trust and the swap counterparty under the remaining scheduled term of the swap agreement.  In the event that 
the trust is required to make a Swap Termination Payment, that payment will be paid from the trust on the 
related distribution date, and on any subsequent distribution dates until paid in full, in accordance with the 
priorities set forth under “Description of the Certificates—Allocation of Available Funds.” 
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 To the extent that any payments are received from a substitute swap counterparty as payment by such 
replacement swap counterparty to enter into the replacement transaction(s), such specific amounts shall be 
used to pay any termination payments owed to the swap counterparty that is being replaced. 

 The Net Swap Payments and the Swap Termination Payment, if any, payable by the trust and 
deposited in the supplemental interest account by the trust as described under “Description of the 
Certificates—Allocation of Available Funds,” “—Credit Enhancement—Excess Interest” and “—Final 
Maturity Reserve Account—Application of Amounts on Deposit in the Final Maturity Reserve Account” will 
be distributed to the swap counterparty on the related distribution date.  The Net Counterparty Payments and 
the Swap Termination Payment, if any, payable by the swap counterparty to the trust and deposited in the 
supplemental interest account will be distributed to the swap counterparty and to the holders of the offered 
certificates and the Class B Certificates on each distribution date, after giving effect to all other distributions, 
other than distributions from the reserve fund and the final maturity reserve account, as follows: 

(i)  first, for payment to the swap counterparty, any unpaid Swap Termination Payment payable 
by the Trust, including any amount remaining unpaid from prior distribution dates (unless the 
swap counterparty is the Defaulting Party or the sole Affected Party (each, as defined in the 
swap agreement)); and 

 
(ii)  second, 

 
(A) if the NIMS are issued and are outstanding, for payment in the amounts and in 

accordance with priorities (i) through (xxviii) of the payment of Net Monthly Excess 
Cashflow described in “Description of the Certificates—Credit Enhancement—
Excess Interest” to the extent not paid with Net Monthly Excess Cashflow on such 
distribution date; or 

 
(B) if the NIMS are not issued or are not outstanding, for payment in the amounts and in 

accordance with priorities (i) through (xxvi) of the payment of Net Monthly Excess 
Cashflow described in “Description of the Certificates—Credit Enhancement—
Excess Interest” to the extent not paid with Net Monthly Excess Cashflow on such 
distribution date. 

 

 Any amounts in the supplemental interest account received from the swap counterparty and not 
distributed on a distribution date after payments pursuant to clause (ii)(B) above will remain in the 
supplemental interest account and be distributed pursuant to clause (ii)(B) above on the next distribution date.   

The Swap Counterparty 

 Bank of America, N.A. (the “Bank”) is a national banking association organized under the laws of 
the United States, with its principal executive offices located in Charlotte, North Carolina.  The Bank is a 
wholly-owned indirect subsidiary of Bank of America Corporation (the “Corporation”) and is engaged in a 
general consumer banking, commercial banking and trust business, offering a wide range of commercial, 
corporate, international, financial market, retail and fiduciary banking services.  As of September 30, 2005, 
the Bank had consolidated assets of $ 1,057 billion, consolidated deposits of $ 682 billion and stockholder’s 
equity of $ 102 billion based on regulatory accounting principles. 

The Corporation is a bank holding company and a financial holding company, with its principal 
executive offices located in Charlotte, North Carolina.  Additional information regarding the Corporation is 
set forth in its Annual Report on Form 10-K for the fiscal year ended December 31, 2004, together with any 
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subsequent documents it filed with the Commission pursuant to the Securities Exchange Act of 1934, as 
amended. 

The Final Maturity Reserve Account 

 On the closing date, the trustee will establish a “final maturity reserve account{ XE "final maturity 
reserve account" },” into which the depositor will make an initial deposit of $1,000.  Beginning on the 
distribution date in March 2016 and on each distribution date up to and including the Final Maturity Reserve 
Funding Date, if on such distribution date the constant prepayment rate of the mortgage loans is equal to or 
less than 15%, the trustee will deposit the Group I Final Maturity Reserve Amount and the Group II Final 
Maturity Reserve Amount into the final maturity reserve account for each distribution date as set forth under 
“Description of the Certificates—Allocation of Available Funds.”  

 On the earlier of the distribution date in March 2036 and the termination of the trust, all amounts on 
deposit in the final maturity reserve account will be distributed to certificateholders in the amounts and 
priorities described below.  It is intended that these amounts will be sufficient to retire the offered certificates 
and the Class B Certificates on the final scheduled distribution date, even though the outstanding stated 
principal balance of the mortgage loans having 40-year original terms to maturity have not been reduced to 
zero on the final scheduled distribution date.  Any investment earnings on amounts on deposit in the final 
maturity reserve account will remain in such account and will be distributed as described below.   

 Amounts on deposit in the final maturity reserve account will constitute an asset of the trust but will 
not be an asset of any REMIC. 

Application of Amounts on Deposit in the Final Maturity Reserve Account 

 On the earlier of the distribution date in March 2036 and the termination of the trust after giving 
effect to all other distributions, funds on deposit in the final maturity reserve account will be distributed in the 
following order of priority: 

 (i)  concurrently, to the Class A Certificates, in reduction of their respective certificate principal 
balances, pro rata , based on their certificate principal balances, until their certificate principal balances have 
been reduced to zero;  

 (ii)  to the Mezzanine Certificates and the Class B Certificates, in reduction of their respective 
certificate principal balances, in the following order of priority:  first to the Class M-1 Certificates, second to 
the Class M-2 Certificates, third to the Class M-3 Certificates, fourth  to the Class M-4 Certificates, fifth  to the 
Class M-5 Certificates, sixth  to the Class M-6 Certificates, seventh to the Class M-7 Certificates, eighth  to the 
Class M-8 Certificates, ninth to the Class M-9 Certificates, tenth to the Class M-10 Certificates and eleventh 
to the Class B Certificates, in each case until their certificate principal balances have been reduced to zero;  

 (iii)  concurrently, to the Class A Certificates, up to the amount of the related Monthly Interest 
Distributable Amount and any Unpaid Interest Shortfall Amount for such classes remaining unpaid after 
giving effect to all other distributions, in each case allocated among the Class A Certificates, pro rata, based 
on their Monthly Interest Distributable Amounts and any Unpaid Interest Shortfall Amounts;  

 (iv) to the Mezzanine Certificates and the Class B Certificates, up to the amount of the related 
Monthly Interest Distributable Amount for such classes remaining unpaid after giving effect to all other 
distributions, allocated among the Mezzanine Certificates and the Class B Certificates in the following order 
of priority:  first to the Class M-1 Certificates, second to the Class M-2 Certificates, third to the Class M-3 
Certificates, fourth to the Class M-4 Certificates, fifth  to the Class M-5 Certificates, sixth to the Class M-6 
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Certificates, seventh  to the Class M-7 Certificates, eighth  to the Class M-8 Certificates, ninth  to the Class M-9 
Certificates, tenth  to the Class M-10 Certificates and eleventh  to the Class B Certificates;  

 (v) to the Mezzanine Certificates and the Class B Certificates, up to the amount of any related 
Unpaid Interest Shortfall Amount for such classes remaining unpaid after giving effect to all other 
distributions, allocated among the Mezzanine Certificates and the Class B Certificates in the following order 
of priority:  first to the Class M-1 Certificates, second to the Class M-2 Certificates, third to the Class M-3 
Certificates, fourth to the Class M-4 Certificates, fifth to the Class M-5 Certificates, sixth to the Class M-6 
Certificates, seventh to the Class M-7 Certificates, eighth to the Class M-8 Certificates, ninth  to the Class M-9 
Certificates, tenth  to the Class M-10 Certificates and eleventh  to the Class B Certificates;  

 (vi)  concurrently, to the Class A Certificates, up to the amount of the related Net WAC Rate 
Carryover Amount remaining unpaid after giving effect to all other distributions, allocated among the Class A 
Certificates, pro rata , based on their unpaid Net WAC Rate Carryover Amounts;  

 (vii)  to the Mezzanine Certificates and the Class B Certificates, up to the amount of the related Net 
WAC Rate Carryover Amount remaining unpaid after giving effect to all other distributions, in the following 
order of priority:  first to the Class M-1 Certificates, second to the Class M-2 Certificates, third to the Class 
M-3 Certificates, fourth to the Class M-4 Certificates, fifth to the Class M-5 Certificates, sixth to the Class 
M-6 Certificates, seventh to the Class M-7 Certificates, eighth to the Class M-8 Certificates, ninth  to the Class 
M-9 Certificates, tenth  to the Class M-10 Certificates and eleventh  to the Class B Certificates;  

 (viii)  to the Mezzanine Certificates and the Class B Certificates, up to the amount of the related 
Allocated Realized Loss Amount remaining unpaid after giving effect to all other distributions, in the 
following order of priority:  first to the Class M-1 Certificates, second to the Class M-2 Certificates, third to 
the Class M-3 Certificates, fourth to the Class M-4 Certificates, fifth to the Class M-5 Certificates, sixth to the 
Class M-6 Certificates, seventh to the Class M-7 Certificates, eighth to the Class M-8 Certificates, ninth to the 
Class M-9 Certificates, tenth to the Class M-10 Certificates and eleventh to the Class B Certificates;  

 (ix) to the supplemental interest account, for payment to the swap counterparty, any unpaid Swap 
Termination Payment payable by the trust (including any amount remaining unpaid from prior distribution 
dates) (only if the swap counterparty is the Defaulting Party or the sole Affected Party (each as defined in the 
swap agreement)) to the extent not paid with Net Monthly Excess Cashflow on such distribution date; and 

 (ix) to the Class C Certificates, any remaining amount. 

Definitions  

 The “accrual period{ XE "accrual period" }” for the offered certificates and the Class B Certificates 
for any distribution date will be the actual number of days (based on a 360-day year) included in the period 
commencing on the immediately preceding distribution date (or, in the case of the first such accrual period, 
commencing on the closing date) and ending on the day immediately preceding such distribution date. 

 The “Aggregate Final Maturity Reserve Amount{ XE "Aggregate Final Maturity Reserve Amount" 
}” means, with respect to any distribution date, the sum of the Group I Final Maturity Reserve Amount and 
the Group II Final Maturity Reserve Amount. 

 An “Allocated Realized Loss Amount{ XE "Allocated Realized Loss Amount" }” with respect to any 
class of the Mezzanine Certificates and the Class B Certificates and any distribution date is an amount equal 
to (a) the sum of (i) any realized losses allocated to that class of the certificates on such distribution date and 
(ii) any Allocated Realized Loss Amount for that class of the certificates remaining unpaid from the previous 
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distribution date less (b) any Allocated Realized Loss Amounts that have been reinstated with respect to such 
class of certificates on prior distribution dates due to subsequent recoveries. 

 The “certificate principal balance{ XE "certificate principal balance" }” of any Class A Certificate, 
Mezzanine Certificate, Class B Certificate or Class P Certificate immediately prior to any distribution date 
will be equal to its certificate principal balance on the closing date reduced by the sum of all amounts actually 
distributed in respect of principal of such class and, in the case of a Mezzanine Certificate or Class B 
Certificate, realized losses allocated to such class on all pr ior distribution dates and, in the case of a 
Mezzanine Certificate or Class B Certificate, increased by the Allocated Realized Loss Amounts reinstated to 
such class on all prior distribution dates due to subsequent recoveries.  The “certificate principal balance” of 
the Class C Certificates as of any date of determination is equal to the excess, if any, of (a) the then aggregate 
stated principal balance of the mortgage loans over (b) the sum of the then aggregate certificate principal 
balances of the Class A Certificates, the Mezzanine Certificates, the Class B Certificates and the Class P 
Certificates. 

 The “Class A Principal Distribution Amount{ XE "Class A Principal Distribution Amount" }” with 
respect to any distribution date is the sum of the Group I Senior Principal Distribution Amount and the Group 
II Senior Principal Distribution Amount. 

 The “Class B Principal Distribution Amount{ XE "Class B-2 Principal Distribution Amount" }” for 
any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of the 
Class B Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) the 
aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of the 
Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
(v) the aggregate certificate principal balance of the Class M-4 Certificates (after taking into account the 
payment of the Class M-4 Principal Distribution Amount on such distribution date), (vi) the aggregate 
certificate principal balance of the Class M-5 Certificates (after taking into account the payment of the Class 
M-5 Principal Distribution Amount on such distribution date), (vii) the aggregate certificate principal balance 
of the Class M-6 Certificates (after taking into account the payment of the Class M-6 Principal Distribution 
Amount on such distribution date), (viii) the aggregate certificate principal balance of the Class M-7 
Certificates (after taking into account the payment of the Class M-7 Principal Distribution Amount on such 
distribution date), (ix) the aggregate certificate principal balance of the Class M-8 Certificates (after taking 
into account the payment of the Class M-8 Principal Distribution Amount on such distribution date), (x) the 
aggregate certificate principal balance of the Class M-9 Certificates (after taking into account the payment of 
the Class M-9 Principal Distribution Amount on such distribution date), (xi) the aggregate certificate principal 
balance of the Class M-10 Certificates (after taking into account the payment of the Class M-10 Principal 
Distribution Amount on such distribution date), and (xii) the aggregate certificate principal balance of the 
Class B Certificates immediately prior to such distribution date over (y) the lesser of (A) the product of (i) 
approximately 96.40% and (ii) the aggregate stated principal balance of the mortgage loans as of the last day 
of the related due period (after giving effect to scheduled payments of principal due during the related due 
period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) and (B) the aggregate stated principal balance of the mortgage loans as of the last 
day of the related due period (after giving effect to scheduled payments of principal due during the related due 
period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) minus the Overcollateralization Floor. 
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 The “Class M-1 Principal Distribution Amount{ XE "Class M-1 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-1 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date) and (ii) the aggregate certificate 
principal balance of the Class M-1 Certificates immediately prior to such distribution date over (y) the lesser 
of (A) the product of (i) approximately 66.90% and (ii) the aggregate stated principal balance of the mortgage 
loans as of the last day of the related due period (after giving effect to scheduled payments of principal due 
during the related due period, to the extent received or advanced, and unscheduled collections of principal 
received during the related prepayment period) and (B) the aggregate stated principal balance of the mortgage 
loans as of the last day of the related due period (after giving effect to scheduled payments of principal due 
during the related due period, to the extent received or advanced, and unscheduled collections of principal 
received during the related prepayment period) minus the Overcollateralization Floor. 

 The “Class M-2 Principal Distribution Amount{ XE "Class M-2 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-2 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date) and (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates immediately prior to such distribution date over (y) the lesser of (A) the product of 
(i) approximately 73.00% and (ii) the aggregate stated principal balance of the mortgage loans as of the last 
day of the related due period (after giving effect to scheduled payments of principal due during the related due 
period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) and (B) the aggregate stated principal balance of the mortgage loans as of the last 
day of the related due period (after giving effect to scheduled payments of principal due during the related due 
period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) minus the Overcollateralization Floor. 

 The “Class M-3 Principal Distribution Amount{ XE "Class M-3 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-3 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date) and (iv) the aggregate certificate principal balance of the Class M-3 Certificates 
immediately prior to such distribution date over (y) the lesser of (A) the product of (i) approximately 76.80% 
and (ii) the aggregate stated principal balance of the mortgage loans as of the last day of the related due period 
(after giving effect to scheduled payments of principal due during the related due period, to the extent 
received or advanced, and unscheduled collections of principal received during the related prepayment 
period) and (B) the aggregate stated principal balance of the mortgage loans as of the last day of the related 
due period (after giving effect to scheduled payments of principal due during the related due period, to the 
extent received or advanced, and unscheduled collections of principal received during the related prepayment 
period) minus the Overcollateralization Floor. 

 The “Class M-4 Principal Distribution Amount{ XE "Class M-4 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-4 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
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the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
and (v) the aggregate certificate principal balance of the Class M-4 Certificates immediately prior to such 
distribution date over (y) the lesser of (A) the product of (i) approximately 80.10% and (ii) the aggregate 
stated principal balance of the mortgage loans as of the last day of the related due period (after giving effect to 
scheduled payments of principal due during the related due period, to the extent received or advanced, and 
unscheduled collections of principal received during the related prepayment period) and (B) the aggregate 
stated principal balance of the mortgage loans as of the last day of the related due period (after giving effect to 
scheduled payments of principal due during the related due period, to the extent received or advanced, and 
unscheduled collections of principal received during the related prepayment period) minus the 
Overcollateralization Floor. 

 The “Class M-5 Principal Distribution Amount{ XE "Class M-5 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-5 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
(v) the aggregate certificate principal balance of the Class M-4 Certificates (after taking into account the 
payment of the Class M-4 Principal Distribution Amount on such distribution date) and (vi) the aggregate 
certificate principal balance of the Class M-5 Certificates immediately prior to such distribution date over (y) 
the lesser of (A) the product of (i) approximately 83.40% and (ii) the aggregate stated principal balance of the 
mortgage loans as of the last day of the related due period (after giving effect to scheduled payments of 
principal due during the related due period, to the extent received or advanced, and unscheduled collections of 
principal received during the related prepayment period) and (B) the aggregate stated principal balance of the 
mortgage loans as of the last day of the related due period (after giving effect to scheduled payments of 
principal due during the related due period, to the extent received or advanced, and unscheduled collections of 
principal received during the related prepayment period) minus the Overcollateralization Floor. 

 The “Class M-6 Principal Distribution Amount{ XE "Class M-6 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-6 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
(v) the aggregate certificate principal balance of the Class M-4 Certificates (after taking into account the 
payment of the Class M-4 Principal Distribution Amount on such distribution date), (vi) the aggregate 
certificate principal balance of the Class M-5 Certificates (after taking into account the payment of the Class 
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M-5 Principal Distribution Amount on such distribution date) and (vii) the aggregate certificate principal 
balance of the Class M-6 Certificates immediately prior to such distribution date over (y) the lesser of (A) the 
product of (i) approximately 86.50% and (ii) the aggregate stated principa l balance of the mortgage loans as 
of the last day of the related due period (after giving effect to scheduled payments of principal due during the 
related due period, to the extent received or advanced, and unscheduled collections of principal received 
during the related prepayment period) and (B) the aggregate stated principal balance of the mortgage loans as 
of the last day of the related due period (after giving effect to scheduled payments of principal due during the 
related due period, to the extent received or advanced, and unscheduled collections of principal received 
during the related prepayment period) minus the Overcollateralization Floor. 

 The “Class M-7 Principal Distribution Amount{ XE "Class M-7 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-7 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
(v) the aggregate certificate principal balance of the Class M-4 Certificates (after taking into account the 
payment of the Class M-4 Principal Distribution Amount on such distribution date), (vi) the aggregate 
certificate principal balance of the Class M-5 Certificates (after taking into account the payment of the Class 
M-5 Principal Distribution Amount on such distribution date), (vii) the aggregate certificate principal balance 
of the Class M-6 Certificates (after taking into account the payment of the Class M-6 Principal Distribution 
Amount on such distribution date) and (viii) the aggregate certificate principal balance of the Class M-7 
Certificates immediately prior to such distribution date over (y) the lesser of (A) the product of (i) 
approximately 89.20% and (ii) the aggregate stated principal balance of the mortgage loans as of the last day 
of the related due period (after giving effect to scheduled payments of principal due during the related due 
period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) and (B) the aggregate stated principal balance of the mortgage loans as of the last 
day of the related due period (after giving effect to scheduled payments of principal due during the related due 
period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) minus the Overcollateralization Floor. 

 The “Class M-8 Principal Distribution Amount{ XE "Class M-8 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-8 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
(v) the aggregate certificate principal balance of the Class M-4 Certificates (after taking into account the 
payment of the Class M-4 Principal Distribution Amount on such distribution date), (vi) the aggregate 
certificate principal balance of the Class M-5 Certificates (after taking into account the payment of the Class 
M-5 Principal Distribution Amount on such distribution date), (vii) the aggregate certificate principal balance 
of the Class M-6 Certificates (after taking into account the payment of the Class M-6 Principal Distribution 
Amount on such distribution date), (viii) the aggregate certificate principal balance of the Class M-7 
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Certificates (after taking into account the payment of the Class M-7 Principal Distribution Amount on such 
distribution date), and (ix) the aggregate certificate principal balance of the Class M-8 Certificates 
immediately prior to such distribution date over (y) the lesser of (A) the product of (i) approximately 91.20% 
and (ii) the aggregate stated principal balance of the mortgage loans as of the last day of the related due period 
(after giving effect to scheduled payments of principal due during the related due period, to the extent 
received or advanced, and unscheduled collections of principal received during the related prepayment 
period) and (B) the aggregate stated principal balance of the mortgage loans as of the last day of the related 
due period (after giving effect to scheduled payments of principal due during the related due period, to the 
extent received or advanced, and unscheduled collections of pr incipal received during the related prepayment 
period) minus the Overcollateralization Floor. 

 The “Class M-9 Principal Distribution Amount{ XE "Class M-9 Principal Distribution Amount" }” 
for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-9 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
(v) the aggregate certificate principal balance of the Class M-4 Certificates (after taking into account the 
payment of the Class M-4 Principal Distribution Amount on such distribution date), (vi) the aggregate 
certificate principal balance of the Class M-5 Certificates (after taking into account the payment of the Class 
M-5 Principal Distribution Amount on such distribution date), (vii) the aggregate certificate principal balance 
of the Class M-6 Certificates (after taking into account the payment of the Class M-6 Principal Distribution 
Amount on such distribution date), (viii) the aggregate certificate principal balance of the Class M-7 
Certificates (after taking into account the payment of the Class M-7 Principal Distribution Amount on such 
distribution date), (ix) the aggregate certificate principal balance of the Class M-8 Certificates (after taking 
into account the payment of the Class M-8 Principal Distribution Amount on such distribution date), and (x) 
the aggregate certificate principal balance of the Class M-9 Certificates immediately prior to such distribution 
date over (y) the lesser of (A) the product of (i) approximately 92.80% and (ii) the aggregate stated principal 
balance of the mortgage loans as of the last day of the related due period (after giving effect to scheduled 
payments of principal due during the related due period, to the extent received or advanced, and unscheduled 
collections of principal received during the related prepayment period) and (B) the aggregate stated principal 
balance of the mortgage loans as of the last day of the related due period (after giving effect to scheduled 
payments of principal due during the related due period, to the extent received or advanced, and unscheduled 
collections of principal received during the related prepayment period) minus the Overcollateralization Floor. 

 The “Class M-10 Principal Distribution Amount{ XE "Class M-10 Principal Distribution Amount" 
}” for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal balance of 
the Class M-10 Certificates immediately prior to such distribution date and (II) the excess of (x) the sum of (i) 
the aggregate certificate principal balance of the Class A Certificates (after taking into account the payment of 
the Class A Principal Distribution Amount on such distribution date), (ii) the aggregate certificate principal 
balance of the Class M-1 Certificates (after taking into account the payment of the Class M-1 Principal 
Distribution Amount on such distribution date), (iii) the aggregate certificate principal balance of the Class 
M-2 Certificates (after taking into account the payment of the Class M-2 Principal Distribution Amount on 
such distribution date), (iv) the aggregate certificate principal balance of the Class M-3 Certificates (after 
taking into account the payment of the Class M-3 Principal Distribution Amount on such distribution date), 
(v) the aggregate certificate principal balance of the Class M-4 Certificates (after taking into account the 
payment of the Class M-4 Principal Distribution Amount on such distribution date), (vi) the aggregate 
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certificate principal balance of the Class M-5 Certificates (after taking into account the payment of the Class 
M-5 Principal Distribution Amount on such distribution date), (vii) the aggregate certificate principal balance 
of the Class M-6 Certificates (after taking into account the payment of the Class M-6 Principal Distribution 
Amount on such distribution date), (viii) the aggregate certificate principal balance of the Class M-7 
Certificates (after taking into account the payment of the Class M-7 Principal Distribution Amount on such 
distribution date), (ix) the aggregate certificate principal balance of the Class M-8 Certificates (after taking 
into account the payment of the Class M-8 Principal Distribution Amount on such distribution date), (x) the 
aggregate certificate principal balance of the Class M-9 Certificates (after taking into account the payment of 
the Class M-9 Principal Distribution Amount on such distribution date), and (xi) the aggregate certificate 
principal balance of the Class M-10 Certificates immediately prior to such distribution date over (y) the lesser 
of (A) the product of (i) approximately 94.40% and (ii) the aggregate stated principal balance of the mortgage 
loans as of the last day of the related due period (after giving effect to scheduled payments of principal due 
during the related due period, to the extent received or advanced, and unscheduled collections of principal 
received during the related prepayment period) and (B) the aggregate stated principal balance of the mortgage 
loans as of the last day of the related due period (after giving effect to scheduled payments of principal due 
during the related due period, to the extent received or advanced, and unscheduled collections of principal 
received during the related prepayment period) minus the Overcollateralization Floor. 

 The “Credit Enhancement Percentage{ XE "Credit Enhancement Percentage" }” for any distribution 
date is the percentage obtained by dividing (x) the aggregate certificate principal balance of the Subordinate 
Certificates calculated prior to distribution of the Group I Principal Distribution Amount and the Group II 
Principal Distribution Amount in respect of the certificates then entitled to distributions of principal on such 
distribution date by (y) the aggregate stated principal balance of the mortgage loans, calculated prior to taking 
into account payments of principal on the mortgage loans due on the related due date or received during the 
related prepayment period. 

 A “Cumulative Loss Trigger Event{ XE "Cumulative Loss Trigger Event" }” is in effect with 
respect to any distribution date in or after April 2008, if the percentage obtained by dividing (x) the aggregate 
amount of realized losses incurred (less any subsequent recoveries received) with respect to the mortgage 
loans from the cut-off date through the last day of the related due period by (y) the aggregate stated principal 
balance of the mortgage loans as of the cut-off date, exceeds the applicable percentage set forth below for 
such distribution date: 

Distribution Date Occurring in  Cumulative Loss Percentage  

April 2008 through March 2009 1.35% for the first month, plus an additional 1/12th 
of 1.65% for each month thereafter. 

April 2009 through March 2010 3.00% for the first month, plus an additional 1/12th 
of 1.50% for each month thereafter. 

April 2010 through March 2011 4.50% for the first month, plus an additional 1/12th 
of 1.50% for each month thereafter. 

April 2011 through March 2012 6.00% for the first month, plus an additional 1/12th 
of 0.50% for each month thereafter. 

April 2012 and thereafter  6.50% for each month. 

 A “Delinquency Trigger Event{ XE "Delinquency Trigger Event" }” is in effect with respect to a 
distribution date if the percentage obtained by dividing (x) the aggregate stated principal balance of (i) 
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mortgage loans delinquent 60 days or more, (ii) REO properties and (iii) mortgage loans in foreclosure and in 
bankruptcy (excluding any such mortgage loans which are le ss than 60 days delinquent under the bankruptcy 
plan) by (y) the aggregate stated principal balance of the mortgage loans, in each case, calculated prior to 
taking into account payments of principal on the mortgage loans due on the related due date or received 
during the related prepayment period, exceeds 39.20% of the Credit Enhancement Percentage. 

 A mortgage loan is “delinquent{ XE "delinquent" }” if any monthly payment due on a due date is not 
made by the close of business on the next scheduled due date for such mortgage loan.  A mortgage loan is “30 
days delinquent” if such monthly payment has not been received by the close of business on the 
corresponding day of the month immediately succeeding the month in which such monthly payment was due 
or, if there was no such corresponding day (e.g., as when a 30-day month follows a 31-day month in which a 
payment was due on the 31st day of such month), then on the last day of such immediately succeeding month; 
and similarly for “60 days delinquent” and “90 days delinquent,” etc. 

 A “due period{ XE "due period" }” with respect to any distribution date is the period commencing on 
the second day of the month preceding the month in which such distribution date occurs and ending on the 
first day of the month in which such distribution date occurs. 

 The “Extra Principal Distribution Amount{ XE "Extra Principal Distribution Amount" }” with 
respect to any distribution date is the lesser of (x) the Net Monthly Excess Cashflow for such distribution date 
and (y) the Overcollateralization Deficiency Amount for such distribution date. 

 The “Final Maturity Reserve Funding Date{ XE "Final Maturity Reserve Funding Date" }” is the 
earlier of (a) the distribution date in March 2036 and (b) the distribution date on which the amount on deposit 
in the final maturity reserve account (after giving effect to all distributions on such distribution date other than 
distributions from the final maturity reserve account) is equal to the stated principal balance of the mortgage 
loans having 40-year original terms to maturity (after giving effect to scheduled payments of principal due 
during the related due period, to the extent received or advanced, and unscheduled collections of principal 
received during the related prepayment period). 

 The “Final Maturity Reserve Rate{ XE "Final Maturity Reserve Rate" }” is (i) an annual rate of 
0.6140% if the constant prepayment rate of the mortgage loans is equal to or less than 5% and (ii) an annual 
rate of 0.1795% if the constant prepayment rate of the mortgage loans is equal to or less than 15% but greater 
than 5%. 

 The “Final Maturity Reserve Shortfall{ XE "Final Maturity Reserve Shortfall" }” means, with 
respect to any distribution date, the excess of (a) the stated principal balance of the mortgage loans having 40-
year original terms to maturity (after giving effect to scheduled payments of principal due during the related 
due period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) over (b) amounts on deposit in the final maturity reserve account (after giving 
effect to all distributions on such distribution date other than distributions from the final maturity reserve 
account). 

 The “Group I Final Maturity Reserve Amount{ XE "Group I Final Maturity Reserve Amount" }” 
means for any distribution date (a) on and after the distribution date in March 2016 up to and including the 
Final Maturity Reserve Funding Date, if the constant  prepayment rate of the mortgage loans is equal to or 
less than 15% on such distribution date, the lesser of (A) the product of (i) the Final Maturity Reserve Rate, 
(ii) the aggregate stated principal balance of the Group I mortgage loans on the first day of the related due 
period (not including for this purpose the Group I mortgage loans for which prepayments in full have been 
received and distributed in the month prior to that distribution date) and (iii) a fraction, the numerator of 
which is the actual number of days in the related accrual period and the denominator of which is 360 and (B) 
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the Final Maturity Reserve Shortfall for such distribution date multiplied by a fraction, (1) the numerator of 
which is the aggregate stated principal balance of the Group I mortgage loans on the first day of the related 
due period (not including for this purpose the Group I mortgage loans for which prepayments in full have 
been received and distributed in the month prior to that distribution date), and (2) the denominator of which is 
the aggregate stated principal balance of the mortgage loans on the first day of the related due period (not 
including for this purpose the mortgage loans for which prepayments in full have been received and 
distributed in the month prior to that distribution date), and (b) on any other distribution date, zero. 

 The “Group I Interest Remittance Amount{ XE "Group I Interest Remittance Amount" }” with 
respect to any distribution date is that portion of the available funds for such distribution date attributable to 
interest received or advanced with respect to the Group I mortgage loans or to compensating interest paid by 
the master servicer with respect to the Group I mortgage loans. 

 The “Group I Net Swap Payment{ XE "Group I Net Swap Payment" }” means, with respect to any 
distribution date, the Net Swap Payment for such distribution date multiplied by the Group I Swap Percentage 
for such distribution date. 

 The “Group I Principal Allocation Percentage{ XE "Group I Principal Allocation Percentage" }” 
for any distribution date is the percentage equivalent of a fraction, the numerator of which is (x) the Group I 
Principal Remittance Amount for such distribution date, and the denominator of which is (y) the Principal 
Remittance Amount for such distribution date. 

 The “Group I Principal Distribution Amount{ XE "Group I Principal Distribution Amount" }” for 
any distribution date is the sum of (i) (x) the Group I Principal Remittance Amount minus (y) the amount of 
any Overcollateralization Release Amount for such distribution date multiplied by the Group I Principal 
Allocation Percentage, and (ii) the Extra Principal Distribution Amount for such distribution date multiplied 
by the Group I Principal Allocation Percentage. 

 The “Group I Principal Remittance Amount{ XE "Group I Principal Remittance Amount" }” 
means with respect to any distribution date, the sum of (i) all scheduled payments of principal collected or 
advanced on the Group I mortgage loans by the master servicer that were due during the related due period, 
(ii) all partial and full principal prepayments of the Group I mortgage loans applied by the master servicer 
during the related prepayment period, (iii) the principal portion of all net liquidation proceeds, insurance 
proceeds and subsequent recoveries received during the related prepayment period with respect to the Group I 
mortgage loans, (iv) that portion of the purchase price, representing principal of any repurchased Group I 
mortgage loan, deposited to the collection account during the related prepayment period, (v) the principal 
portion of any substitution adjustments deposited in the collection account during the related prepayment 
period with respect to the Group I mortgage loans, and (vi) on the distribution date on which the trust is to be 
terminated in accordance with the pooling agreement, that portion of the termination price representing 
principal with respect to the Group I mortgage loans. 

 The “Group I Senior Principal Distribution Amount{ XE "Group I Senior Principal Distribution 
Amount" }” for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal 
balance of the Group I Senior Certificates immediately prior to such distribution date and (II) the excess of (x) 
the aggregate certificate principal balance of the Group I Senior Certificates immediately prior to such 
distribution date over (y) the lesser of (A) the product of (i) approximately 60.10% and (ii) the aggregate 
stated principal balance of the Group I mortgage loans as of the last day of the related due period (after giving 
effect to scheduled payments of principal due during the related due period, to the extent received or 
advanced, and unscheduled collections of principal received during the related prepayment period) and (B) 
the aggregate stated principal balance of the Group I mortgage loans as of the last day of the related due 
period (after giving effect to scheduled payments of principal due during the related due period, to the extent 
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received or advanced, and unscheduled collections of principal received during the related prepayment 
period) minus 0.50% of the aggregate stated principal balance of the Group I mortgage loans as of the cut-off 
date. 

 The “Group I Swap Payment{ XE "Group I Swap Payment" }” means, with respect to any 
distribution date, the Swap Payment for such distribution date multiplied by the Group I Swap Percentage for 
such distribution date. 

 The “Group I Swap Percentage{ XE "Group I Swap Percentage" }” means with respect to any 
distribution date, the percentage equivalent of a fraction, the numerator of which is the aggregate stated 
principal balance of the Group I mortgage loans and the denominator of which is the aggregate stated 
principal balance of the mortgage loans, in each case, as of the last day of the related due period (after giving 
effect to scheduled payments of principal due during the related due period, to the extent received or 
advanced, and unscheduled collections of principal received during the related prepayment period).  

 The “Group I Swap Termination Payment{ XE "Group I Swap Termination Payment" }” means 
the Swap Termination Payment payable by the trust multiplied by the Group I Swap Percentage for such 
distribution date. 

 The “Group II Final Maturity Reserve Amount{ XE "Group II Final Maturity Reserve Amount" }” 
means for any distribution date (a) on and after the distribution date in March 2016 up to and including the 
Final Maturity Reserve Funding Date, if the constant  prepayment rate of the mortgage loans is equal to or 
less than 15% on such distribution date, the lesser of (A) the product of (i) the Final Maturity Reserve Rate, 
(ii) the aggregate stated principal balance of the Group II mortgage loans on the first day of the related due 
period (not including for this purpose the Group II mortgage loans for which prepayments in full have been 
received and distributed in the month prior to that distribution date) and (iii) a fraction, the numerator of 
which is the actual number of days in the related accrual period and the denominator of which is 360 and (B) 
the Final Maturity Reserve Shortfall for such distribution date multiplied by a fraction, (1) the numerator of 
which is the aggregate stated principal balance of the Group II mortgage loans on the first day of the related 
due period (not including for this purpose the Group II mortgage loans for which prepayments in full have 
been received and distributed in the month prior to that distribution date), and (2) the denominator of which is 
the aggregate stated principal balance of the mortgage loans on the first day of the related due period (not 
including for this purpose the mortgage loans for which prepayments in full have been received and 
distributed in the month prior to that distribution date), and (b) on any other distribution date, zero. 

 The “Group II Interest Remittance Amount{ XE "Group II Interest Remittance Amount" }” with 
respect to any distribution date is that portion of the available funds for such distribution date attributable to 
interest received or advanced with respect to the Group II mortgage loans or to compensating interest paid by 
the master servicer with respect to the Group II mortgage loans. 

 The “Group II Net Swap Payment{ XE "Group II Net Swap Payment" }” means, with respect to any 
distribution date, the Net Swap Payment for such distribution date multiplied by the Group II Swap 
Percentage for such distribution date. 

 The “Group II Principal Allocation Percentage{ XE "Group II Principal Allocation Percentage" }” 
for any distribution date is the percentage equivalent of a fraction, the numerator of which is (x) the Group II 
Principal Remittance Amount for such distribution date, and the denominator of which is (y) the Principal 
Remittance Amount for such distribution date. 

 The “Group II Principal Distribution Amount{ XE "Group II Principal Distribution Amount" }” 
for any distribution date is the sum of (i) (x) the Group II Principal Remittance Amount minus (y) the amount 
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of any Overcollateralization Release Amount for such distribution date multiplied by the Group II Principal 
Allocation Percentage, and (ii) the Extra Principal Distribution Amount for such distribution date multiplied 
by the Group II Principal Allocation Percentage. 

 The “Group II Principal Remittance Amount{ XE "Group II Principal Remittance Amount" }” 
means with respect to any distribution date, the sum of (i) all scheduled payments of principal collected or 
advanced on the Group II mortgage loans by the master servicer that were due during the related due period, 
(ii) all partial and full principal prepayments of the Group II mortgage loans applied by the master servicer 
during the related prepayment period, (iii) the principal portion of all net liquidation proceeds, insurance 
proceeds and subsequent recoveries received during the related prepayment period with respect to the Group 
II mortgage loans, (iv) that portion of the purchase price, representing principal of any repurchased Group II 
mortgage loan, deposited to the collection account during the related prepayment period, (v) the principal 
portion of any substitution adjustments deposited in the collection account during the related prepayment 
period with respect to the Group II mortgage loans and (vi) on the distribution date on which the trust is to be 
terminated in accordance with the pooling agreement, that portion of the termination price representing 
principal with respect to the Group II mortgage loans. 

 The “Group II Senior Principal Distribution Amount{ XE "Group II Senior Principal Distribution 
Amount" }” for any distribution date is an amount equal to the lesser of (I) the aggregate certificate principal 
balance of the Group II Senior Certificates immediately prior to such distribution date and (II) the excess of 
(x) the aggregate certificate principal balance of the Group II Senior Certificates immediately prior to such 
distribution date over (y) the lesser of (A) the product of (i) approximately 60.10% and (ii) the aggregate 
stated principal balance of the Group II mortgage loans as of the last day of the related due period (after 
giving effect to scheduled payments of principa l due during the related due period, to the extent received or 
advanced, and unscheduled collections of principal received during the related prepayment period) and (B) 
the aggregate stated principal balance of the Group II mortgage loans as of the last day of the related due 
period (after giving effect to scheduled payments of principal due during the related due period, to the extent 
received or advanced, and unscheduled collections of principal received during the related prepayment 
period) minus 0.50% of the aggregate stated principal balance of the Group II mortgage loans as of the cut-off 
date. 

 The “Group II Swap Payment{ XE "Group II Swap Payment" }” means, with respect to any 
distribution date, the Swap Payment for such distribution date multiplied by the Group II Swap Percentage for 
such distribution date. 

 The “Group II Swap Percentage{ XE "Group II Swap Percentage" }” means with respect to any 
distribution date, the percentage equivalent of a fraction, the numerator of which is the aggregate stated 
principal balance of the Group II mortgage loans and the denominator of which is the aggregate stated 
principal balance of the mortgage loans, in each case, as of the last day of the related due period (after giving 
effect to scheduled payments of principal due during the related due period, to the extent received or 
advanced, and unscheduled collections of principal received during the related prepayment period). 

 The “Group II Swap Termination Payment{ XE "Group II Swap Termination Payment" }” means 
the Swap Termination Payment payable by the trust multiplied by the Group II Swap Percentage for such 
distribution date. 

 “Insurance proceeds{ XE "insurance proceeds" }” means the proceeds of any title policy, hazard 
policy or other insurance policy covering a mortgage loan to the extent such proceeds are not to be applied to 
the restoration of the related mortgaged property or released to the mortgagor in accordance with the 
procedures that the master servicer would follow in servicing mortgage loans held for its own account, subject 
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to the terms and conditions of the related mortgage note and mortgage, or constitute subsequent recoveries 
with respect to such mortgage loan. 

 The “Monthly Interest Distributable Amount{ XE "Monthly Interest Distributable Amount" }” for 
any distribution date and each class of certificates equals the amount of interest accrued during the related 
accrual period at the related Pass-Through Rate on the certificate principal balance or notional amount of such 
class of certificates immediately prior to such distribution date, in each case reduced by any net prepayment 
interest shortfalls allocated to such class of certificates and shortfalls resulting from the application of the 
Relief Act or similar state or local law allocated to such class of certificates, in each such case as such 
shortfall allocations are described under “—Allocation of Available Funds—Interest Distributions on the 
Offered Certificates and the Class B Certificates” above. 

 The “Net Counterparty Payment{ XE "Net Counterparty Payment" }” means, with respect to any 
distribution date, the amount, if any, by which the Counterparty Payment for such distribution date exceeds 
the Swap Payment for such distribution date. 

 The “Net Monthly Excess Cashflow{ XE "Net Monthly Excess Cashflow" }” for any distribution 
date is an amount equal to the sum of (a) any Overcollateralization Release Amount for such distribution date, 
(b) any Remaining Principal Distribution Amount and (c) the positive excess of (x) the available funds for 
such distribution date over (y) the sum for such distribution date of (A) the Monthly Interest Distributable 
Amounts for the offered certificates and the Class B Certificates, (B) the Unpaid Interest Shortfall Amounts 
for the Class A Certificates, (C) the Net Swap Payment, (D) the Aggregate Final Maturity Reserve Amount, 
(E) any unpaid Swap Termination Payment payable by the trust, including any amount remaining unpaid from 
prior distribution dates (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, 
as defined in the swap agreement)), and (F) the Principal Remittance Amount. 

 The “Net Swap Payment{ XE "Net Swap Payment" }” means, with respect to any distribution date, 
the amount, if any, by which the Swap Payment exceeds the Counterparty Payment on such distribution date. 

 The “Optional Termination Date{ XE "Optional Termination Date" }” is the first distribution date on 
which the aggregate stated principal balance of the mortgage loans and REO properties is equal to or less than 
10% of the aggregate stated principal balance of the mortgage loans as of the cut-off date. 

 An “Overcollateralization Deficiency Amount{ XE "Overcollateralization Deficiency Amount" }” 
with respect to any distribution date equals the amount, if any, by which the Overcollateralization Target 
Amount exceeds the Overcollateralized Amount on such distribution date (assuming that 100% of the 
Principal Remittance Amount is applied as a principal payment on such distribution date). 

 The “Overcollateralization Floor{ XE "Overcollateralization Floor" }” means 0.50% of the 
aggregate stated principal balance of the mortgage loans as of the cut-off date. 

 The “Overcollateralization Release Amount{ XE "Overcollateralization Release Amount" }” means, 
with respect to any distribution date, the lesser of (x) the Principal Remittance Amount for such distribution 
date and (y) the excess, if any, of (i) the Overcollateralized Amount for such distribution date (assuming that 
100% of the Principal Remittance Amount is applied as a principal payment on such distribution date) over 
(ii) the Overcollateralization Target Amount for such distribution date. 

 The “Overcollateralization Target Amount{ XE "Overcollateralization Target Amount" }” means 
with respect to any distribution date (i) prior to the Stepdown Date, approximately 1.80% of the aggregate 
stated principal balance of the mortgage loans as of the cut-off date, (ii) on or after the Stepdown Date 
provided a Trigger Event is not in effect, the greater of (x) the lesser of (I) approximately 1.80% of the 
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aggregate stated principal balance of the mortgage loans as of the cut-off date and (II) approximately 3.60% 
of the aggregate stated principal balance of the mortgage loans as of the last day of the related due period 
(after giving effect to scheduled payments of principal due during the related due period, to the extent 
received or advanced, and unscheduled collections of principal received during the related prepayment 
period) and (y) 0.50% of the aggregate stated principal balance of the mortgage loans as of the cut-off date, 
and (iii) on or after the Stepdown Date if a Trigger Event is in effect, the Overcollateralization Target Amount 
for the immediately preceding distribution date. 

 The “Overcollateralized Amount{ XE "Overcollateralized Amount" }” for any distribution date is 
the amount, if any, by which (i) the aggregate stated principal balance of the mortgage loans on the last day of 
the related due period (after giving effect to scheduled payments of principal due during the related due 
period, to the extent received or advanced, and unscheduled collections of principal received during the 
related prepayment period) exceeds (ii) the aggregate certificate principal balance of the Class A Certificates, 
the Mezzanine Certificates, the Class B Certificates and the Class P Certificates as of such distribution date 
(after giving effect to distributions of the Principal Remittance Amount to be made on such distribution date), 
but without giving effect to distributions of any Extra Principal Distribution Amount to be made on such 
distribution date. 

 The “prepayment period{ XE "prepayment period" }” means, with respect to any distribution date 
(i) the period from the 15th day of the month immediately preceding the month in which such distribution 
date occurs (or in the case of the first distribution date, the cut-off date) through the 14th day of the month in 
which such distribution date occurs, inclusive, for purposes of principal prepayments in full; and (ii) the 
calendar month immediately preceding the month in which such distribution date occurs, for any other 
purpose. 

 The “Principal Remittance Amount{ XE "Principal Remittance Amount" }” means with respect to 
any distribution date, the sum of the Group I Principal Remittance Amount and the Group II Principal 
Remittance Amount.   

 “Realized loss{ XE "realized loss" }” means, with respect to any defaulted mortgage loan that is 
finally liquidated (a “liquidated mortgage loan{ XE "liquidated mortgage loan" }”), the amount of loss 
realized equal to the portion of the principal balance remaining unpaid after application of all liquidation 
proceeds, net of amounts reimbursable to the master servicer for related advances, servicing advances and 
servicing fees (such amount, the “net liquidation proceeds{ XE "net liquidation proceeds" }”) and all 
insurance proceeds in respect of such mortgage loan. 

 The “Remaining Principal Distribution Amount{ XE "Remaining Principal Distribution Amount" 
}” means with respect to any distribution date (a) on or after the Stepdown Date and (b) on which a Trigger 
Event is not in effect, an amount equal to the sum of the Group I Principal Distribution Amount and the 
Group II Principal Distribution Amount remaining after the distributions described in the Post-Stepdown 
Monthly Principal Distribution. 

 The “stated principal balance{ XE "stated principal balance" }” with respect to any mortgage loan:  
(a) as of any date of determination up to but not including the distribution date on which the proceeds, if any, 
of a liquidation event with respect to such mortgage loan would be distributed, the scheduled principal 
balance as of the cut-off date, as shown in the mortgage loan schedule, minus the sum of (i) the principal 
portion of each monthly payment due on a due date subsequent to the cut-off date, to the extent received from 
the mortgagor or advanced by the master servicer and distributed on or before such date of determination, (ii) 
all principal prepayments received after the cut-off date, to the extent distributed on or before such date of 
determination, (iii) all liquidation proceeds and insurance proceeds to the extent distributed on or before such 
date of determination and (iv) any realized loss incurred with respect to such mortgage loan as a result of a 
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deficient valuation made during or prior to the due period for the most recent distribution date coinciding with 
or preceding such date of determination; and (b) as of any date of determination coinciding with or 
subsequent to the distribution date on which the proceeds, if any, of a liquidation event with respect to such 
mortgage loan would be distributed, zero. 

 The “Stepdown Date{ XE "Stepdown Date" }” means the earlier of (a) the later of (i) the distribution 
date in April 2009 and (ii) the first distribution date on which the Credit Enhancement Percentage (calculated 
for this purpose only after taking into account payments of principal on the mortgage loans due on the related 
due date or received during the related prepayment period but prior to distribution of the Group I Principal 
Distribution Amount and the Group II Principal Distribution Amount in respect of the certificates then 
entitled to distributions of principal on such distribution date) is greater than or equal to approximately 
39.90% and (b) the date on which the aggregate certificate principal balance of the Class A Certificates has 
been reduced to zero. 

 “Subsequent recoveries{ XE "subsequent recoveries" }” means unexpected recoveries related to a 
liquidated mortgage loan received by the master servicer (net of amounts reimbursable to the master servicer 
for related advances, servicing advances and servicing fees), which were allocated as a realized loss, in 
reducing a certificate principal balance of a class of the Mezzanine Certificates or the Class B Certificates, on 
a distribution date prior to the prepayment period in which such funds were received.  Subsequent recoveries 
may include but are not limited to unanticipated insurance settlements, tax refunds or mortgage bankruptcy 
distributions. 

 A “Trigger Event{ XE "Trigger Event" }” is in effect with respect to any distribution date if either a 
Cumulative Loss Trigger Event or a Delinquency Trigger Event is in effect on such distribution date. 

 The “Unpaid Interest Shortfall Amount{ XE "Unpaid Interest Shortfall Amount" }” means (i) for 
each class of the offered certificates and the Class B Certificates and the first distribution date, zero, and (ii) 
for such class of certificates and any distribution date after the first distribution date, the amount, if any, by 
which (a) the sum of (1) the Monthly Interest Distributable Amount for such class of certificates for the 
immediately preceding distribution date and (2) the outstanding Unpaid Interest Shortfall Amount, if any, for 
such class of certificates for such preceding distribution date exceeds (b) the aggregate amount distributed on 
such class of certificates in respect of interest pursuant to clause (a) of this definition on such preceding 
distribution date, plus interest on the amount of interest due but not paid on the class of certificates on such 
preceding distribution date, to the extent permitted by law, at the Pass-Through Rate on such distribution date 
for such class of certificates for the related accrual period. 

Pass-Through Rates 

 The “Pass-Through Rate{ XE "Pass-Through Rate" }” for each class of the offered certificates and 
the Class B Certificates for any distribution date (other than the first distribution date) will equal the lesser of 
(x) the related Formula Rate for such distribution date and (y) the related Net WAC Rate for such distribution 
date. 

 The “Net WAC Rate{ XE "Net WAC Rate" }” for any distribution date (other than the first 
distribution date) with respect to the Group I Senior Certificates is a per annum rate equal to (a) the excess, if 
any, of (i) the weighted average of the adjusted net mortgage rates of the Group I mortgage loans, weighted 
on the basis of their stated principal balances as of the due date in the month preceding the month of such 
distribution date over (ii) the percentage equivalent of a fraction, (1) the numerator of which is the sum of (A) 
the Group I Final Maturity Reserve Amount for such distribution date, (B) any unpaid Group I Swap 
Termination Payment, including any amount remaining unpaid from prior distribution dates (unless the swap 
counterparty is the Defaulting Party or the sole Affected Party (each, as defined in the swap agreement)), and 
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(C) the Group I Net Swap Payment, if any, for such Distribution Date, in each case multiplied by 12, and (2) 
the denominator of which is the aggregate stated principal balance of the Group I mortgage loans as of the due 
date in the month preceding the month of such distribution date multiplied by (b) a fraction, the numerator of 
which is 30 and the denominator of which is the actual number of days elapsed in the related accrual period. 

 The “Net WAC Rate” for any distribution date (other than the first distribution date) with respect to 
the Group II Senior Certificates is a per annum rate equal to (a) the excess, if any, of (i) the weighted average 
of the adjusted net mortgage rates of the Group II mortgage loans, weighted on the basis of their stated 
principal balances as of the due date in the month preceding the month of such distribution date over (ii) the 
percentage equivalent of a fraction, (1) the numerator of which is the sum of (A) the Group II Final Maturity 
Reserve Amount for such distribution date, (B) any unpaid Group II Swap Termination Payment, including 
any amount remaining unpaid from prior distribution dates (unless the swap counterparty is the Defaulting 
Party or the sole Affected Party (each, as defined in the swap agreement)), and (C) the Group II Net Swap 
Payment, if any, for such distribution date, in each case multiplied by 12, and (2) the denominator of which is 
the aggregate stated principal balance of the Group II mortgage loans as of the due date in the month 
preceding the month of such distribution date multiplied by (b) a fraction, the numerator of which is 30 and 
the denominator of which is the actual number of days elapsed in the related accrual period. 

 The “Net WAC Rate” for any distribution date (other than the first distribution date) with respect to 
the Mezzanine Certificates and the Class B Certificates is a per annum rate equal to (a) the weighted average 
(weighted on the basis of the results of subtracting from the aggregate principal balance of each loan group 
the sum of the current certificate principal balances of the related classes of the Class A Certificates) of (1) the 
Net WAC Rate with respect to the Group I Senior Certificates and (2) the Net WAC Rate with respect to the 
Group II Senior Certificates multiplied by (b) a fraction, the numerator of which is 30 and the denominator of 
which is the actual number of days elapsed in the related accrual period. 

 The “adjusted net mortgage rate{ XE "adjusted net mortgage rate" }” for any mortgage loan for any 
distribution date is a per annum rate equal to the applicable mortgage rate for such mortgage loan as of the 
first day of the month preceding the month in which such distribution date occurs minus the servicing fee rate. 

 The “Formula Rate{ XE "Formula Rate" }” for any class of the offered certificates and the Class B 
Certificates is the lesser of (a) the “Interest Settlement Rate{ XE "Interest Settlement Rate" }” for U.S. dollar 
deposits of one-month maturity set by the British Bankers’ Association (“one-month LIBOR{ XE "one-
month LIBOR" }”) as of the related LIBOR Determination Date plus the related Certificate Margin and (b) 
the related Maximum Cap Rate. 

 The “Certificate Margin{ XE "Certificate Margin" }” with respect to each class of the offered 
certificates and the Class B Certificates will be as specified below. 

 Margin Margin 
Class (1) (2) Class (1) (2) 
I-A  0.180 0.360 M-5 0.570 0.855 
II-A1 0.070 0.140 M-6 0.620 0.930 
II-A2 0.130 0.260 M-7 1.200 1.800 
II-A3 0.190 0.380 M-8 1.450 2.175 
II-A4 0.290 0.580 M-9 2.500 3.750 
M-1 0.360 0.540 M-10 2.500 3.750 
M-2 0.390 0.585 B 2.500 3.750 
M-3 0.420 0.630  
M-4 0.530 0.795  
_____________ 

(1) On each distribution date through and including the Optional Termination Date. 
(2) On each distribution date after the Optional Termination Date. 
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 The “Maximum Cap Rate{ XE "Maximum Cap Rate" }” for any distribution date with respect to the 
Group I Senior Certificates is a per annum rate equal to (a) the product of (i) the weighted average of the 
adjusted net maximum mortgage rates of the Group I mortgage loans, weighted on the basis of their stated 
principal balances as of the due date in the month preceding the month of such distribution date and (ii) the 
sum of (I) a fraction (1) the numerator of which is the aggregate stated principal balance of the mortgage 
loans as of the due date in the month preceding the month of such distribution date, and (2) the denominator 
of which is aggregate certificate principal balance of the offered certificates and the Class B Certificates 
immediately prior to such distribution date, and (II) a fraction (1) the numerator of which is (A) any Net 
Counterparty Payment for such distribution date less (B) the Aggregate Final Maturity Reserve Amount for 
such distribution date less (C) any unpaid Swap Termination Payment payable by the trust, including any 
amount remaining unpaid from prior distribution dates (unless the swap counterparty is the Defaulting Party 
or the sole Affected Party (each, as defined in the swap agreement)), less (D) the Net Swap Payment, if any, 
for such distribution date, in each case multiplied by 12, and (2) the denominator of which is the aggregate 
certificate principal balance of the offered certificates and the Class B Certificates immediately prior to such 
distribution date multiplied by (b) a fraction, the numerator of which is 30 and the denominator of which is 
the actual number of days elapsed in the related accrual period. 

 The “Maximum Cap Rate” for any distribution date with respect to the Group II Senior Certificates 
is a per annum rate equal to (a) the product of (i) the weighted average of the adjusted net maximum mortgage 
rates of the Group II mortgage loans, weighted on the basis of the stated principal balances thereof as of the 
due date in the month preceding the month of such distribution date and (ii) the sum of (I) a fraction (1) the 
numerator of which is the aggregate stated principal balance of the mortgage loans as of the due date in the 
month preceding the month of such distribution date, and (2) the denominator of which is aggregate certificate 
principal balance of the offered certificates and the Class B Certif icates immediately prior to such distribution 
date, and (II) a fraction (1) the numerator of which is (A) any Net Counterparty Payment for such distribution 
date less (B) the Aggregate Final Maturity Reserve Amount for such distribution date less (C) any unpaid 
Swap Termination Payment payable by the trust, including any amount remaining unpaid from prior 
distribution dates (unless the swap counterparty is the Defaulting Party or the sole Affected Party (each, as 
defined in the swap agreement)), less (D) the Net Swap Payment, if any, for such distribution date, in each 
case multiplied by 12, and (2) the denominator of which is the aggregate certificate principal balance of the 
offered certificates and the Class B Certificates immediately prior to such distribution date multiplied by (b) a 
fraction, the numerator of which is 30 and the denominator of which is the actual number of days elapsed in 
the related accrual period. 

 The “Maximum Cap Rate” for any distribution date with respect to the Mezzanine Certificates and 
the Class B Certificates is a per annum rate equal to the weighted average (weighted on the basis of the results 
of subtracting from the aggregate principal balance of each loan group the sum of the current certificate 
principal balances of the related classes of the Class A Certificates) of (1) the Maximum Cap Rate with 
respect to the Group I Senior Certificates and (2) the Maximum Cap Rate with respect to the Group II Senior 
Certificates multiplied by (b) a fraction, the numerator of which is 30 and the denominator of which is the 
actual number of days elapsed in the related accrual period. 

 The “adjusted net maximum mortgage rate{ XE "adjusted net maximum mortgage rate" }” for any 
mortgage loan for any distribution date is a per annum rate equal to the maximum mortgage rate for such 
mortgage loan (if such mortgage loan is an adjustable -rate mortgage loan) or the mortgage rate for such 
mortgage loan (if such mortgage loan is a fixed-rate mortgage loan), in either case as of the first day of the 
month preceding the month in which the distribution date occurs, minus the servicing fee rate. 

 On the closing date, the trustee will establish a reserve fund account (the “reserve fund{ XE "reserve 
fund" }”) from which payments in respect of Net WAC Rate Carryover Amounts on the offered certificates 
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and the Class B Certificates will be made.  The reserve fund will be an asset of the trust but not of any 
REMIC.  On each distribution date, the trustee will deposit in the reserve fund that portion of the Net Monthly 
Excess Cashflow described in clause (xxv) under “Description of the Certificates—Credit Enhancement—
Excess Interest” above.  On each distribution date, to the extent required following the distribution of the 
available funds as described under “Allocation of Available Funds” above but prior to any distributions from 
the final maturity reserve account, the trustee will withdraw from amounts in the reserve fund to pay the 
offered certificates and the Class B Certificates, any Net WAC Rate Carryover Amounts for such distribution 
date. 

 Amounts in the reserve fund will be distributed in the following order of priority:  first, concurrently, 
to the Class A Certificates, up to the amount of the related Net WAC Rate Carryover Amount, allocated 
among the Class A Certificates, pro rata , based on their Net WAC Rate Carryover Amounts; and then, to the 
Mezzanine Certificates and the Class B Certificates, up to the amount of the related Net WAC Rate Carryover 
Amount, in the following order of priority:  first to the Class M-1 Certificates, second to the Class M-2 
Certificates, third to the Class M-3 Certificates, fourth to the Class M-4 Certificates, fifth to the Class M-5 
Certificates, sixth to the Class M-6 Certificates, seventh to the Class M-7 Certificates, eighth to the Class M-8 
Certificates, ninth  to the Class M-9 Certificates, tenth  to the Class M-10 Certificates and eleventh  to the Class 
B Certificates, in each case to the extent of such amounts remaining in the reserve fund. 

 If on any distribution date (other than the first distribution date), the Pass-Through Rate for any class 
of the offered certificates or the Class B Certificates is the related Net WAC Rate, then the “Net WAC Rate 
Carryover Amount{ XE "Net WAC Rate Carryover Amount" }” for such class of certificates for such 
distribution date will be an amount equal to the sum of (i) the positive excess of (x) the amount of interest that 
would have been distributable to such class of certificates on such distribution date if the Pass-Through Rate 
for such class of certificates for such distribution date were calculated at the related Formula Rate over (y) the 
amount of interest distributable on such class of certificates at the related Net WAC Rate for such distribution 
date and (ii) the related Net WAC Rate Carryover Amount for the previous distribution date not previously 
distributed together with interest thereon at a rate equal to the related Formula Rate for such class of 
certificates for the most recently ended accrual period.  If on any distribution date, the Pass-Through Rate for 
any class of the offered certificates or the Class B Certificates is the related Formula Rate, then the Net WAC 
Rate Carryover Amount for such class of certificates for such distribution date will be equal to the related Net 
WAC Rate Carryover Amount, if any, for the previous distribution date not previously distributed together 
with interest thereon at a rate equal to the related Formula Rate for such class of certificates for the most 
recently ended accrual period. 

 To the extent interest on any class of the offered certificates or the Class B Certificates is paid at the 
related Net WAC Rate instead of the related Formula Rate, a shortfall in interest equal to the Net WAC Rate 
Carryover Amount will occur.  Such shortfall will be payable only from the Net Monthly Excess Cashflow 
and payments received under the swap agreement by the trust, as described under “Description of the 
Certificates—Credit Enhancement—Excess Interest” in this prospectus supplement. 

Calculation of One-Month LIBOR 

 On the second LIBOR Business Day preceding the commencement of each accrual period (each such 
date, a “LIBOR Determination Date{ XE "LIBOR Determination Date" }”), the trustee will determine the 
one-month LIBOR for such accrual period for the offered certificates and the Class B Certificates on the basis 
of the Interest Settlement Rate for U.S. dollar deposits of one-month maturity set by the British Bankers’ 
Association (the “BBA{ XE "BBA" }”) as of 11:00 a.m. (London time) on such LIBOR Determination Date. 

 The BBA’s Interest Settlement Rates are currently displayed on the Dow Jones Telerate Service page 
3750 (such page, or such other page as may replace page 3750 on that service or such other service as may be 
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nominated by the BBA as the information vendor for the purpose of displaying the BBA’s Interest Settlement 
Rates for deposits in U.S. dollars, the “Designated Telerate Page{ XE "Designated Telerate Page" }”).  Such 
Interest Settlement Rates are also currently available on Reuters Monitor Money Rates Service page 
“LIBOR01” and Bloomberg L.P. page “BBAM.”  The BBA’s Interest Settlement Rates currently are rounded 
to five decimal places. 

 A “LIBOR Business Day{ XE "LIBOR Business Day" }” means any day on which banks in London 
and New York are open for conducting transactions in foreign currency and exchange. 

 With respect to any LIBOR Determination Date, if the BBA’s Interest Settlement Rate does not 
appear on the Designated Telerate Page as of 11:00 a.m. (London time) on such date, or if the Designated 
Telerate Page is not available on such date, the trustee will obtain such from the Reuters or Bloomberg page.  
Alternatively, the trustee may request the principal London office of each of the reference banks to provide a 
quotation of its rate.  If on such LIBOR Determination Date two or more reference banks provide such offered 
quotations, the one-month LIBOR for the related accrual period will be the arithmetic mean of such offered 
quotations (rounded upwards if necessary to the nearest whole multiple of 0.03125%).  If on such LIBOR 
Determination Date fewer than two reference banks provide such offered quotations, the one-month LIBOR 
for the related accrual period will be the higher of (x) the one-month LIBOR as determined on the previous 
LIBOR Determination Date and (y) the reserve interest rate. 

 As used in this section, “reference banks{ XE "reference banks" }” means leading banks selected by 
the trustee with the consent of the NIMS insurer, if any, and engaged in transactions in Eurodollar deposits in 
the international Eurocurrency market (i) with an established place of business in London, (ii) which have 
been designated as such by the trustee with the consent of the NIMS insurer and (iii) not controlling, 
controlled by or under common control with, the depositor, the master servicer or any successor master 
servicer or the sponsor; and “reserve interest rate{ XE "reserve interest rate" }” means the rate per annum 
that the trustee determines to be either (i) the arithmetic mean (rounded upwards if necessary to the nearest 
whole multiple of 0.03125%) of the one-month United States dollar lending rates which New York City 
banks selected by the trustee with the consent of the NIMS insurer, if any, are quoting on the relevant LIBOR 
Determination Date to the principal London offices of leading banks in the London interbank market or (ii) in 
the event that the trustee can determine no such arithmetic mean, the lowest one-month United States dollar 
lending rate which New York City banks selected by the trustee with the consent of the NIMS insurer are 
quoting on such LIBOR Determination Date to leading European banks. 

 The establishment of the one-month LIBOR on each LIBOR Determination Date by the trustee and 
the trustee’s calculation of the rate of interest applicable to the offered certificates and the Class B Certificates 
for the related accrual period will (in the absence of manifest error) be final and binding. 

Optional Termination of the Trust 

 On or after the Optional Termination Date, the majority holder of the Class C Certificates, except if 
such holder is the sponsor or any of its affiliates (or if the majority holder of the Class C Certificates does not 
exercise such right, the master servicer, or if the master servicer does not to exercise such right, the NIMS 
insurer, if any), may purchase the mortgage loans and all property acquired in respect of a mortgage loan 
owned by the trust, which will cause the termination of the trust and the retirement of the certificates.  In the 
event that the option is exercised by the master servicer, the purchase price will equal the par value of the 
mortgage loans and the appraised value of any REO properties plus accrued interest for each mortgage loan at 
the related mortgage rate to but not including the first day of the month in which such purchase price is paid.  
The master servicer will have the right to exercise such option only if the purchase price is equal to or less 
than the fair market value of all the mortgage loans and REO properties in the trust (as determined by the 
master servicer) plus accrued interest for each mortgage loan at the related mortgage rate to but not including 
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the first day of the month in which such purchase price is paid.  Additionally, if NIMs are outstanding or 
amounts are owed to the NIMS insurer, the master servicer will have the right to exercise such option only if 
the purchase price will result in distributions on the Class C Certificates sufficient to cause the NIMS to be 
retired and to pay the NIMS insurer the amounts owed to it.  In the event that the option is exercised by the 
majority holder of the Class C Certificates or the NIMS insurer, the purchase will be made at a purchase price 
generally equal to the greater of (i) the par value of the mortgage loans and the appraised value of any REO 
properties and (ii) the fair market value of all the mortgage loans and REO properties in the trust (as 
determined by the majority holder of the Class C Certificates or the NIMS insurer, as applicable), in each case 
plus accrued interest for each mortgage loan at the related mortgage rate to but not including the first day of 
the month in which such purchase price is paid.  If NIMS are outstanding or amounts are owed to the NIMS 
insurer, the purchase price will also include any amount necessary to result in distributions on the Class C 
Certificates sufficient to cause the NIMS to be retired and to pay the NIMS insurer the amounts owed to it.  
The purchase price (whether paid by the master servicer, the majority holder of the Class C Certificates or the 
NIMS insurer) will be required to be sufficient to pay any swap termination fees owed by the trust to the swap 
counterparty.  In the event the master servicer, the majority holder of the Class C Certificates or the NIMS 
insurer exercises this option, the portion of the related purchase price allocable to the offered certificates and 
the Class B Certificates will be distributed in accordance with the priorities described under “Description of 
the Certificates—Allocation of Available Funds” and “—Credit Enhancement—Excess Interest” in this 
prospectus supplement.  The distribution of the related purchase price allocable to the offered certificates and 
the Class B Certificates will result in the following amounts, to the extent of available funds, being distributed 
on the offered certificates and the Class B Certificates: 

(i)  100% of the then outstanding certificate principal balance of the offered certificates and the 
Class B Certificates, plus 

(ii)  interest for the final accrual period on the then outstanding certificate principal balance of the 
offered certificates and the Class B Certificates at the then applicable Pass-Through Rate for 
each class of the offered certificates and the Class B Certificates, plus 

(iii)  any previously accrued but unpaid interest to which the holders of the offered certificates and 
the Class B Certificates are entitled, together with the amount of any Net WAC Rate 
Carryover Amounts, plus  

(iv) in the case of the Mezzanine Certificates and the Class B Certificates, any previously unpaid 
Allocated Realized Loss Amount. 

The trustee will be required to notify certificateholders in writing of an election to purchase the mortgage 
loans not less than 30 days prior to the date of purchase.   

Amendment of the Pooling Agreement 

 See “Description of the Securities—Amendment of the Governing Agreements” in the prospectus for 
a description of the provisions for amendment of the pooling agreement.  In addition, the prior consent of the 
NIMS insurer will be required for any amendment of the pooling agreement and the prior written consent of 
the swap counterparty will be necessary for any amendments to the pooling agreement that materially affect 
the swap counterparty's rights or interests under the pooling agreement. 

 At all times for purposes of a vote on an amendment to the pooling agreement or any other matter on 
which certificateholders are entitled to vote under the pooling agreement, 98% of all voting rights will be 
allocated among the holders of the Class A Certificates, the Mezzanine Certificates and the Class C 
Certificates in proportion to the then outstanding certificate principal balances of their respective certificates.  
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At all times, 1% of all voting rights will be allocated to the holders of the Class P Certificates and 1% of all 
voting rights will be allocated to the holders of the Class R Certificates.  The voting rights allocated to any 
class of certificates will be allocated among all certificateholders of that class in proportion to the outstanding 
percentage interests of the holders in that class. 

Servicing Compensation, Payment of Expenses and Compensating Interest 

 The following table describes each type of fee or expense that may be paid from collections on the 
mortgage loans. 
 

 
 

Fee or Expense 

General Purpose 
of Fee or 
Expense 

Party 
Receiving Fee 

or Expense 

Source of Funds for 
Payment of Fee or 

Expense 

Distribution 
Priority of Fee or 

Expense 

master servicing fee (1) compensation of 
the master servicer 
for services 
provided under the 
pooling agreement 

master servicer all collections on the 
mortgage loans 

prior to 
distributions to 
certificateholders 

all late payment charges, 
assumption fees, 
modification fees, 
reconveyance fees, 
nonsufficient funds fees 
and other similar fees and 
charges (but not 
prepayment charges) on the 
mortgage loans 

compensation of 
the master servicer 
for services 
provided under the 
pooling agreement 

master servicer all late payment 
charges, assumption 
fees, modification 
fees, reconveyance 
fees, nonsufficient 
funds fees and other 
similar fees and 
charges (but not 
prepayment charges) 
on the mortgage 
loans 

prior to 
distributions to 
certificateholders 

all interest payments (net of 
servicing fee) on payoffs 
received from the first day 
through the 14th day of any 
calendar month 

compensation of 
the master servicer 
for services 
provided under the 
pooling agreement 

master servicer all interest payments 
(net of servicing fee) 
on payoffs received 
from the first day 
through the 14th day 
of any calendar 
month 

prior to 
distributions to 
certificateholders 

all investment earnings 
earned on funds held in the 
collection account and the 
servicing account 

compensation of 
the master servicer 
for services 
provided under the 
pooling agreement 

master servicer all investment 
earnings earned on 
funds held in the 
collection account 
and the servicing 
account 

prior to 
distributions to 
certificateholders 

reimbursement for 
advances and servicing 
advances made under the 
pooling agreement, other 
than nonrecoverable 
advances (2) 

reimbursement of 
the master servicer 
for advances and 
servicing 
advances made 
under the pooling 
agreement 

master servicer collections on the 
mortgage loans with 
respect to which 
advances and 
servicing advances 
were made 

prior to 
distributions to 
certificateholders 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 118 of 317



 

 S-113  

 

 
 

Fee or Expense 

General Purpose 
of Fee or 
Expense 

Party 
Receiving Fee 

or Expense 

Source of Funds for 
Payment of Fee or 

Expense 

Distribution 
Priority of Fee or 

Expense 

reimbursement for 
nonrecoverable advances 
(2) 

reimbursement of 
the master servicer 
for advances and 
servicing 
advances made 
under the pooling 
agreement 

master servicer all collections on the 
mortgage loans 

prior to 
distributions to 
certificateholders 

reimbursement for certain 
expenses, costs and 
liabilities incurred by the 
master servicer or the 
depositor in connection 
with any legal action 
relating to the pooling 
agreement or the 
certificates (3) 

reimbursement of 
the master servicer 
and the depositor 
for certain 
expenses, costs 
and liabilities 
incurred under the 
pooling agreement 

master servicer 
or depositor 

all collections on the 
mortgage loans 

prior to 
distributions to 
certificateholders 

all earnings on funds held 
in the distribution account 

compensation of 
the trustee for 
services provided 
under the pooling 
agreement 

trustee all earnings on funds 
held in the 
distribution account 

prior to 
distributions to 
certificateholders 

indemnification for certain 
losses, liabilities and 
expenses incurred by the 
trustee in connection with 
the trustee’s acceptance or 
administration of its 
obligations and duties 
under the pooling 
agreement (4) 

indemnification of 
the trustee for 
certain losses, 
liabilities and 
expenses incurred 
under the pooling 
agreement 

trustee all collections on the 
mortgage loans 

prior to 
distributions to 
certificateholders 

reimbursement for any 
amounts payable by the 
trustee for recording of 
assignments of mortgages 
to the extent not paid by the 
master servicer 

reimbursement for 
amounts payable 
by the trustee for 
recording of 
assignments of 
mortgages 

trustee all collections on the 
mortgage loans 

prior to 
distribution to 
certificateholders 

reimbursement for trustee’s 
costs associated with the 
transfer of servicing to the 
trustee in the event of 
termination of the master 
servicer to the extent not 
paid by the master servicer 

reimbursement for 
trustee’s costs 
associated with 
the transfer of 
servicing to the 
trustee 

trustee all collections on the 
mortgage loans 

prior to 
distribution to 
certificateholders 
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Fee or Expense 

General Purpose 
of Fee or 
Expense 

Party 
Receiving Fee 

or Expense 

Source of Funds for 
Payment of Fee or 

Expense 

Distribution 
Priority of Fee or 

Expense 

reimbursement for any 
expenses incurred by the 
trustee in connection with a 
tax audit of the trust 

reimbursement for 
any expenses 
incurred by the 
trustee in 
connection with a 
tax audit of the 
trust 

trustee all collections on the 
mortgage loans 

prior to 
distribution to 
certificateholders 

reimbursement for 
enforcement expenses 
incurred by the master 
servicer, the trustee or the 
NIMS insurer in respect of 
a breach by the sponsor of 
its representations and 
warranties in the mortgage 
loan purchase agreement or 
the pooling agreement 

reimbursement for 
enforcement 
expenses incurred 
by the master 
servicer, the 
trustee or the 
NIMS insurer 

the master 
servicer, the 
trustee or the 
NIMS insurer 

all collections on the 
mortgage loans 

prior to 
distribution to 
certificateholders 

Net Swap Payments, 
provided a swap default has 
not occurred and is not 
continuing, and Swap 
Termination Payment 
(unless the swap 
counterparty is the 
defaulting party or the sole 
affected party under the 
swap agreement) (5) 

payment of Net 
Swap Payments 
and Swap 
Termination 
Payments to the 
swap counterparty 

swap 
counterparty 

all collections on the 
mortgage loans 

prior to 
distribution to 
certificateholders 

any tax imposed under the 
Internal Revenue Code on a 
REMIC formed under the 
pooling agreement in the 
event the REMIC engages 
in a prohibited transaction 
(6) 

compliance with 
Internal Revenue 
Code 

United States 
Treasury  

all collections on the 
mortgage loans 

prior to 
distributions to 
certificateholders 

(1) The “servicing fee” will be calculated as a per annum percentage for each mortgage loan (the “servicing fee rate”). 
The servicing fee rate with respect to each mortgage loan will equal 0.50% per annum.  
(2) See “The Servicers—The Master Servicer—Services Performed by the Master Servicer—Advances” in this 
prospectus supplement for a description of the Master Servicer’s obligation to make advances and servicing advances. 
(3) See “Description of the Securities—Matters Regarding the Master Servicer and the Depositor” in the prospectus for a 
description of these reimbursable expenses, costs and liabilities. 
(4) See “The Servicers—The Trustee—Indemnification of the Trustee” in this prospectus supplement for description of 
this indemnification. 
(5) See “Description of the Securities”—“Allocation of Available Funds,”—“Swap Agreement” and —“Definitions” in 
this prospectus supplement for payments to the swap counterparty. 
(6) See “Material Federal Income Tax Consequences —Matters Relevant to Holders of All REMIC Certificates—
Prohibited Transactions and Other Possible REMIC Taxes” in the prospectus. It is  not anticipated that any REMIC will 
engage in a prohibited transaction. 
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 The master servicer will receive a fee for its services as master servicer under the pooling agreement.  
The “servicing fee{ XE "servicing fee" }” will be calculated using a “servicing fee rate{ XE "servicing fee 
rate" }” of 0.50% per annum on the principal balance of each mortgage loan.  Any late payment charges, 
assumption fees, modification fees, reconveyance fees, nonsufficient funds fees and other similar fees and 
charges (but not prepayment charges) on the mortgage loans, together with interest and other income earned 
on the funds in the collection account and any servicing account, will be retained by the master servicer as 
additional servicing compensation and will not be included in the available funds.  For any distribution date 
with respect to a mortgage loan for which a principal prepayment in full is applied on or after the first 
calendar day of the month of such distribution date and before the 15th calendar day of such month, the 
master servicer is also entitled to retain as additional servicing compensation the amount of interest collected 
on such prepayment at the applicable mortgage rate (net of the servicing fee rate) from the first day of the 
month in which such distribution date occurs through the day on which such prepayment is applied (the 
“prepayment interest excess{ XE "prepayment interest excess" }”). 

 The servicing fee will be paid out of collections on the mortgage loans.  The master servicer will be 
permitted to withdraw the servicing fee each month from funds on deposit in the collection account, before 
those funds are transferred to the distribution account for distribution to certificateholders.  The master 
servicer will be solely responsible for subservicing fees payable to any subservicer which will be paid from 
the servicing fee. 

 In the event of any resignation or termination of the master servicer pursuant to the pooling 
agreement, the trustee, if acting as successor master servicer, will be entitled to the same compensation and 
reimbursement of expenses as that to which the master servicer would have been entitled.  If another 
successor master servicer is appointed, the trustee will be permitted to make arrangements for the 
compensation of such successor master servicer out of collections on the mortgage loans, subject to the 
limitation that such compensation may not exceed the compensation to which the master servicer would have 
been entitled. 

 The master servicer will pay all expenses incurred in connection with its responsibilities under the 
pooling agreement (subject to reimbursement for advances and servicing advances, as described under “The 
Servicers—The Master Servicer—Services Performed by the Master Servicer—Advances” in this prospectus 
supplement). 

 The trustee will be entitled to retain all interest and other income earned on the funds in the 
distribution account as additional servicing compensation and those amounts will not be included in the 
available funds. 

 The master servicer is obligated to deposit into the collection account the amount of any prepayment 
interest shortfall (payments made by the master servicer in satisfaction of such obligation, “compensating 
interest{ XE "compensating interest" }”) but only up to the amount of its servic ing fee for the related 
distribution date.  The “determination date{ XE "determination date" }” with respect to any distribution date 
will be the 15th day of the calendar month in which such distribution date occurs or, if such 15th day is not a 
business day, the business day immediately preceding such 15th day.  With respect to any determination date 
and each mortgage loan as to which a principal prepayment is applied during the portion of the related 
prepayment period (except for principal prepayments in full received during the period from the first through 
the 14th day of the month of the related distribution date), the “prepayment interest shortfall{ XE 
"prepayment interest shortfall" }” is an amount equal to interest at the applicable mortgage rate (ne t of the 
servicing fee rate) on the amount of such principal prepayment for the lesser of (i) the number of days from 
the date on which the principal prepayment is applied until the last day of the month in which such principal 
prepayment is applied and (ii) 30 days.  Principal prepayments in full on the mortgage loans applied from the 
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first day through the 14th day of any month will be passed through to the certificateholders on the distribution 
date in the same month (except for principal prepayments in full applied through March 14, 2006, which will 
be passed through to the certificateholders on the distribution date in April 2006), rather than on the 
distribution date of the following month, together with a full month's interest for the prior month.  
Accordingly, no compensating interest will be payable for principal prepayments in full applied during that 
period.  Principal prepayments in full applied during the period from the 15th day through the last day of any 
month will be passed through on the distribution date in the following month, and, in order to provide for a 
full month's interest payment for the prior month, compensating interest will be passed through to the 
certificateholders for that period. 

Reports and Other Information 

 On each distribution date, the trustee will prepare and make available to each holder of a certificate, a 
statement based upon information received from the master servicer generally setting forth, among other 
things: 

 (i)  the record dates, the accrual period, the determination date and the distribution date; 

(ii)  the amount of distributions with respect to each class of certificates; 

 (iii)  the amount of such distributions in clause (i) allocable to principal, separately identifying the 
aggregate amount of any principal prepayments or other unscheduled recoveries of principal; 

 (iv)  the amount of such distributions in clause (i) allocable to interest and the Pass-Through 
Rates; 

 (v)  the amount of any Net WAC Rate Carryover Amounts or Unpaid Interest Shortfall Amounts; 

 (vi)  the Group I Interest Remittance Amount and the Group II Interest Remittance Amount and 
the Group I Principal Remittance Amount and Group II Principal Remittance Amount for such distribution 
date; 

 (vii)  the certificate principal balance of each class of the certificates before and after giving effect 
to the distribution of principal on such distribution date; 

 (viii)  the number and the stated principal balance for the Group I mortgage loans and the Group II 
mortgage loans at the beginning and the end of the related due period for the Group I mortgage loans and the 
Group II mortgage loans and updated mortgage loan pool composition information; 

 (ix)  by loan group and in the aggregate, the amounts of servicing fees paid to or retained by the 
master servicer or any subservicer; 

 (x)  in the aggregate, the amount of advances and servicing advances made by the master servicer 
for the related collection period, the amount of unrecovered advances and servicing advances (after giving 
effect to advances and servicing advances made on the distribution date) outstanding, and the aggregate 
amount of non-recoverable advances and servicing advances for such distribution date; 

 (xi)  by loan group and in the aggregate, the number and aggregate stated principal balance of 
mortgage loans that were (A) delinquent (exclusive of mortgage loans in bankruptcy or foreclosure or REO 
properties) (1) 30 to 59 days, (2) 60 to 89 days, (3) 90 to 119 days and (4) 120 or more days, as of the last day 
of the calendar month, (B) in foreclosure, (C) in bankruptcy and (D) REO properties; 
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 (xii)  the aggregate stated principal balance of all mortgage loans with respect to which the related 
mortgaged property was acquired by the trust in foreclosure or by deed in lieu of foreclosure (any such 
mortgaged property, an “REO property{ XE "REO property" }”) as of the close of business on the last day of 
the related prepayment period; 

 (xiii)   by loan group and in the aggregate, the amount of principal and interest realized losses 
incurred during the related prepayment period and the cumulative amount of principal and interest realized 
losses; 

 (xiv)  by loan group and in the aggregate, the amount of any net prepayment interest shortfalls for 
such distribution date to the extent not covered by the master servicer and the amount of any shortfalls 
resulting from the application of the Relief Act or similar state or local law for such distribution date; 

 (xv)  any Overcollateralization Deficiency Amount (after giving effect to distribution of principal 
on such distribution date); 

 (xvi)  by loan group and in the aggregate, the principal balance of mortgage loans repurchased by 
the sponsor; 

 (xvii)  the date when a Stepdown Date or a Trigger Event has occurred; 

 (xviii)  the Overcollateralization Target Amount as of such distribution date; 

 (xix)  the aggregate amount of extraordinary trust expenses (as described in the pooling agreement) 
paid to the trustee for such distribution date;  

 (xx)  by loan group and in the aggregate, the amount of subsequent recoveries for the related 
prepayment period and the cumulative amount of subsequent recoveries; 

 (xxi)  the Group I Swap Payment, the Group II Swap Payment, the Swap Payment, the 
Counterparty Payment, the Group I Net Swap Payment, the Group II Net Swap Payment, the Net Swap 
Payment and the Net Counterparty Payment for such distribution date; the Group I Swap Termination 
Payment paid on such distribution date, the Group II Swap Termination Payment paid on such distribution 
date, the Swap Termination Payment and the Swap Termination Payment remaining unpaid from prior 
distribution dates, and in each case whether payable by the trust or by the swap counterparty; and any 
Counterparty Payments unpaid from prior distribution dates; and 

 (xxii)  the Group I Final Maturity Reserve Amount, the Group II Final Maturity Reserve Amount, 
the Aggregate Final Maturity Reserve Amount and the aggregate amount on deposit in the final maturity 
reserve account for such distribution date and the amount distributed to each class of the offered certificates 
and the Class B Certificates from the final maturity reserve account. 

 The trustee will make such statement (and, at its option, any additional files containing the same 
information in an alternative format) available each month via the trustee’s internet website.  The trustee’s 
internet website will initially be located at “https://www.tss.db.com/invr”.  Assistance in using the website 
can be obtained by calling the trustee’s customer service desk at 1-800-735-7777.  Parties that are unable to 
use the above distribution options are entitled to have a paper copy mailed to them via first class mail by 
calling the customer service desk and indicating such.  The trustee will have the right to change the way such 
statements are distributed in order to make such distribution more convenient and/or more accessible to the 
above parties and the trustee will provide timely and adequate notification to all above parties regarding any 
such changes. 
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 Reports about the certificates required to be filed with the Securities and Exchange Commission (the 
“Commission{ XE "Commission" }”), including the trust’s Annual Reports on Form 10-K, Distribution 
Reports on Form 10-D and Current Reports on Form 8-K, will be filed under the Commission file number for 
the trust, 333-109318.  The public may read and copy any materials filed with the Commission at the 
Commission’s Public Reference Room at 100 F Street, NE, Washington, DC 20549.  The public may obtain 
information on the operation of the Public Reference Room by calling the Commission at 1-800-SEC-0330.  
The Commission maintains an internet website that contains reports, proxy and information statements, and 
other information regarding issuers that file electronically with the Commission.  The address of that internet 
web http://www.sec.gov. 

 In addition, within a reasonable period of time after the end of each calendar year, the trustee will 
prepare and deliver to each holder of a certificate of record during the previous calendar year a statement 
containing information necessary to enable certificateholders to prepare their tax returns.  Such statements 
will not have been examined and reported upon by an independent public accountant. 
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YIELD, PREPAYMENT AND MATURITY CONSIDERATIONS 

 The yield to maturity of the offered certificates and the Class B Certificates will be sensitive to 
defaults on the mortgage loans.  If a purchaser of an offered certificate{ XE "offered certificate" } or a Class B 
Certificate calculates its anticipated yield based on an assumed rate of default and amount of losses that is 
lower than the default rate and amount of losses actually incurred, its actual yield to maturity may be lower 
than that so calculated.  In general, the earlier a loss occurs, the greater is the effect on an investor’s yield to 
maturity.  There can be no assurance as to the delinquency, foreclosure or loss experience with respect to the 
mortgage loans.  The mortgage loans were underwritten in accordance with guidelines that generally do not 
conform to the underwriting guidelines typically applied by banks and other primary lending institutions, 
particularly with respect to a prospective borrower’s credit history and debt-to-income ratio.  Borrowers who 
qualify under the master servicer’s underwriting guidelines generally have equity in their property and 
repayment ability but may have a record of major derogatory credit items such as outstanding judgments or 
prior bankruptcies.  The master servicer originates mortgage loans based on its underwriting guidelines and 
does not determine whether such mortgage loans would be acceptable for purchase by Fannie Mae or Freddie 
Mac.  As a result, the risk of delinquencies with respect to, and losses on, the mortgage loans will be greater 
than that of mortgage loans underwritten in a more traditional manner. 

 The rate of principal payments, the aggregate amount of distributions and the yields to maturity of the 
offered certificates and the Class B Certificates will be affected by the rate and timing of payments of 
principal on the mortgage loans.  The rate of principal payments on the mortgage loans will in turn be affected 
by the amortization schedules of the mortgage loans and by the rate of principal prepayments (including for 
this purpose prepayments resulting from refinancing, liquidations of the mortgage loans due to defaults, 
casualties or condemnations and repurchases by the sponsor or master servicer).  Certain of the mortgage 
loans contain prepayment charges, and the rate of principal payments on such mortgage loans may or may not 
be less than the rate of principal payments for mortgage loans that did not have prepayment charges.  The 
mortgage loans are subject to the “due-on-sale” provisions included in the mortgage loans which provide that 
the mortgage loan is due upon the transfer of the related mortgaged property or is assumable by a 
creditworthy purchaser of the related mortgaged property, subject to limitations described under “Legal 
Aspects of the Mortgage Assets—Enforceability of Provisions” in the accompanying prospectus.  We refer 
you to “The Mortgage Pool” in this prospectus supplement. 

 Prepayments, liquidations and purchases of the mortgage loans (including any optional purchase) will 
result in distributions on the offered certificates and the Class B Certificates of principal amounts which 
would otherwise be distributed over the remaining terms of the mortgage loans.  Since the rate of payment of 
principal on the mortgage loans will depend on future events and a variety of other factors, no assurance can 
be given as to such rate or the rate of principal prepayments.  The extent to which the yield to maturity of a 
class of the offered certificates or the Class B Certificates may vary from the anticipated yield will depend 
upon the degree to which such class of certificates is purchased at a discount or premium.  Further, an investor 
should consider the risk that, in the case of any offered certificate or Class B Certificate purchased at a 
discount, a slower than anticipated rate of principal payments (including prepayments) on the mortgage loans 
could result in an actual yield to such investor that is lower than the anticipated yield and, in the case of any 
offered certificate or Class B Certificate purchased at a premium, a faster than anticipated rate of principa l 
payments on the mortgage loans could result in an actual yield to such investor that is lower than the 
anticipated yield. 

 The rate of principal payments (including prepayments) on pools of mortgage loans may vary 
significantly over time and may be influenced by a variety of economic, geographic, social and other factors, 
including changes in mortgagors’ housing needs or general creditworthiness of the mortgagors, job transfers, 
unemployment, mortgagors’ net equity in the mortgaged properties and servicing decisions.  In general, if 
prevailing interest rates were to fall significantly below the mortgage rates on the mortgage loans, such 
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mortgage loans could be subject to higher prepayment rates than if prevailing interest rates were to remain at 
or above the mortgage rates on such mortgage loans.  Conversely, if prevailing interest rates were to rise 
significantly, the rate of prepayments on such mortgage loans would generally be expected to decrease.  The 
mortgage loans may be subject to a greater rate of principal prepayments in a low interest rate environment.  
For example, if prevailing interest rates were to fall, mortgagors with adjustable -rate mortgage loans may be 
inclined to refinance their adjustable -rate mortgage loans with a fixed-rate loan to “lock in” a lower interest 
rate or to refinance their adjustable - rate mortgage loans with other more competitive adjustable -rate 
mortgage loans.  The existence of the applicable periodic rate cap and maximum mortgage rate with respect to 
the adjustable -rate mortgage loans also may affect the likelihood of prepayments resulting from refinancings.  
No assurances can be given as to the rate of prepayments on the mortgage loans in stable or changing interest 
rate environments.  In addition, the delinquency and loss experience of the fixed-rate mortgage loans may 
differ from that of the adjustable -rate mortgage loans because the amount of the monthly payments on the 
adjustable-rate mortgage loans are subject to adjustment on each adjustment date.  In addition, a majority of 
the adjustable -rate mortgage loans will not have their initial adjustment date for two, three or five years after 
their origination.  The adjustable -rate mortgage loans may be subject to greater rates of prepayments as they 
approach their initia l adjustment dates even if market interest rates are only slightly higher or lower than the 
mortgage rates on the adjustable -rate mortgage loans as mortgagors seek to avoid changes in their monthly 
payments. 

 The interest only feature of the interest only mortgage loans may reduce the perceived benefits of 
refinancing to take advantage of lower market interest rates or to avoid adjustments in the mortgage rates.  
However, as a mortgage loan with such a feature nears the end of its interest only period, the mortgagor may 
be more likely to refinance the mortgage loan, even if market interest rates are only slightly less than the 
mortgage rate of such mortgage loan in order to avoid the increase in the monthly payments necessary to 
amortize the mortgage loan over its remaining life. 

 Approximately 63.04% and 68.61% of the Group I mortgage loans and Group II mortgage loans (in 
each case, by aggregate scheduled principal balance of the mortgage loans in the related loan group as of the 
cut-off date), respectively, provide for payment by the mortgagor of a prepayment charge in limited 
circumstances on certain prepayments.  The holders of the Class P Certificates will be entitled to all 
prepayment charges received on the mortgage loans, and such amounts will not be available for distribution 
on the other classes of certificates.  Under certain circumstances, as described in the pooling agreement, the 
master servicer may waive the payment of any otherwise applicable prepayment charge.  Investors should 
conduct their own analysis of the effect, if any, that prepayment charges, and decisions by the master servicer 
with respect to the waiver of prepayment charges, may have on the prepayment performance of the mortgage 
loans.  The depositor makes no representations as to the effect that the prepayment charges, and decisions by 
the master servicer with respect to the waiver of prepayment charges, may have on prepayment performance 
of the mortgage loans. 

 The yields on the offered certificates and the Class B Certificates may be adversely affected by Net 
Swap Payments and the Swap Termination Payment (unless the swap counterparty is the Defaulting Party or 
the Sole Affected Party (each as defined in the swap agreement)) payable by the trust.  Any Net Swap 
Payment or the Swap Termination Payment (unless the swap counterparty is the Defaulting Party or the Sole 
Affected Party (each as defined in the swap agreement)) payable by the trust will reduce amounts available 
for distribution to certificateholders.  If the rate of prepayments on the mortgage loans is faster than 
anticipated, the swap notional amount on which payments due under the swap agreement are calculated may 
exceed the aggregate stated principal balance of the mortgage loans, thereby increasing the relative proportion 
of interest (and possibly principal) collections on the mortgage loans that must be applied to make any Net 
Swap Payment to the swap counterparty and consequently, the combination of rapid rates of prepayment and 
low prevailing interest rates could adversely affect the yields on the offered certificates and the Class B 
Certificates. 
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 To the extent interest on any class of the offered certificates or the Class B Certificates is paid at the 
related Net WAC Rate instead of the related Formula Rate, a shortfall in interest equal to the Net WAC Rate 
Carryover Amount will occur.  Such shortfall will only be payable from the Net Monthly Excess Cashflow 
and, payments received under the swap agreement by the trust, as described under “Description of the 
Certificates—Credit Enhancement—Excess Interest” in this prospectus supplement. 

Additional Information 

 The depositor has filed certain yield tables and other computational materials with respect to the 
offered certificates with the Commission in a report on Form 8-K and may file certain additional yield tables 
and other computational materials with respect to the offered certificates with the Commission in a report on 
Form 8-K.  Such tables and materials were prepared by the underwriters at the request of certain prospective 
investors, based on assumptions provided by, and satisfying the special requirements of, such prospective 
investors.  These tables and assumptions may be based on assumptions that differ from the structuring 
assumptions.  Accordingly, such tables and other materials may not be relevant to or appropriate for investors 
other than those specifically requesting them.  Those tables and materials are preliminary in nature and are 
subject to change, and may not reflect the final terms and structure of the securitization transaction.  The final 
terms and structure of the securitization transaction are as described in this prospectus supplement. 

Weighted Average Lives 

 The timing of changes in the rate of principal prepayments on the mortgage loans may significantly 
affect an investor’s actual yield to maturity, even if the average rate of principal prepayments is consistent 
with such investor’s expectation.  In general, the earlier a principal prepayment on the mortgage loans occurs, 
the greater the effect of such principal prepayment on an investor’s yield to maturity.  The effect on an 
investor’s yield of principal prepayments occurring at a rate higher (or lower) than the rate anticipated by the 
investor during the period immediately following the issuance of the offered certificates and the Class B 
Certificates may not be offset by a subsequent like decrease (or increase) in the rate of principal prepayments. 

 The weighted average life of an offered certificate or a Class B Certificate is the average amount of 
time that will elapse from the date such certificate is sold to investors (on or about March 7, 2006), until each 
dollar of principal is repaid to the investors in such certificate.  Because it is expected that there will be 
prepayments and defaults on the mortgage loans, the actual weighted average lives of these certificates are 
expected to vary substantially from the weighted average remaining terms to maturity of the mortgage loans 
as described in this prospectus supplement under “The Mortgage Pool.” 

 Prepayments of mortgage loans are commonly measured relative to a prepayment standard or model.  
The model used in this prospectus supplement (the “Prepayment Assumption{ XE "Prepayment 
Assumption" }”) assumes: 

 (i)  In the case of the fixed-rate mortgage loans, 100% of the related vector.  In the case of the 
fixed-rate mortgage loans, the related “vector{ XE "vector" }” means a constant prepayment rate (“CPR{ XE 
"CPR" }”) of 4.60% per annum of the then unpaid principal balance of such mortgage loans in the first month 
of the life of such mortgage loans and an additional approximately 1.6727% (precisely 18.40%/11) per annum 
in each month thereafter until the 12th month, and then beginning in the 12th month and in each month 
thereafter during the life of such mortgage loans, a CPR of 23% per annum. 

 (ii)  In the case of the adjustable -rate mortgage loans, 100% of the related vector.  In the case of 
the adjustable -rate mortgage loans, the related “vector” means a CPR of 4.00% per annum of the then unpaid 
principal balance of such mortgage loans in the first month of the life of such mortgage loans and an 
additional approximately 2.1818% (precisely 24%/11) per annum in each month thereafter until the 12th 
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month, beginning with the 13th month remain ing at 28% per annum in each month thereafter until the 24th 
month, beginning with the 25th month remaining at 55% per annum in each month thereafter until the 28th 
month, and then beginning in the 29th month and in each month thereafter during the life of such mortgage 
loans, a CPR of 35% per annum. 

 CPR is a Prepayment Assumption that represents a constant assumed rate of prepayment each month 
relative to the then outstanding principal balance of a pool of mortgage loans for the life of such mortgage 
loans.  The prepayment assumption does not purport to be either an historical description of the prepayment 
experience of any pool of mortgage loans or a prediction of the anticipated rate of prepayment of any 
mortgage loans, including the mortgage loans to be included in the trust.  Each of the prepayment scenarios in 
the tables in Appendix B (which is incorporated by reference into this prospectus supplement) assumes the 
respective percentages of CPR or the vector, as applicable, indicated for such scenario. 

 The tables entitled “Percent of Original Certificate Principal Balance Outstanding” in Appendix B 
(which is incorporated by reference into this prospectus supplement) were prepared on the basis of the 
assumptions in the following paragraph and the tables set forth below.  There are certain differences between 
the loan characteristics included in such assumptions and the characteristics of the actual mortgage loans.  
Any such discrepancy may have an effect upon the percentages of original certificate principal balances 
outstanding and weighted average lives of the offered certificates indicated in the tables in Appendix B.  In 
addition, since the actual mortgage loans in the trust will have characteristics that differ from those assumed 
in preparing the tables in Appendix B, the distributions of principal on such classes of offered certificates may 
be made earlier or later than indicated in the tables in Appendix B. 

 The percentages and weighted average lives in the tables entitled “Percent of Original Certif icate 
Principal Balance Outstanding” in Appendix B were determined assuming, among other things, that (the 
“Structuring Assumptions{ XE "Structuring Assumptions" }”): 

• the mortgage loans have the characteristics specified in the tables below (based on the mortgage pool 
on the closing date consisting of the mortgage loans with an aggregate stated principal balance of the 
mortgage loans as of the cut-off date of approximately $3,003,799,153), 

• the closing date for the offered certificates and the Class B Certificates occurs on March 7, 2006 and 
the offered certificates and the Class B Certificates are sold to investors on March 7, 2006,  

• distributions on the certificates are made on the 25th day of each month regardless of the day on 
which the distribution date actually occurs, commencing in April, 2006, in accordance with the 
allocation of available funds specified above under “Description of the Certificates—Allocation of 
Available Funds,”  

• the prepayment rates are those indicated in the “Prepayment Scenarios” table below,  

• prepayments include thirty days’ interest,  

• the sponsor is not required to substitute or repurchase any or all of the mortgage loans pursuant to the 
pooling agreement and no optional termination is exercised, except with respect to the entries 
identified by the row captioned “Weighted Average Life (years) to Optional Termination” in the 
tables in Appendix B,  

• the Overcollateralization Target Amount is as specified in this prospectus supplement,  
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• scheduled payments for all mortgage loans are received on the first day of each month commencing 
in April 2006, the principal portion of such payments being computed prior to giving effect to 
prepayments received in the previous month, and there are no losses or delinquencies with respect to 
such mortgage loans,  

• all mortgage loans prepay at the indicated rate and all such payments are treated as prepayments in 
full of individual mortgage loans, with no shortfalls in collection of interest,  

• such prepayments are received on the last day of each month commencing in the month of the closing 
date, 

• the level of one-month LIBOR is at all times equal to 4.570% per annum, 

• the Pass-Through Rates for the offered certificates and the Class B Certificates are as specified in this 
prospectus supplement,  

• the mortgage rate for each adjustable -rate mortgage loan is adjusted on its next adjustment date (and 
on subsequent adjustment dates, if necessary) to equal the sum of (a) the assumed level of six-month 
LIBOR and (b) the respective gross margin (such sum being subject to the applicable periodic rate 
caps, minimum mortgage rates and maximum mortgage rates),  

• the mortgage rate for each adjustable rate mortgage loan adjusts every six months following its first 
adjustment date; 

• with respect to the adjustable -rate mortgage loans, six-month LIBOR at all times is equal to 4.942% 
per annum, 

• the servicing fee rate is equal to 0.50% per annum,  

• the trustee fee rate is at all times equal to zero,  

• the certificate principal balance of the Class P Certificates is equal to zero, 

• no Swap Termination Payment occurs, and 

• the certificate principal balance of the offered certificates and the Class B Certificates is reduced to 
zero no later than the final scheduled distribution date. 

Nothing contained in the assumptions described above should be construed as a representation that the 
mortgage loans will not experience delinquencies or losses. 

Prepayment Scenarios  
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Fixed-Rate Mortgage Loans(1) ............. 70% 85% 100% 120% 140% 

Adjustable-Rate Mortgage Loans(1) ..... 70% 85% 100% 120% 140% 

      
  

(1) Percentage of the related vector 
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Assumed Mortgage Loan Characteristics  
Group I Mortgage Loans  

Loan 
Number 

Principal 
Balance ($)  

Gross 
Mortgage  
Rate (%) 

Months to  
Next  

Adjustment  
Date 

Gross 
Margin 

(%) 

Maximum 
Mortgage  
Rate (%) 

Minimum 
Mortgage  
Rate (%) 

Initial 
Periodic  
Rate Cap 

(%) 

Subsequent  
Periodic  
Rate Cap 

(%) 

Original  
Term  

(months) 

Remaining 
Term 

(months) 

Original  
Interest 

Only 
Term 

(months) 

1 178,331,401.52  9.30508  22 5.23535  15.30508 9.30508  1.99699  1.00000  360 358 0 

2 12,904,816.13 9.43845  23 5.27444  15.43845 9.43845  2.00000  1.00000  360 359 0 

3 1,266,462.84 9.12287  22 4.99000  15.12287 9.12287  2.00000  1.00000  360 358 0 

4 226,648,526.61 9.02949  22 5.31094  15.02949 9.02949  2.00038  1.00000  360 358 0 

5 46,766,657.36 9.64446  22 5.24829  15.64446 9.64446  2.00000  1.00000  360 358 0 

6 3,997,879.65 9.74627  22 5.18586  15.74627 9.74627  2.00000  1.00000  360 358 0 

7 18,506,688.72 10.01908 23 5.11246  16.01908 10.01908 2.00000  1.00000  360 359 0 

8 723,761.92 8.71112  22 5.73122  14.71112 8.71112  2.00000  1.00000  360 358 0 

9 658,628.82 9.96188  22 4.99000  15.96188 9.96188  2.00000  1.00000  360 358 0 

10 28,321,907.05 8.62655  22 5.57354  14.62655 8.62655  2.00000  1.00000  360 358 0 

11 1,373,815.09 9.33357  22 5.16807  15.33357 9.33357  2.00000  1.00000  360 358 0 

12 12,621,007.42 8.27499  22 5.00610  14.27499 8.27499  1.00000  1.00000  360 358 24 

13 1,257,965.00 7.95258  22 4.99000  13.95258 7.95258  1.00000  1.00000  360 358 24 

14 240,000.00 8.55000  23 4.99000  14.55000 8.55000  1.00000  1.00000  360 359 24 

15 24,558,489.09 7.44429  22 5.01850  13.44429 7.44429  1.01108  1.00000  360 358 24 

16 3,410,095.85 7.54803  20 5.04384  13.54803 7.54803  1.10178  1.00000  360 356 24 

17 394,500.00 9.09163  22 4.99000  15.09163 9.09163  1.00000  1.00000  360 358 24 

18 283,200.00 7.60000  23 4.99000  13.60000 7.60000  1.00000  1.00000  360 359 24 

19 240,000.00 8.85000  22 5.99000  14.85000 8.85000  1.00000  1.00000  360 358 24 

20 7,364,981.10 7.36265  23 4.99000  13.36265 7.36265  1.00000  1.00000  360 359 24 

21 200,000.00 7.50000  22 4.99000  13.50000 7.50000  1.00000  1.00000  360 358 24 

22 88,428,598.71 8.87717  22 5.04550  14.87717 8.87717  2.00297  1.00000  480 478 0 

23 16,075,984.81 8.55110  22 5.05418  14.55110 8.55110  2.00000  1.00000  480 478 0 

24 869,521.13 8.52377  22 4.99000  14.52377 8.52377  2.00000  1.00000  480 478 0 

25 177,709,490.71  8.03846  22 5.04089  14.03846 8.03846  2.00000  1.00000  480 478 0 

26 15,253,371.18 8.22836  22 5.01237  14.22836 8.22836  2.00000  1.00000 480 478 0 

27 600,821.89 9.85397  22 5.11730  15.85397 9.85397  2.00000  1.00000  480 478 0 

28 1,371,668.57 8.90962  22 5.13921  14.90962 8.90962  2.00000  1.00000  480 478 0 

29 332,616.33 8.15097  22 4.99000  14.15097 8.15097  2.00000  1.00000  480 478 0 

30 260,161.54 9.24585  22 4.99000  15.24585 9.24585  2.00000  1.00000  480 478 0 

31 49,752,166.49 7.85579  22 5.02287  13.85579 7.85579  2.00000  1.00000  480 478 0 

32 2,402,642.70 8.86953  22 4.99000  14.86953 8.86953  2.00000  1.00000  480 478 0 

33 40,637,843.16 8.89088  34 5.22883  14.89088 8.89088  2.99360  1.00000  360 358 0 

34 792,837.11 8.08052  34 5.57889  14.08052 8.08052  3.00000  1.00000  360 358 0 

35 384,456.67 7.77274  34 5.78994  13.77274 7.77274  3.00000  1.00000  360 358 0 

36 2,041,542.48 8.65541  34 5.43061  14.65541 8.65541 3.00000  1.00000  360 358 0 

37 219,752.41 9.12244  35 4.99000  15.12244 9.12244  3.00000  1.00000  360 359 0 

38 10,174,641.70 8.63697  34 5.20357  14.63697 8.63697  3.00000  1.00000  360 358 0 

39 1,673,363.53 8.31901  34 5.34397  14.31901 8.31901  3.00000  1.00000  360 358 0 

40 5,072,483.98 7.00112  33 4.99000  13.00112 7.00112  3.00000  1.00000  360 357 36 

41 195,000.00 8.40000  35 4.99000  14.40000 8.40000  3.00000  1.00000  360 359 36 

42 368,000.00 8.60707  33 4.99000  14.60707 8.60707  3.00000  1.00000  360 357 36 

43 669,200 .00 7.36926  32 4.99000  13.36926 7.36926  3.00000  1.00000  360 356 36 

44 3,340,699.48 6.79968  33 4.99000  12.79968 6.79968  3.00000  1.00000  360 357 36 
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Loan 
Number 

Principal 
Balance ($)  

Gross 
Mortgage  
Rate (%) 

Months to  
Next  

Adjustment  
Date 

Gross 
Margin 

(%) 

Maximum 
Mortgage  
Rate (%) 

Minimum 
Mortgage  
Rate (%) 

Initial 
Periodic  
Rate Cap 

(%) 

Subsequent  
Periodic  
Rate Cap 

(%) 

Original  
Term  

(months) 

Remaining 
Term 

(months) 

Original  
Interest 

Only 
Term 

(months) 

45 55,161,196.19 8.36825  34 5.01495  14.36825 8.36825  2.99362  1.00000  480 478 0 

46 1,731,691.51 8.53194  34 4.99000  14.53194 8.53194  3.00000  1.00000  480 478 0 

47 621,183.11 8.77576  34 4.99000  14.77576 8.77576  3.00000  1.00000  480 478 0 

48 1,288,361.23 8.64516  34 4.99000  14.64516 8.64516  3.00000  1.00000  480 478 0 

49 323,023.68 8.00300  34 4.99000  14.00300 8.00300  3.00000  1.00000  480 478 0 

50 18,125,985.79 7.73691  34 5.05427  13.73691 7.73691  3.00000  1.00000  480 478 0 

51 1,708,180.94 8.21082  34 4.99000  14.21082 8.21082  3.00000  1.00000  480 478 0 

52 52,382,566.14 9.03895  59 5.21210  15.03895 9.03895  2.97984  1.00000  360 359 0 

53 1,646,181.77 8.51134  59 5.16024  14.51134 8.51134  3.00000  1.00000  360 359 0 

54 1,788,833.43 8.81035  59 5.22010  14.81035 8.81035  3.00000  1.00000  360 359 0 

55 1,744,783.57 8.00382  59 5.27373  14.00382 8.00382  3.00000  1.00000  360 359 0 

56 337,5 71.56 9.32871  59 4.99000  15.32871 9.32871  3.00000  1.00000  360 359 0 

57 19,203,545.38 8.19067  58 5.21599  14.19067 8.19067  3.00000  1.00000  360 358 0 

58 2,609,179.12 8.95913  58 5.13089  14.95913 8.95913  3.00000  1.00000  360 358 0 

59 3,677,792.38 7.67631  57 4.99000  13.67631 7.67631  3.00000  1.00000  360 357 60 

60 409,000.00 6.70183  59 4.99000  12.70183 6.70183  3.00000  1.00000  360 359 60 

61 92,000.00  7.50000  59 4.99000  13.50000 7.50000  3.00000  1.00000  360 359 60 

62 8,328,291.99 7.19061  58 4.99000  13.19061 7.19061 3.00000  1.00000  360 358 60 

63 1,384,299.99 7.32852  58 4.99000  13.32852 7.32852  3.00000  1.00000  360 358 60 

64 766,285.64 7.98445  3 4.99000  13.98445 7.98445  1.00000  1.00000  360 355 0 

65 117,466.02 6.55000  1 4.99000  12.55000 6.55000  1.00000  1.00000  360 355 0 

66 41,990.17  10.25000 N/A N/A N/A N/A N/A N/A 120 118 0 

67 2,114,376.47 9.04318  N/A N/A N/A N/A N/A N/A 180 177 0 

68 125,611.04 7.25000  N/A N/A N/A N/A N/A N/A 180 179 0 

69 1,102,155.20 7.68545  N/A N/A N/A N/A N/A N/A 180 179 0 

70 49,859.62  8.32500 N/A N/A N/A N/A N/A N/A 180 179 0 

71 1,647,594.42 8.58565  N/A N/A N/A N/A N/A N/A 180 178 0 

72 65,071.50  9.19308  N/A N/A N/A N/A N/A N/A 180 176 0 

73 234,800.57 10.90300 N/A N/A N/A N/A N/A N/A 180 178 0 

74 27,878.54  11.20000 N/A N/A N/A N/A N/A N/A 180 178 0 

75 109,141.32 12.10000 N/A N/A N/A N/A N/A N/A 240 239 0 

76 522,648.93 7.52468  N/A N/A N/A N/A N/A N/A 240 239 0 

77 246,792.96 9.40000  N/A N/A N/A N/A N/A N/A 240 238 0 

78 19,244.86  9.99000  N/A N/A N/A N/A N/A N/A 240 238 0 

79 41,843,469.5 2 8.72191  N/A N/A N/A N/A N/A N/A 360 358 0 

80 6,779,174.86 8.19630  N/A N/A N/A N/A N/A N/A 360 359 0 

81 731,927.62 7.76923  N/A N/A N/A N/A N/A N/A 360 359 0 

82 17,208,731.78 8.10149  N/A N/A N/A N/A N/A N/A 360 359 0 

83 1,833,181.51 8.30540  N/A N/A N/A N/A N/A N/A 360 359 0 

84 62,657,691.72 7.94761  N/A N/A N/A N/A N/A N/A 360 358 0 

85 8,021,237.71 8.77709  N/A N/A N/A N/A N/A N/A 360 358 0 

86 16,917,306.96 10.90713 N/A N/A N/A N/A N/A N/A 360 358 0 

87 46,987.13  12.20000 N/A N/A N/A N/A N/A N/A 360 359 0 

88 82,349.35  11.70000 N/A N/A N/A N/A N/A N/A 360 358 0 

89 5,162,216.76 10.90398 N/A N/A N/A N/A N/A N/A 360 358 0 

90 1,828,339.80 10.98661 N/A N/A N/A N/A N/A N/A 360 358 0 
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Loan 
Number 

Principal 
Balance ($)  

Gross 
Mortgage  
Rate (%) 

Months to  
Next  

Adjustment  
Date 

Gross 
Margin 

(%) 

Maximum 
Mortgage  
Rate (%) 

Minimum 
Mortgage  
Rate (%) 

Initial 
Periodic  
Rate Cap 

(%) 

Subsequent  
Periodic  
Rate Cap 

(%) 

Original  
Term  

(months) 

Remaining 
Term 

(months) 

Original  
Interest 

Only 
Term 

(months) 

91 1,946,706.32 10.74969 N/A N/A N/A N/A N/A N/A 360 358 0 

92 346,707.04 10.88623 N/A N/A N/A N/A N/A N/A 360 359 0 

93 10,443,329.51 8.27053  N/A N/A N/A N/A N/A N/A 480 478 0 

94 2,298,200.92 7.86607  N/A N/A N/A N/A N/A N/A 480 478 0 

95 132,945.66 6.75000  N/A N/A N/A N/A N/A N/A 480 479 0 

96 7,282,953.25 7.93329  N/A N/A N/A N/A N/A N/A 480 479 0 

97 301,848.25 7.27909  N/A N/A N/A N/A N/A N/A 480 479 0 

98 20,475,272.47 7.50958  N/A N/A N/A N/A N/A N/A 480 478 0 

99 1,710,743.57 8.23113  N/A N/A N/A N/A N/A N/A 480 478 0 

 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 132 of 317



 

 S-127  

 

Assumed Mortgage Loan Characteristics  
Group II Mortgage Loans  

Loan 
Number 

Principal 
Balance ($)  

Gross 
Mortgage  
Rate (%) 

Months to  
Next  

Adjustment  
Date 

Gross 
Margin 

(%) 

Maximum 
Mortgage  
Rate (%) 

Minimum 
Mortgage  
Rate (%) 

Initial 
Periodic  
Rate Cap 

(%) 

Subsequent  
Periodic  
Rate Cap 

(%) 

Original  
Term  

(months) 

Remaining 
Term 

(months) 

Original  
Interest 

Only 
Term 

(months) 

1 130,545,273.66  9.05622  22 5.07668  15.05622 9.05622  1.99677  1.00000  360 358 0 

2 16,914,213.92 8.94542  22 5.36150  14.94542 8.94542  2.00000  1.00000  360 358 0 

3 3,637,903.37 8.79542  22 5.38414  14.79542 8.79542  2.00000  1.00000  360 358 0 

4 163,073,199.79  8.63743  22 5.12331  14.63743 8.63743  1.99961  1.00000  360 358 0 

5 17,442,755.89 8.69604  22 5.12752  14.69604 8.69604  2.00000  1.00000  360 358 0 

6 172,749.29 9.88611  21 4.99000  15.88611 9.88611  2.00000 1.00000  360 357 0 

7 3,408,504.63 8.86909  23 4.99000  14.86909 8.86909  2.00000  1.00000  360 359 0 

8 142,844.84 9.28163  22 4.99000  15.28163 9.28163  2.00000  1.00000  360 358 0 

9 25,986,793.50 8.43708  22 5.22555  14.43708 8.43708  2.00000  1.00000  360 358 0 

10 416,405.64 9.01409  20 4.99000  15.01409 9.01409  2.00000  1.00000  360 356 0 

11 30,546,032.50 8.20641  22 5.01120  14.20641 8.20641  1.00000  1.00000  360 358 24 

12 11,974,661.33 7.92848  22 4.99000  13.92848 7.92848  1.00000  1.00000  360 358 24 

13 83,695,484.27 7.67910  22 4.99503  13.67910 7.67910  1.00000  1.00000  360 358 24 

14 3,712,160.00 7.76903  21 4.99000  13.76903 7.76903  1.00000  1.00000  360 357 24 

15 164,000.00 8.00000  23 4.99000  14.00000 8.00000  1.00000  1.00000  360 359 24 

16 1,235,400.00 7.11253  23 4.99000  13.11253 7.11253  1.00000  1.00000  360 359 24 

17 19,148,364.99 7.37398  23 4.99000  13.37398 7.37398  1.00000  1.00000  360 359 24 

18 822,399.99 7.37257  21 4.99000  13.37257 7.37257  1.00000  1.00000  360 357 24 

19 158,252,465.90  8.71556  22 5.01234  14.71556 8.71556 2.00000  1.00000  480 478 0 

20 56,820,325.64 8.50517  22 5.03945  14.50517 8.50517  2.00000  1.00000  480 478 0 

21 1,876,119.49 9.19642  23 4.99000  15.19642 9.19642  2.00000  1.00000  480 479 0 

22 403,629,767.25  7.95233  22 5.03083  13.95233 7.95233  2.00000  1.00000 480 478 0 

23 27,129,557.18 8.24869  22 4.99000  14.24869 8.24869  2.00000  1.00000  480 478 0 

24 310,632.25 7.95990  22 4.99000  13.95990 7.95990  2.00000  1.00000  480 478 0 

25 708,233.39 7.88828  23 4.99000  13.88828 7.88828  2.00000  1.00000  480 479 0 

26 108,5 01,477.72  7.75405  22 5.02691  13.75405 7.75405  2.00000  1.00000  480 478 0 

27 300,706.55 7.84064  23 4.99000  13.84064 7.84064  2.00000  1.00000  480 479 0 

28 24,471,130.85 8.63719  34 5.16258  14.63719 8.63719  3.00000  1.00000  360 358 0 

29 242,400.00 7.75000  36 4.99000  13.75000 7.75000  3.00000  1.00000  360 360 0 

30 441,931.62 8.80000  34 4.99000  14.80000 8.80000  3.00000  1.00000  360 358 0 

31 267,770.98 9.60000  35 4.99000  15.60000 9.60000  3.00000  1.00000  360 359 0 

32 5,390,081.56 8.50245  34 5.20732  14.50245 8.50245  3.00000  1.00000  360 358 0 

33 5,166,328.60 7.76704  33 4.99000  13.76704 7.76704  3.00000  1.00000  360 357 36 

34 898,700.00 7.21652  35 4.99000  13.21652 7.21652  3.00000  1.00000  360 359 36 

35 686,400.00 6.57395  32 4.99000  12.57395 6.57395  3.00000  1.00000  360 356 36 

36 494,774.52 6.85000  30 4.99000  12.85000 6.85000  3.00000  1.00000  360 354 36 

37 2,808,030.00 6.90571  34 4.99000  12.90571 6.90571  3.00000  1.00000  360 358 36 

38 420,000.00 7.35000  35 4.99000  13.35000 7.35000  3.00000  1.00000  360 359 36 

39 70,259,245.04 8.39639  34 4.99773  14.39639 8.39639  3.00000  1.00000  480 478 0 

40 2,575,899.80 8.60259  35 5.16886  14.60259 8.60259  3.00000  1.00000  480 479 0 

41 479,903.40 9.20000  35 4.99000  15.20000 9.20000  3.00000  1.00000  480 479 0 

42 3,079,117.59 7.87609  34 4.99000 13.87609 7.87609  3.00000  1.00000  480 478 0 

43 20,356,348.08 7.63187  34 5.05788  13.63187 7.63187  3.00000  1.00000  480 478 0 

44 2,620,063.32 8.50398  34 4.99000  14.50398 8.50398  3.00000  1.00000  480 478 0 
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45 42,312,405.05 8.95517  59 5.08919  14.95517 8.95517 2.96901  1.00000  360 359 0 

46 598,869.36 6.30000  58 4.99000  12.30000 6.30000  3.00000  1.00000  360 358 0 

47 375,538.12 8.45000  58 4.99000  14.45000 8.45000  3.00000  1.00000  360 358 0 

48 2,180,787.13 8.57373  58 4.99206  14.57373 8.57373  3.00000  1.00000  360 358 0 

49 8,790,983.05 8.29420  59 5.01476  14.29420 8.29420  3.00000  1.00000  360 359 0 

50 849,747.09 7.19117  59 5.54140  13.19117 7.19117  3.00000  1.00000  360 359 0 

51 6,444,740.00 8.42502  59 4.99000  14.42502 8.42502  3.00000  1.00000  360 359 60 

52 2,283,000.00 7.38138  59 4.99000  13.38138 7.38138  3.00000  1.00000  360 359 60 

53 279,200.00 7.85000  59 4.99900  13.85000 7.85000  3.00000  1.00000  360 359 60 

54 7,869,580.00 7.14109  59 4.99000  13.14109 7.14109  3.00000  1.00000  360 359 60 

55 999,615.00 7.70000  53 4.99000 13.70000 7.70000  3.00000  1.00000  360 353 60 

56 182,076.61 10.05000 2 4.99000  16.05000 10.05000 1.00000  1.00000  360 356 0 

57 626,821.28 7.17005  N/A N/A N/A N/A N/A N/A 180 178 0 

58 91,055.41  10.26483 N/A N/A N/A N/A N/A N/A 180 178 0 

59 315,331.82 10.11367 N/A N/A N/A N/A N/A N/A 180 178 0 

60 32,961.12  10.85000 N/A N/A N/A N/A N/A N/A 240 239 0 

61 7,120,716.25 8.55017  N/A N/A N/A N/A N/A N/A 360 359 0 

62 4,184,966.84 8.75387  N/A N/A N/A N/A N/A N/A 360 359 0 

63 6,163,550.13 8.48466  N/A N/A N/A N/A N/A N/A 360 359 0 

64 162,724.31 7.95000  N/A N/A N/A N/A N/A N/A 360 354 0 

65 19,296,117.70 8.01865  N/A N/A N/A N/A N/A N/A 360 358 0 

66 89,949.28  8.85000  N/A N/A N/A N/A N/A N/A 360 359 0 

67 32,180,929.38 11.18595 N/A N/A N/A N/A N/A N/A 360 358 0 

68 4,495,777.96 11.60066 N/A N/A N/A N/A N/A N/A 360 358 0 

69 226,749.42 11.46126 N/A N/A N/A N/A N/A N/A 360 358 0 

70 33,000,528.66 11.05682 N/A N/A N/A N/A N/A N/A 360 358 0 

71 2,923,015.72 11.22808 N/A N/A N/A N/A N/A N/A 360 358 0 

72 10,866,120.66 10.91415 N/A N/A N/A N/A N/A N/A 360 358 0 

73 246,491.59 10.76542 N/A N/A N/A N/A N/A N/A 360 359 0 

74 3,455,847.43 8.68323  N/A N/A N/A N/A N/A N/A 480 478 0 

75 2,722,940.84 8.13058  N/A N/A N/A N/A N/A N/A 480 479 0 

76 256,403.92 10.80000 N/A N/A N/A N/A N/A N/A 480 477 0 

77 3,806,371.07 9.18031  N/A N/A N/A N/A N/A N/A 480 479 0 

78 10,637,127.45 7.54613  N/A N/A N/A N/A N/A N/A 480 478 0 

 Based on the assumptions described above, the tables in Appendix B indicate the percentages of the 
original certificate principal balance of the Class I-A Certificates, the Class II-A1 Certificates, the Class II-A2 
Certificates, the Class II-A3 Certificates, the Class II-A4 Certificates, the Class M-1 Certificates, the Class 
M-2 Certificates, the Class M-3 Certificates, the Class M-4 Certificates, the Class M-5 Certificates, the Class 
M-6 Certificates, the Class M-7 Certificates, the Class M-8 Certificates, the Class M-9 Certificates and the 
Class M-10 Certificates that would be outstanding after each of the dates shown, at various prepayment 
scenarios and the corresponding weighted average lives. 
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Yield Sensitivity of the Mezzanine Certificates and the Class B Certificates 

 If the certificate principal balances of all classes of certificates that are subordinate to a class of the 
Mezzanine Certificates or the Class B Certificates have been reduced to zero, the yield to maturity on that 
class of the Mezzanine Certificates or the Class B Certificates will become extremely sensitive to losses on 
the mortgage loans (and their timing) because the entire amount of any related realized losses (to the extent 
not covered by Net Monthly Excess Cashflow, any payments by the swap counterparty pursuant to the swap 
agreement) will be allocated to that class of the Mezzanine Certificates or the Class B Certificates.  The initial 
undivided interests in the mortgage loans evidenced by the Class M-1 Certificates, the Class M-2 Certificates, 
the Class M-3 Certificates, the Class M-4 Certificates, the Class M-5 Certificates, the Class M-6 Certificates, 
the Class M-7 Certificates, the Class M-8 Certificates, the Class M-9 Certificates, the Class M-10 Certificates, 
the Class B Certificates and the Class C Certificates are approximately 3.40%, approximately 3.05%, 
approximately 1.90%, approximately 1.65%, approximately 1.65%, approximately 1.55%, approximately 
1.35%, approximately 1.00%, approximately 0.80%, approximately 0.80%, approximately 1.00%, and 
approximately 1.80%, respectively.  Investors in the Mezzanine Certificates and the Class B Certificates 
should fully consider the risk that realized losses on the mortgage loans could result in the failure of such 
investors to fully recover their initial investments.  In addition, once realized losses have been allocated to the 
Mezzanine Certificates or the Class B Certificates, such amounts with respect to such certificates will no 
longer accrue interest and will not be reinstated after that, and no amounts in respect of the realized losses so 
allocated will be distributable to such certificates (other than amounts reinstated due to subsequent recoveries 
on a liquidated mortgage loan as described under “Description of the Certificates—Credit Enhancement—
Allocation of Losses”).  However, Allocated Realized Loss Amounts may be paid to the Mezzanine 
Certificates and the Class B Certificates from the Net Monthly Excess Cashflow, to the extent available, and 
from amounts, if any, received from the swap counterparty pursuant to the swap agreement in the priorities 
described under “Description of the Certificates—Credit Enhancement—Excess Interest” in this prospectus 
supplement. 

 Unless the certificate principal balances of the Class A Certificates have been reduced to zero, neither 
the Mezzanine Certificates nor the Class B Certificates will be entitled to any principal distributions until the 
Stepdown Date or during any period in which a Trigger Event is in effect.  As a result, the weighted average 
lives of the Mezzanine Certificates and the Class B Certificates will be longer than would otherwise be the 
case if distributions of principal were allocated on a pro rata basis among the Class A Certificates, the 
Mezzanine Certificates and the Class B Certificates.  As a result of the longer weighted average lives of the 
Mezzanine Certificates and the Class B Certificates, the holders of such certificates have a greater risk of 
suffering a loss on their investments.  Further, because a Trigger Event may be based on delinquencies and 
not necessarily losses, it is possible for the Mezzanine Certificates and the Class B Certificates to receive no 
principal distributions (unless the certificate principal balance of the Class A Certificates has been reduced to 
zero) on and after the Stepdown Date even if no losses have occurred on the mortgage pool.  For additional 
considerations relating to the yield on the Mezzanine Certificates and the Class B Certificates, we refer you to 
“Yield and Maturity Considerations” in the accompanying prospectus. 

USE OF PROCEEDS 

 The depositor will apply the net proceeds of the sale of the offered certificates to the purchase of the 
mortgage loans transferred to the trust.  The depositor will not receive any of the proceeds from the sale of 
certificates in market-making transactions by WaMu Capital Corp. 

MATERIAL FEDERAL INCOME TAX CONSEQUENCES 

 One or more elections will be made to treat designated portions of the trust (exclusive of the reserve 
fund, the supplemental interest account, the swap agreement and the final maturity reserve account) as real 
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estate mortgage investment conduits (each a “REMIC{ XE "REMIC" }”) for federal income tax purposes.  
Upon the issuance of the certificates, Heller Ehrman LLP, counsel to the depositor, will deliver its opinion 
generally to the effect that, assuming (i) each REMIC election is made timely in the required form, (ii) the 
master servicer, any subservicer and the trustee comply with all provisions of the pooling agreement, (iii) 
certain representations in the pooling agreement and the mortgage loan purchase agreement are true, and (iv) 
there is continued compliance with applicable provisions of the Internal Revenue Code of 1986, as it may be 
amended from time to time (the “Code{ XE "Code" }”), and applicable Treasury regula tions issued under the 
Code, for federal income tax purposes, each REMIC elected by the trust will qualify as a REMIC under 
Sections 860A through 860G of the Code. 

 For federal income tax reporting purposes, the trustee will treat each holder of an offered certificate or 
Class B Certificate as (i) holding an undivided interest in a REMIC regular interest (the “REMIC regular 
interest component{ XE "REMIC regular interest component" }”) and (ii) as having entered into a limited 
recourse notional principal contract (the “NPC component{ XE "NPC component" }”).  The REMIC regular 
interest components will represent “regular interests” in, and generally will be treated as debt instruments of, 
a REMIC.  See “Material Federal Income Tax Consequences—REMICs—Classification of REMICs” in the 
accompanying prospectus.  

 The REMIC regular interest component will be entitled to receive interest and principal payments at 
the times and in the amounts equal to those made on the offered certificate and the Class B Certificate to 
which it corresponds, except that the maximum interest rate of the REMIC regular interest component will in 
all cases equal the Net WAC Rate for the corresponding offered certificate or Class B Certificate, computed 
for this purpose (i) without reduction for any Swap Termination Payment payable by the trust, (ii) without 
regard to any Counterparty Payment, and (iii) by assuming that the Final Maturity Reserve Amount payable 
for each loan group on any Distribution Date will be the product of 0.05117% and the aggregate stated 
principal balance of the mortgage loans in such group, regardless of the actual prepayment rate of the 
mortgage loans.  For tax purposes, any Swap Termination Payment will be treated as paid first out of Net 
Monthly Excess Cashflow and then out of amounts distributed on the Class B Certificates and the offered 
certificates.  As a result of the foregoing, the amount of distributions on the REMIC regular interest 
corresponding to an offered certificate or a Class B Certificate may exceed or fall short of the actual amount 
of distributions on such certificate. 

 Any amount payable on an offered certificate or a Class B Certificate in excess of the amount payable 
on the corresponding REMIC regular interest component will be deemed to have been paid to the holder of 
that certificate pursuant to the NPC component.  Alternatively, any amount payable on the REMIC regular 
interest component of an offered certificate or a Class B Certificate in excess of the amount payable on that 
certificate will be treated as having been received by the holder of that certificate with respect to the REMIC 
regular interest component and then as having been paid by such holder pursuant to the NPC Component.  
Each holder of an offered certificate or a Class B Certificate will be required to report income accruing with 
respect to the REMIC regular interest component and the NPC component as discussed below and under 
“Material Federal Income Tax Consequences—REMICs—Taxation of Owners of REMIC Regular 
Certificates” in the accompanying prospectus.  

Allocation of Purchase Price and Sales Price 

 The treatment of amounts received by a holder of an offered certificate or a Class B Certificate under 
such holder's NPC component will depend on the portion, if any, of such holder's purchase price allocable 
thereto.  Under Treasury Regulations, each holder of an offered certificate or a Class B Certificate must 
allocate its purchase price for the certificate among the REMIC regular interest component and the NPC 
component in accordance with the relative fair market values of each property right.  Treasury Regulations 
regarding original issue discount (the  “OID Regulations{ XE "OID Regulations" }”) provide that the trust's 
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allocation of the issue price of an offered certificate and a Class B Certificate is binding on all holders unless 
the holder explicitly discloses on its tax return that its allocation is different from the trust's allocation.  For 
tax reporting purposes, the trust will assume that the NPC component has a nominal value or such other value 
as specified in the pooling agreement (which will be available upon request from the trustee).  However, the 
NPC component is difficult to value and the IRS could assert that the value of the NPC component is greater 
than the value used for information reporting purposes.  Prospective investors should consult their tax 
advisors regarding the tax consequences to them if the IRS were successful in asserting a different value for 
the NPC component.  

 Upon the sale, exchange, or other disposition of an offered certificate or a Class B Certificate, the 
beneficial owner of the certificate must allocate the amount realized between the components of the certificate 
based on their relative fair market values at the time of the disposition and must treat the sale, exchange or 
other disposition as a disposition of both components.  Assuming that the offered certificate or the Class B 
Certificate is a capital asset within the meaning of Section 1221 of the Code, gain or loss on the disposition of 
the NPC component should be capital gain or loss.  For a discussion of the material federal income tax 
consequences to a holder on the disposition of the REMIC regular interest component, see “Material Federal 
Income Tax Consequences—REMICs—Taxation of Owners of REMIC Regular Certificates” in the 
accompanying prospectus.  

Original Issue Discount and Premium 

 Some of the REMIC regular interest components of the Class A Certificates, the Mezzanine 
Certificates and the Class B Certificates may be treated as having been issued with original issue discount.  In 
addition, if the IRS were to successfully assert that the NPC component of any offered certificate or Class B 
Certificate had a greater value than that used by the trust for tax reporting, one consequence would be a 
corresponding increase in the amount of original issue discount (or reduction in the premium paid) on the 
REMIC regular interest component.  The prepayment assumption that will be used in determining the rate of 
accrual of original issue discount, premium and market discount, if any, for federal income tax purposes will 
be based on the assumption that subsequent to the date of any determination the mortgage loans will prepay at 
100% of the Prepayment Assumption.  No representation is made that the mortgage loans will prepay at such 
rate or at any other rate.  See “Material Federal Income Tax Consequences—REMICs—Taxation of Owners 
of REMIC Regular Certificates—Original Issue Discount” in the accompanying prospectus. 

 The OID Regulations generally address the treatment of debt instruments issued with original issue 
discount.  Purchasers of the offered certificates and the Class B Certificates should be aware that the OID 
Regulations do not adequately address certain issues relevant to, or are not applicable to, prepayable securities 
such as the REMIC regular interest component of the offered certificates and the Class B Certificates.  In 
addition, there is considerable uncertainty concerning the application of the OID Regulations to REMIC 
regular interests that provide for payments based on an adjustable rate such as the REMIC regular interest 
components of the offered certificates and the Class B Certificates.  Because of the uncertainty concerning the 
application of Section 1272(a)(6) of the Code to such regular interests and because the rules of the OID 
Regulations relating to debt instruments having an adjustable rate of interest are limited in their application in 
ways that could preclude their application to such regular interests even in the absence of Section 1272(a)(6) 
of the Code, the IRS could assert that the REMIC regular interest component of the offered certificates or the 
Class B Certificates should be treated as issued with original issue discount or should be governed by the 
rules applicable to debt instruments having contingent payments or by some other method not yet set forth in 
regulations.  Prospective purchasers of the offered certificates or the Class B Certificates are advised to 
consult their tax advisors concerning the tax treatment of such certificates. 

 It appears that a reasonable method of reporting original issue discount with respect to the REMIC 
regular interest components of the offered certificates and the Class B Certificates, if such components are 
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required to be treated as issued with original issue discount, generally would be to report all income with 
respect to such components as original issue discount for each period, computing such original issue discount 
(i) by assuming that the value of the applicable index will remain constant for purposes of determining the 
original yield to maturity of, and projecting future distributions on, such components, thereby treating such 
components as fixed-rate instruments to which the original issue discount computation rules described in the 
accompanying prospectus can be applied, and (ii) by accounting for any positive or negative variation in the 
actual value of the applicable index in any period from its assumed value as a current adjustment to original 
issue discount with respect to such period.  See “Material Federal Income Tax Consequences—REMICs—
Taxation of Owners of REMIC Regular Certificates—Original Issue Discount” in the accompanying 
prospectus. 

 If the method for computing original issue discount described in the prospectus results in a negative 
amount for any period with respect to a certificateholder, the amount of original issue discount allocable to 
that period would be zero and the certificateholder would be permitted to offset that negative amount only 
against future original issue discount, if any, attributable to those certificates. 

 Whether or not the IRS successfully asserts that the REMIC regular interest component of the offered 
certificates are issued with original issue discount, the holders of the offered certificates will be required to 
include in income interest on such components in accordance with the accrual method of accounting. 

 The REMIC regular interest components of certain certificates may be treated for federal income tax 
purposes as having been purchased at a premium.  Whether any holder of a certificate will be treated as 
holding such component with amortizable bond premium will depend on such certificateholder’s purchase 
price and the distributions remaining to be made on such certificate at the time of its acquisition by the 
certificateholder.  Holders of such certificates should consult their own tax advisors regarding the possibility 
of making an election to amortize such premium.  See “Material Federal Income Tax Consequences—
REMICs—Taxation of Owners of REMIC Regular Certificates—Premium” in the accompanying prospectus. 

The NPC Component 

 Payments with respect to the NPC component of an offered certificate will be treated as includible in 
income based on the regulations relating to notional principal contracts (the “Notional Principal Contract 
Regulations{ XE "Notional Principal Contract Regulations" }”).  Treasury regulations have been promulgated 
under Section 1275 of the Code generally providing for the integration of a “qualifying debt instrument” with 
a hedge if the combined cash flows of the components are substantially equivalent to the cash flows on a fixed 
or variable rate debt instrument.  However, such regulations specifically disallow integration of debt 
instruments subject to Section 1272(a)(6) of the Code.  Therefore, holders of the offered certificates and the 
Class B Certificates will be unable to use the integration method provided for under such regulations with 
respect to those certificates.   
 
 The portion of the overall purchase price of an offered certificate attributable to the NPC component 
must be amortized over the life of such certificate, taking into account the declining balance of the related 
REMIC regular interest component.  The Notional Principal Contract Regulations provide alternative 
methods for amortizing the purchase price of an interest rate cap contract.  Prospective investors are urged to 
consult their tax advisors concerning the methods that can be employed to amortize the portion of the 
purchase price paid for the NPC component of an offered certificate. 
 
 Any payments made to a beneficial owner of an offered certificate in excess  of the amounts payable 
on the corresponding REMIC regular interest component will be treated as having been received on such 
certificate pursuant to the NPC component, and such excess will be treated as a periodic payment on a 
notional principal contract.  To the extent the sum of such periodic payments for any year exceeds that year's 
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amortized cost of the NPC component, such excess represents net income for that year.  Conversely, to the 
extent that the amount of that year's amortized cost exceeds the sum of the periodic payments, such excess 
shall represent a net deduction for that year.  In addition, any amounts payable on the REMIC regular interest 
component in excess of the amount of payments on the offered certificate to which it relates will be treated as 
having been received by the beneficial owner of such certificate and then paid by such owners to the 
supplemental interest account pursuant to the NPC component, and such excess should be treated as a 
payment on a notional principal contract that is made by the beneficial owner during the applicable taxable 
year and that is taken into account in determining the beneficial owner's net income or net deduction with 
respect to the NPC component for such taxable year.  Although not clear, net income or a net deduction with 
respect to the NPC component should be treated as ordinary income or as an ordinary deduction. 
 
 The ability of a beneficial owner of an offered certificate to recognize a net deduction with respect to 
the NPC component is limited under Sections 67 and 68 of the Code in  the case of (i) estates and trusts and 
(ii) individuals owning an interest in such component directly or through a “pass-through entity” (other than 
in connection with such individual's trade or business).  Pass through entities include partnerships, S 
corporations, grantor trusts and nonpublicly offered regulated investment companies, but do not include 
estates, nongrantor trusts, cooperatives, real estate investment trusts and publicly offered regulated investment 
companies.  Further, such a beneficial owner will not be able to recognize a net deduction with respect to the 
NPC component in computing the beneficial owner's alternative minimum tax liability.  Because a beneficial 
owner of an offered certificate will be required to include in income the amount deemed to have been paid by 
such owner pursuant to the NPC component but may not be able to deduct that amount from income, a 
beneficial owner of an offered certificate may have income that exceeds cash distributions on the certificate, 
in any period and over the term of the certificate.  As a result, the offered certificates and the Class B 
Certificates may not be a suitable investment for any taxpayer whose net deduction with respect to the NPC 
would be subject to the limitations described above. 
 
 Upon the sale of an offered certificate, the amount of the sale proceeds allocated to the NPC 
component would be considered a “termination payment{ XE "termination payment" }” under the Notional 
Principal Contract Regulations.  The holder of the offered certificates and the Class B Certificates, as 
applicable, will have gain or loss with respect to the termination of the NPC component (separate from and in 
addition to any gain or loss realized on the disposition of the holder’s REMIC regular interest component) 
equal to (i) any termination payment it received or is deemed to have received minus (ii) the unamortized 
portion of any amount paid (or deemed paid) by the holder upon acquiring its interest in the NPC component.  
Such gain or loss will generally be treated as capital gain or loss.  Moreover, in the case of a bank and certain 
other financial institutions, Code Section 582(c) would likely not apply to treat such gain or loss as ordinary. 
 
Payments on the Final Scheduled Distribution Date  

 Any holder of an offered certificate receiving a principal payment from the final maturity reserve 
account on the final scheduled distribution date, will be treated as selling a portion of its certificate to the 
holder or holders of the Class C Certificates and will be treated as receiving the amount of the principal 
payment as proceeds of the sale.  The portion treated as having been sold will equal the percentage of the 
certificate principal balance of such certificate that is paid out of the final maturity reserve account.  
Accordingly, any principal payment from the final maturity reserve account on the final scheduled 
distribution date, will not be treated as a distribution from any REMIC.  Prospective investors should consult 
their own tax advisors regarding the consequences to them of such a sale. 
 
Potential Alternative Treatment of Right to Receive Payments Outside of the REMIC 

 The right to receive payments from the reserve fund, the supplemental interest account and the final 
maturity reserve account may be treated as a partnership between the holders of the offered certificates, the 
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Class B Certificates and the Class C Certificates, in which case a holder of an offered certificate will be 
subject to different rules on the timing of income and a foreign holder may be subject to withholding in 
respect of any such payments.  Prospective purchasers are urged to consult their own tax advisors regarding 
the allocation of issue price and the timing, character and source of income and deductions resulting from 
ownership of a certificate. 
 
Treatment as Real Estate Assets 

 The REMIC regular interest components of the offered certificates and the Class B Certificates will 
be treated as assets described in Section 7701(a)(19)(C) of the Code and “real estate assets” under Section 
856(c)(5) of the Code, generally in the same proportion that the assets in the trust would be so treated.  No 
mortgage loans have been identified that would fail to qualify as assets described in such sections of the 
Code.  In addition, interest accruing on the REMIC regular interest components of the offered certificates and 
the Class B Certificates will be treated as “interest on obligations secured by mortgages on real property” 
under Section 856(c)(3)(B) of the Code, generally to the extent that the offered certificates and the Class B 
Certificates are treated as “real estate assets” under Section 856(c)(5) of the Code.  The REMIC regular 
interest components of the offered certificates and the Class B Certificates will also be treated as “qualified 
mortgages” under Section 860G(a)(3) of the Code.  See “Material Federal Income Tax Consequences—
REMICs—Characterization of Investments in REMIC Certificates” in the accompanying prospectus. 

 Any portion of the value of an offered certificate or a Class B Certificate that is allocated to the NPC 
component will not be treated as a qualifying asset for any holder that is a mutual savings bank, domestic 
building and loan association, real estate investment trust, or real estate mortgage investment conduit, and any 
amounts received from the reserve fund or the supplemental interest account will not be qualifying real estate 
income for real estate investment trusts. 

Prohibited Transactions  

 It is not anticipated that any REMIC elected by the trust will engage in any transactions that would 
subject it to the prohibited transactions tax imposed under Section 860F(a) of the Code, the contributions tax 
imposed under Section 860G(d) of the Code or the tax on net income from foreclosure property imposed 
under Section 860G(c) of the Code.  However, in the event that any such tax is imposed on any REMIC 
elected by the trust, such tax will be borne (i) by the trustee, if the trustee has breached its obligations with 
respect to REMIC compliance under the pooling agreement, (ii) by the master servicer, if the master servicer 
has breached its obligations with respect to REMIC compliance under the pooling agreement and (iii) 
otherwise by the trust, with a potential reduction in amounts otherwise distributable to the holders of one or 
more classes of the Class B Certificates and/or the offered certificates.  See “Description of the Securities” 
and “Material Federal Income Tax Consequences—REMICs—Prohibited Transactions and Other Possible 
REMIC Taxes” in the accompanying prospectus. 

 The responsibility for filing annual federal information returns and other reports will be borne by the 
trustee or the master servicer.  See “Material Federal Income Tax Consequences—REMICs—Reporting and 
Other Administrative Matters” in the accompanying prospectus. 

 For further information regarding the federal income tax consequences of investing in the offered 
certificates and the Class B Certificates, see “Material Federal Income Tax Consequences—REMICs” in the 
accompanying prospectus. 
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Tax Return Disclosure Requirements  

 The Treasury Department recently issued regulations directed at “tax shelters” that could be read to 
apply to transactions generally not considered to be tax shelters.  These regulations require that taxpayers that 
participate in a “reportable transaction” disclose such transaction on their tax returns by attaching IRS Form 
8886, and retain information related to the transaction.  A transaction may be a “reportable transaction” based 
upon any of several indicia, one or more of which may be present with respect to the certificates.  You should 
consult your tax advisor concerning any possible disclosure obligation with respect to your investment in the 
certificates. 

CONSIDERATIONS FOR BENEFIT PLAN INVESTORS 

 The Employee Retirement Income Security Act of 1974 (“ERISA{ XE "ERISA" }”) and Section 4975 
of the Code contain provisions that may affect fiduciaries of employee pension and welfare benefit plans 
subject to ERISA and tax-qualified retirement plans described in Section 401(a) of the Code and individual 
retirement accounts described in Section 403 of the Code (a “Plan{ XE "Plan" }”).  Plans, insurance 
companies or other persons investing Plan Assets (see “ERISA Considerations—Plan Asset Regulation” in 
the prospectus) should carefully review with their legal counsel whether owning offered certificates is 
permitted under ERISA or Section 4975 of the Code.  The Underwriter’s Exemption, as described under 
“ERISA Considerations—Underwriter’s and WCC Exemption” in the prospectus, may provide an exemption 
from restrictions imposed by ERISA or Section 4975 of the Code and may permit a Plan to own, or Plan 
Assets to be used to purchase, certificates that meet certain requirements.   

 In PTE 2000-58, the Department of Labor amended the Underwriter’s Exemption to clarify the 
requirements regarding yield supplement agreements, such as interest rate cap contracts, that may be held as 
assets of the trust under the exemption.  As amended, the Underwriter’s Exemption provides that the trust 
may hold as an asset an “eligible yield supplement agreement,” which includes yield supplement agreements 
or similar arrangements, or if purchased by or on behalf of the trust, interest rate cap contracts to supplement 
the interest rates otherwise payable on obligations held by the trust, such as cap agreements.  If such an 
agreement or arrangement has a notional princ ipal amount, the agreement or arrangement may only be held as 
an asset of the trust with respect to the offered certificates pursuant to the exemption if it meets the following 
conditions:  (a) it is denominated in U.S. dollars; (b) it is one to which the trust receives on, or immediately 
prior to, the respective payment date for the class of certificates to the agreement or arrangement relates, a 
fixed rate of interest or a floating rate of interest based on a publicly available index (e.g., LIBOR or the U.S. 
Federal Reserve’s Cost of Funds Index), with the trust receiving such payments on at least a quarterly basis; 
(c) it is not leveraged (i.e., payments are based on the applicable notional amount, the day count fractions, the 
fixed or floating rates permitted above, the difference between the products thereof, calculated on a one-to-
one ratio and not on a multiplier of such difference); (d) it does not allow any of the three preceding 
requirements to be unilaterally altered without the consent of the trustee; (e) it is entered into between the 
trust and an “eligible counterparty” (i.e., a bank or other financial institution which has a rating, at the date of 
issuance of the certificates, which is in one of the three highest long-term credit rating categories, or one of 
the two highest short-term credit rating categories, utilized by at least one of the rating agencies rating the 
certificates; provided, that if a counterparty is relying on its short term rating to establish the eligibility 
hereunder, such counterparty must either have a long-term rating in one of the three highest long-term rating 
categories or not have a long term rating from the applicable rating agencies) and (f) it has a notional amount 
that does not exceed either the principal balance of the class of certificates to which it relates or the portion of 
the principal balance of such class represented by obligation. 
 
 In addition, the Underwriter’s Exemption was amended to permit subordinated certificates to be 
purchased and held by or on behalf of, or with ERISA plan assets of, an ERISA plan if those certificates are 
rated at least “BBB-” (or its equivalent) by S&P, Fitch or Moody’s at the time of purchase.  See PTE 2000-58. 
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 The Underwriter’s Exemption, as amended, contains a number of additional conditions which must be 
met for the exemption to apply, including the requirement that the investing Plan must be an “accredited 
investor” as defined in Rule 501(a)(1) of Regulation D of the Securities and Exchange Commission under the 
Securities Act.  Other additional conditions (as described in the prospectus) must be met for the Underwriter’s 
Exemption to apply to certificates evidencing interests in a trust fund.  It is not anticipated that the 
Underwriter’s Exemption will apply to the offered certificates. 
 
 Any fiduciary or other investor of Plan assets that proposes to acquire or hold the offered certificates 
on behalf of or with Plan assets of any Plan should consult with its counsel with respect to the potential 
applicability of the general fiduciary responsibility provisions of ERISA and the prohibited transaction 
provisions of ERISA and Section 4975 of the Code to the proposed investment.  See “ERISA Considerations” 
in the prospectus. 
 
 Since it is not anticipated that the Underwriter’s Exemption will apply to the offered certificates, no 
Plan or other person using assets of a Plan may acquire or hold an offered certificate unless such acquisition 
or holding is eligible for the exemptive relief available under PTCE 84-14 (for transactions by independent 
“qualified professional asset managers”), 91-38 (for transactions by bank collective investment funds), 90-1 
(for transactions by insurance company pooled separate accounts), 95-60 (for transactions by insurance 
company general accounts) or 96-23 (for transactions effected by “in-house asset managers”).  Plan 
fiduciaries should consult their legal counsel concerning this issue.  Each beneficial owner of an offered 
certificate or any interest therein, shall be deemed to have represented, by virtue of its acquisition or holding 
of the offered certificate, or interest therein, that either (i) it is not a Plan or (ii) the acquisition and holding of 
such certificate are eligible for the exemptive relief available under one of the five prohibited transaction class 
exemptions as required immediately above. 
 
 If any offered certificate, or any interest therein, is acquired or held in violation of the provisions of 
the preceding paragraph, the next preceding permitted beneficial owner will be treated as the beneficial owner 
of that certificate, retroactive to the date of transfer to the purported beneficial owner.  Any purported 
beneficial owner whose acquisition or holding of an offered certificate, or interest therein, was effected in 
violation of the provisions of the preceding paragraph will be required to indemnify to the extent permitted by 
law and hold harmless the depositor, the trustee, the master servicer and the NIMS insurer, if any, from and 
against any and all liabilities, claims, costs or expenses incurred by such parties as a result of such acquisition 
or holding. 
 
 The sale of any of the offered certificates to a Plan is in no respect a representation by the depositor or 
the related Underwriter that an investment in the offered certificates meets all relevant legal requirements 
relating to investments by Plans generally or any particular Plan, or that an investment in the offered 
certificates is appropriate for Plans generally or any particular Plan. 

LEGAL INVESTMENT CONSIDERATIONS 

 None of the offered certificates or the Class B Certificates will be “mortgage related securities” for 
purposes of SMMEA. 

 The depositor makes no representations as to the proper characterization of any class of offered 
certificates or Class B Certificates for legal investment or other purposes, or as to the ability of particular 
investors to purchase any class of offered certificates or Class B Certificates under applicable legal investment 
restrictions.  These uncertainties may adversely affect the liquidity of any class of offered certificates and 
Class B Certificates.  Accordingly, all institutions whose investment activities are subject to legal investment 
laws and regulations, regulatory capital requirements or review by regulatory authorities should consult with 
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their legal advisors in determining whether and to what extent any class of offered certificates or Class B 
Certificates constitutes a legal investment or is subject to investment, capital or other restrictions. 

 See “Legal Investment” in the accompanying prospectus. 

METHOD OF DISTRIBUTION 

 Subject to the terms and conditions in the underwriting agreement dated February 24, 2006, among 
the underwriters named below, the sponsor and the depositor, the depositor has agreed to sell to the 
underwriters, and the underwriters have agreed to purchase from the depositor, the principal amount of the 
offered certificates specified opposite their respective names. 

Underwriters 

Original 
Certificate 
Principal 

Balance of the 
Class I -A 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class II-A1 
Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class II-A2 
Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class II-A3 
Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class II-A4 
Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-1 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-2 

Certificates 

Greenwich Capital 
Markets, Inc.. ................................ $550,945,500  $289,988,000  $114,897,500  $211,817,000  $34,623,000 $51,064,500 $45,808,000 

WaMu Capital Corp.................................$440,756,400  $231,990,400  $91,918,000 $169,453,600  $27,698,400 $40,851,600 $36,646,400 

Lehman Brothers Inc. ................................$110,189,100  $57,997,600 $22,979,500 $42,363,400 $6,924,600 $10,212,900 $9,161,600 

 

Underwriters 

Original 
Certificate 
Principal 

Balance of the 
Class M-3 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-4 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-5 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-6 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-7 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-8 

Certificates 

Original 
Certificate 
Principal 

Balance of the 
Class M-9 

Certificates 

Greenwich Capital 
Markets, Inc.. ................................ $28,536,000 $24,781,500 $24,781,500 $23,279,500 $20,275,500 $15,019,000 $12,015,000 

WaMu Capital Corp.................................$22,828,800 $19,825,200 $19,825,200 $18,623,600 $16,220,400 $12,015,200 $9,612,000 

Lehman Brothers Inc. $5,707,200 $4,956,300 $4,956,300 $4,655,900 $4,055,100 $3,003,800 $2,403,000 

 

Underwriters 

Original 
Certificate 
Principal 

Balance of the 
Class M-10 
Certificates       

Greenwich Capital 
Markets, Inc.. ................................ $12,015,000       

WaMu Capital Corp.................................$9,612,000       

Lehman Brothers Inc. $2,403,000       

 
 The offered certificates to be purchased by the underwriters are referred to as the “underwritten 
certificates{ XE "Underwritten Certificates" }.” 

 The depositor has been advised by the underwriters that they propose initially to offer the 
underwritten certificates of each class to the public in the United States and upon request in Europe at the 
offering price specified in this prospectus supplement and to certain dealers at such price less a selling 
concession, not in excess of the percentage specified in the table below of the original certificate principal 
balance of the related class of underwritten certificates.  The underwriters may allow and such dealers may 
reallow a reallowance discount, not in excess of the percentage specified in the table below of the original 
certificate principal balance of the related class of underwritten certificates, to certain other dealers.  After the 
initial public offering, the public offering price, such concessions and such discounts may be changed. 
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Class of Certificates Selling Concession Reallowance Discount 

Class I-A..............................  0.10000% 0.08000% 

Class II-A1...........................  0.15000% 0.10000% 

Class II-A2...........................  0.15000% 0.10000% 

Class II-A3...........................  0.15000% 0.10000% 

Class II-A4...........................  0.15000% 0.10000% 

Class M-1.............................  0.15000% 0.10000% 

Class M-2.............................  0.15000% 0.10000% 

Class M-3.............................  0.15000% 0.10000% 

Class M-4.............................  0.15000% 0.10000% 

Class M-5.............................  0.15000% 0.10000% 

Class M-6.............................  0.15000% 0.10000% 

Class M-7.............................  0.15000% 0.10000% 

Class M-8.............................  0.15000% 0.10000% 

Class M-9.............................  0.15000% 0.10000% 

Class M-10...........................  0.15000% 0.10000% 

 Until the distribution of the underwritten certificates is completed, rules of the SEC may limit the 
ability of the underwriters and certain selling group members to bid for and purchase the underwritten 
certificates.  As an exception to these rules, the underwriters are permitted to engage in certain transactions 
that stabilize the price of the underwritten certificates.  Such transactions consist of bids or purchases for the 
purpose of pegging, fixing or maintaining the price of the underwritten certificates. 

 In general, purchases of a security for the purpose of stabilization or to reduce a short position could 
cause the price of the security to be higher than it might be in the absence of such purchases. 

 Neither the depositor nor any of the underwriters makes any representation or prediction as to the 
direction or magnitude of any effect that the transactions described above may have on the prices of the 
underwritten certificates.  In addition, neither the depositor nor any of the underwriters makes any 
representation that the underwriters will engage in such transactions or that such transactions, once 
commenced, will not be discontinued without notice. 

 WaMu Capital Corp., an affiliate of the depositor, the sponsor and the master servicer, will act as an 
underwriter in connection with the sale of the underwritten certificates.  This prospectus supplement and the 
accompanying prospectus may be used by WaMu Capital Corp. in connection with the offer and sale of the 
underwritten certificates in market-making transactions.  In these transactions, WaMu Capital Corp. may act 
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as principal or agent and the sales will be made at prices related to prevailing market prices at the time of sale 
or otherwise. 

 The depositor has been advised by each underwriter that it intends to make a market in the 
underwritten certificates actually purchased by it but no underwriter has any obligation to do so.  There can be 
no assurance that a secondary market for the underwritten certificates will develop or, if it does develop, that 
it will continue. 

 The depositor and the sponsor have agreed to indemnify the underwriters against, or make 
contributions to the underwriters with respect to, certain civil liabilities, including liabilities under the Act, 
that are based on a claim that the prospectus, this prospectus supplement, the related registration statement or 
any free writing prospectus prepared by the depositor, as from time to time amended or supplemented, 
contained an untrue statement of a material fact or omitted to state a material fact required to be stated therein 
or necessary in order to make the statements therein not misleading (unless such statement or omission was 
made in reliance upon, and in conformity with, written information furnished to the depositor or the sponsor 
by the underwriters). 

LEGAL MATTERS 

 Certain legal matters with respect to the offered certificates will be passed upon for the sponsor, the 
master servicer and the depositor by Heller Ehrman LLP, New York, New York.  Certain legal matters will be 
passed upon for the underwriters by Thacher Proffitt & Wood LLP, New York, New York. 

RATINGS 

 It is a condition to the issuance of the offered certificates that they receive the ratings indicated from 
Fitch, Inc. (“Fitch{ XE "Fitch" }”), Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. 
(“S&P{ XE "S&P" }”) and Moody’s Investors Service, Inc. (“Moody’s{ XE "Moody’s" }”): 

 Rating Agency   Rating Agency 

Class S&P Moody’s  Fitch  Class S&P Moody’s  Fitch 

I-A .....................  AAA Aaa AAA  M-4..................... AA- A1 AA- 
II-A1..................  AAA Aaa AAA  M-5..................... A+ A2 A+ 
II-A2..................  AAA Aaa AAA  M-6..................... A A3 A- 
II-A3..................  AAA Aaa AAA  M-7..................... A- Baa1 BBB+ 
II-A4..................  AAA Aaa AAA  M-8..................... BBB+ Baa2 BBB 
M-1....................  AA+ Aa1 AA+  M-9..................... BBB Baa3 BBB- 
M-2....................  AA Aa2 AA+  M-10................... BBB- Ba1 BB+ 
M-3....................  AA Aa3 AA      

 A securities rating addresses the likelihood of the receipt by a certificateholder of distributions on the 
mortgage loans.  The rating takes into consideration the characteristics of the mortgage loans and the 
structural, legal and tax aspects associated with the certificates.  The ratings on the offered certificates do not, 
however, constitute statements regarding the likelihood or frequency of prepayments on the mortgage loans, 
the payment of the Net WAC Rate Carryover Amount or the possibility that a holder of an offered certificate 
might realize a lower than anticipated yield. 
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 The depositor has not engaged any rating agency other than the rating agencies to provide ratings on 
the offered certificates.  However, there can be no assurance as to whether any other rating agency will rate 
the offered certificates, or, if it does, what rating would be assigned by any such other rating agency.  Any 
rating on the offered certificates by another rating agency, if assigned at all, may be lower than the ratings 
assigned to the offered certificates by the rating agencies. 

 A security rating is not a recommendation to buy, sell or hold securities and may be subject to 
revision or withdrawal at any time by the assigning rating organization.  The rating assigned to each class of 
offered certificates by each rating agency is based on that rating agency’s independent evaluation of that class 
of certificates. The rating assigned to a class of offered certificates by one rating agency may not correspond 
to any rating assigned to that class by any other rating agency.  In the event that the ratings initially assigned 
to any of the offered certificates by the rating agencies are subsequently lowered for any reason, no person or 
entity is obligated to provide any additional support or credit enhancement with respect to such offered 
certificates. 
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Designated Telerate Page......................... S-110 
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APPENDIX A 

 
MORTGAGE LOAN TABLES 

Group I Mortgage Loans  

 
Scheduled Principal Balances as of the Cut-off Date of the Group I Mortgage Loans (1) 

 

Scheduled Principal Balance ($) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

           0.01 -   50,000.00........................ 1,284 $     46,911,774.07 3.41% 

  50,000.01 - 100,000.00........................ 2,230 167,328,189.95 12.16 

100,000.01 - 150,000.00........................ 1,856 230,281,538.08 16.73 

150,000.01 - 200,000.00........................ 1,364 237,192,786.67 17.23 

200,000.01 - 250,000.00........................ 840 188,640,197.41 13.70 

250,000.01 - 300,000.00........................ 676 185,649,331.88 13.49 

300,000.01 - 350,000.00........................ 432 139,676,286.38 10.15 

350,000.01 - 400,000.00........................ 307 115,033,267.04 8.36 

400,000.01 - 450,000.00........................ 92 37,951,911.68 2.76 

450,000.01 - 500,000.00........................ 25 11,963,158.85 0.87 

500,000.01 - 550,000.00........................ 15 7,777,642.05 0.57 

550,000.01 - 600,000.00........................ 8 4,576,960.89 0.33 

600,000.01 - 650,000.00........................ 1 623,661.53 0.05 

650,000.01 - 700,000.00........................ 1 679,804.65 0.05 

700,000.01 - 750,000.00........................ 3 2,217,044.37 0.16 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 

  
(1) The average scheduled principal balance as of the cut -off date of the Group I mortgage loans was approximately $150,701.  The principal 

balances of all of the Group I mortgage loans conform to Fannie Mae and Freddie Mac loan limits. 
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Original Terms to Maturity of the Group I Mortgage Loans(1) 

 

Original Term (months) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

120 ......................................................... 1 $            41,990.17 0.00% 

180 ......................................................... 82 5,367,347.36 0.39 

240 ......................................................... 6 897,828.07 0.07 

360 ......................................................... 6,777 895,534,429.76 65.06 

480 ......................................................... 2,268 474,661,960.14 34.48 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 

  
(1) The weighted average original term to maturity of the Group I mortgage loans was approximately 401 months. 
 
 

Remaining Terms to Maturity of the Group I Mortgage Loans (1) 

 

Remaining Term (months) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

  61 - 120................................................ 1 $            41,990.17 0.00% 

121 - 180................................................ 82 5,367,347.36 0.39 

181 - 240................................................ 6 897,828.07 0.07 

301 - 360................................................ 6,777 895,534,429.76 65.06 

361+....................................................... 2,268 474,661,960.14 34.48 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 
  

(1) The weighted average remaining term to maturity of the Group I mortgage loans was approximately 399 months. 
 
 

Property Types of the Group I Mortgage Loans  

 

Property Type 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

Single Family......................................... 6,945 $   992,298,872.75 72.09% 

PUD(1) .................................................... 826 145,213,630.51 10.55 

2-4 Units ................................................ 698 139,639,722.93 10.14 

Condominium ........................................ 650 97,712,566.56 7.10 

Townhouse............................................. 15 1,638,762.75 0.12 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 
  

(1) PUD refers to a home or “unit” in a Planned Unit Development. 
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Occupancy Status of the Group I Mortgage Loans (1) 

 

Occupancy Status 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

Owner Occupied.................................... 7,081 $1,103,890,000.54 80.20% 

Non-Owner Occupied............................ 1,907 245,596,321.98 17.84 

Second Home......................................... 146 27,017,232.98 1.96 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 
  
(1) Occupancy as represented by the mortgagor at the time of origination. 
 
 

Purpose of the Group I Mortgage Loans 
 

Purpose 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

Cash Out Refinance ............................... 4,087 $   743,051,579.44 53.98% 

Purchase................................................. 4,578 549,719,630.37 39.94 

Rate/Term Refinance ............................. 469 83,732,345.69 6.08 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 
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Original Loan-to-Value Ratios of the Group I Mortgage Loans (1) 

 

Original Loan-to-Value Ratio 
(%) 

Number of  
Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

    0.01 - 49.99........................................ 240 $     34,659,098.84 2.52% 

  50.00 - 54.99........................................ 98 17,427,508.63 1.27 

  55.00 - 59.99........................................ 157 31,110,216.50 2.26 

  60.00 - 64.99........................................ 198 39,719,327.41 2.89 

  65.00 - 69.99........................................ 284 55,767,959.60 4.05 

  70.00 - 74.99........................................ 415 78,949,753.94 5.74 

  75.00 - 79.99........................................ 576 109,609,571.32 7.96 

  80.00 .................................................... 3,381 563,811,420.55 40.96 

  80.01 - 84.99........................................ 102 19,798,674.47 1.44 

  85.00 - 89.99........................................ 674 103,360,700.66 7.51 

  90.00 - 94.99........................................ 1,647 211,352,512.59 15.35 

  95.00 - 99.99........................................ 424 55,288,649.17 4.02 

100.00 .................................................... 938 55,648,161.82 4.04 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 
  
(1) The weighted average original loan-to-value ratio of the Group I mortgage loans as of the cut -off date was approximately 79.85%.   
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Geographic Distribution of the Mortg aged Properties relating to the Group I Mortgage Loans (1) 

Location 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

Alabama ................................................. 99 $       7,807,619.56 0.57% 
Alaska .................................................... 48 8,649,228.20 0.63 
Arizona .................................................. 228 38,362,022.45 2.79 
Arkansas ................................................ 58 4,797,680.01 0.35 
California............................................... 1,213 314,200,680.73 22.83 
Colorado ................................................ 215 32,996,720.28 2.40 
Connecticut ............................................ 90 15,629,719.41 1.14 
Delaware ................................................ 14 2,647,869.74 0.19 
District of Columbia .............................. 45 9,139,713.80 0.66 
Florida.................................................... 669 111,116,619.46 8.07 
Georgia .................................................. 397 50,915,048.50 3.70 
Hawaii.................................................... 22 7,961,862.08 0.58 
Idaho ...................................................... 17 2,465,927.87 0.18 
Illinois .................................................... 614 88,798,247.14 6.45 
Indiana ................................................... 179 12,630,809.98 0.92 
Iowa....................................................... 28 2,654,600.46 0.19 
Kansas.................................................... 33 2,289,710.11 0.17 
Kentucky................................................ 40 3,409,423.73 0.25 
Louisiana................................................ 73 5,685,959.27 0.41 
Maine..................................................... 8 1,395,413.00 0.10 
Maryland................................................ 433 78,450,172.07 5.70 
Massachusetts ........................................ 132 27,242,004.69 1.98 
Michigan ................................................ 498 45,927,857.54 3.34 
Minnesota.............................................. 85 13,471,579.74 0.98 
Missouri................................................. 198 16,117,996.19 1.17 
Montana................................................. 18 2,225,536.25 0.16 
Nebraska ................................................ 69 4,779,509.11 0.35 
Nevada ................................................... 66 11,523,036.77 0.84 
New Hampshire..................................... 22 4,594,228.10 0.33 
New Jersey............................................. 324 66,155,642.92 4.81 
New Mexico........................................... 38 3,624,298.60 0.26 
New York............................................... 133 29,661,163.81 2.15 
North Carolina ....................................... 194 18,037,794.00 1.31 
North Dakota......................................... 6 396,433.06 0.03 
Ohio ....................................................... 197 16,059,367.48 1.17 
Oklahoma............................................... 78 4,810,459.91 0.35 
Oregon ................................................... 203 32,693,955.64 2.38 
Pennsylvania.......................................... 300 30,743,145.79 2.23 
Rhode Island .......................................... 34 6,578,027.15 0.48 
South Carolina ....................................... 59 6,244,785.16 0.45 
South Dakota......................................... 7 681,970.77 0.05 
Tennessee............................................... 322 26,503,647.47 1.93 
Texas ...................................................... 800 71,104,478.10 5.17 
Utah........................................................ 68 10,026,242.96 0.73 
Vermont ................................................. 14 1,751,657.42 0.13 
Virginia .................................................. 185 37,013,021.74 2.69 
Washington............................................ 365 63,943,388.26 4.65 
West Virginia......................................... 19 2,084,841.07 0.15 
Wisconsin .............................................. 169 19,006,758.32 1.38 
Wyoming ............................................... 8 1,495,679.63 0.11 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 
  
(1) The greatest ZIP Code geographic concentration of the Group I mortgage loans was approximately 0.30% in the 94603 ZIP Code. 
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Documentation Level of the Group I Mortgage Loans (1) 
 

Documentation Level 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

Full Documentation ............................... 5,499 $   788,471,890.73 57.28% 

Stated Income Documentation............... 3,366 543,690,301.80 39.50 

Limited Documentation......................... 269 44,341,362.97 3.22 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 

  
(1) For a description of each Documentation Level, see “Underwriting of the Mortgage Loans” in this prospectus supplement.  
 
 

Credit Grade for the Group I Mortgage Loans (1) 

Credit Grade 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

Premium A............................................. 7,051 $1,003,869,724.36 72.93% 

A ............................................................ 771 137,614,832.11 10.00 

A-........................................................... 265 51,858,373.87 3.77 

B+ .......................................................... 183 29,195,948.94 2.12 

B............................................................. 338 60,410,532.41 4.39 

C............................................................. 523 93,076,511.43 6.76 

D ............................................................ 3 477,632.38 0.03 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 
  
(1) For a description of Credit Grade, see “Underwriting of the Mortgage Loans” in this prospectus supplement. 
 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 154 of 317



 

 S-149  

 

Credit Scores for the Group I Mortgage Loans (1) 
 

Credit Score 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

400 - 499................................................ 6 $       1,177,005.64 0.09% 

500 - 524................................................ 573 90,681,539.81 6.59 

525 - 549................................................ 713 106,530,823.16 7.74 

550 - 574................................................ 934 141,231,693.17 10.26 

575 - 599................................................ 1,121 167,671,713.15 12.18 

600 - 624................................................ 1,773 261,294,036.32 18.98 

625 - 649................................................ 1,706 249,566,692.11 18.13 

650 - 674................................................ 1,002 153,909,910.23 11.18 

675 - 699................................................ 606 91,582,561.81 6.65 

700+....................................................... 700 112,857,580.10 8.20 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 

  
(1) The weighted average credit score of the Group I mortgage loans that had credit scores was approximately 616. 
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Current Mortgage Rates of the Group I Mortgage Loans (1) 
 

Current Mortgage Rate (%) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

  5.000 -   5.499...................................... 1 $          325,993.50 0.02% 

  5.500 -   5.999...................................... 16 4,436,246.20 0.32 

  6.000 -   6.499...................................... 101 23,637,509.43 1.72 

  6.500 -   6.999...................................... 541 120,509,897.44 8.75 

  7.000 -   7.499...................................... 693 137,957,067.60 10.02 

  7.500 -   7.999...................................... 1,022 199,264,846.35 14.48 

  8.000 -   8.499...................................... 969 181,239,463.38 13.17 

  8.500 -   8.999...................................... 1,128 186,512,858.93 13.55 

  9.000 -   9.499...................................... 880 133,017,586.02 9.66 

  9.500 -   9.999...................................... 1,053 134,118,867.04 9.74 

10.000 - 10.499...................................... 726 93,476,304.59 6.79 

10.500 - 10.999...................................... 812 81,727,952.33 5.94 

11.000 - 11.499...................................... 655 46,982,090.87 3.41 

11.500 - 11.999...................................... 384 23,635,578.58 1.72 

12.000 - 12.499...................................... 116 7,650,370.66 0.56 

12.500 - 12.999...................................... 29 1,548,968.56 0.11 

13.000 - 13.499...................................... 7 392,680.00 0.03 

13.500 - 13.999...................................... 1 69,274.02 0.01 
 _____ _______________ ______ 

 Total....................................... 9,134 $1,376,503,555.50 100.00% 

  
(1) The weighted average current Mortgage Rate of the Group I mortgage loans as of the cut-off date was approximately 8.672% per annum. 
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Maximum Mortgage Rates of the Adjustable-Rate Group I Mortgage Loans (1) 
 

Maximum Mortgage Rate (%) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

11.000 - 11.499...................................... 1 $          325,993.50 0.03% 

11.500 - 11.999...................................... 16 4,436,246.20 0.38 

12.000 - 12.499...................................... 92 21,274,207.78 1.83 

12.500 - 12.999...................................... 393 86,717,339.23 7.46 

13.000 - 13.499...................................... 520 106,660,531.12 9.18 

13.500 - 13.999...................................... 825 163,902,770.82 14.10 

14.000 - 14.499...................................... 820 158,230,426.47 13.62 

14.500 - 14.999...................................... 980 166,772,842.90 14.35 

15.000 - 15.499...................................... 775 120,621,844.79 10.38 

15.500 - 15.999...................................... 810 120,028,590.26 10.33 

16.000 - 16.499...................................... 645 85,512,827.89 7.36 

16.500 - 16.999...................................... 591 70,109,239.01 6.03 

17.000 - 17.499...................................... 368 34,905,214.79 3.00 

17.500 - 17.999...................................... 197 14,682,452.57 1.26 

18.000 - 18.499...................................... 94 6,229,292.18 0.54 

18.500 - 18.999...................................... 24 1,368,629.90 0.12 

19.000 - 19.499...................................... 5 297,344.76 0.03 

19.500 - 19.999...................................... 1 69,274.02 0.01 
 _____ _______________ ______ 

 Total....................................... 7,157 $1,162,145,068.19 100.00% 

  
(1) The weighted average maximum mortgage rate of the adjustable-rate Group I mortgage loans as of the cut -off date was approximately 

14.701% per annum. 
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Minimum Mortgage Rates of the Adjustable-Rate Group I Mortgage Loans (1) 
 

Minimum Mortgage Rate (%) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

  5.000 -   5.499...................................... 1 $          325,993.50 0.03% 

  5.500 -   5.999...................................... 16 4,436,246.20 0.38 

  6.000 -   6.499...................................... 92 21,274,207.78 1.83 

  6.500 -   6.999...................................... 393 86,717,339.23 7.46 

  7.000 -   7.499...................................... 520 106,660,531.12 9.18 

  7.500 -   7.999...................................... 825 163,902,770.82 14.10 

  8.000 -   8.499...................................... 820 158,230,426.47 13.62 

  8.500 -   8.999...................................... 980 166,772,842.90 14.35 

  9.000 -   9.499...................................... 775 120,621,844.79 10.38 

  9.500 -   9.999...................................... 810 120,028,590.26 10.33 

10.000 - 10.499...................................... 645 85,512,827.89 7.36 

10.500 - 10.999...................................... 591 70,109,239.01 6.03 

11.000 - 11.499...................................... 368 34,905,214.79 3.00 

11.500 - 11.999...................................... 197 14,682,452.57 1.26 

12.000 - 12.499...................................... 94 6,229,292.18 0.54 

12.500 - 12.999...................................... 24 1,368,629.90 0.12 

13.000 - 13.499...................................... 5 297,344.76 0.03 

13.500 - 13.999...................................... 1 69,274.02 0.01 
 _____ _______________ ______ 

 Total....................................... 7,157 $1,162,145,068.19 100.00% 

  
(1) The weighted average minimum mortgage rate of the adjustable-rate Group I mortgage loans as of the cut-off date was approximately 

8.701% per annum. 
 
 

Gross Margins of the Adjustable-Rate Group I Mortgage Loans (1) 

 

Gross Margin (%) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

4.500 - 4.999.......................................... 6,284 $1,004,597,596.26 86.44% 

5.500 - 5.999.......................................... 480 86,483,625.98 7.44 

6.000 - 6.499.......................................... 2 304,997.92 0.03 

6.500 - 6.999.......................................... 391 70,758,848.03 6.09 
 _____ _______________ ______ 

 Total....................................... 7,157 $1,162,145,068.19 100.00% 

  
(1) The weighted average Gross Margin of the adjustable-rate Group I mortgage loans as of the cut -off date was approximately 5.167% per 

annum. 
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Next Adjustment Dates for the Adjustable-Rate Group I Mortgage Loans 

 

Next Adjustment Date 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

April 1, 2006.......................................... 3 $          352,564.84 0.03% 
June 1, 2006........................................... 1 295,834.87 0.03 
September 1, 2006 ................................. 1 235,351.95 0.02 
April 1, 2007.......................................... 7 883,622.26 0.08 
May 1, 2007........................................... 25 3,750,473.99 0.32 
June 1, 2007........................................... 45 6,865,456.49 0.59 
July 1, 2007............................................ 33 5,112,646.23 0.44 
August 1, 2007....................................... 36 5,818,955.03 0.50 
September 1, 2007 ................................. 90 13,443,196.76 1.16 
October 1, 2007 ..................................... 121 20,131,007.71 1.73 
November 1, 2007 ................................. 398 70,253,703.35 6.05 
December 1, 2007 .................................. 575 95,708,317.15 8.24 
January 1, 2008...................................... 1,478 245,129,365.53 21.09 
February 1, 2008.................................... 2,762 435,405,863.73 37.47 
March 1, 2008........................................ 152 20,625,220.00 1.77 
April 1, 2008.......................................... 1 278,414.15 0.02 
June 1, 2008........................................... 1 183,539.79 0.02 
July 1, 2008............................................ 2 247,398.63 0.02 
August 1, 2008....................................... 5 757,672.79 0.07 
September 1, 2008 ................................. 12 2,425,645.95 0.21 
October 1, 2008 ..................................... 31 6,373,958.69 0.55 
November 1, 2008 ................................. 82 15,240,100.44 1.31 
December 1, 2008 .................................. 140 23,101,325.02 1.99 
January 1, 2009...................................... 199 33,927,088.49 2.92 
February 1, 2009.................................... 351 60,596,684.02 5.21 
March 1, 2009........................................ 10 1,397,615.00 0.12 
June 1, 2010........................................... 2 246,158.76 0.02 
July 1, 2010............................................ 1 56,733.55 0.00 
August 1, 2010....................................... 1 270,700.78 0.02 
September 1, 2010 ................................. 6 905,051.64 0.08 
October 1, 2010 ..................................... 1 190,997.68 0.02 
November 1, 2010 ................................. 6 867,111.65 0.07 
December 1, 2010 .................................. 12 2,514,274.72 0.22 
January 1, 2011...................................... 194 31,889,867.51 2.74 
February 1, 2011.................................... 346 53,227,882.04 4.58 
March 1, 2011........................................ 27 3,435,267.00 0.30 
 _____ _______________ ______ 

 Total....................................... 7,157 $1,162,145,068.19 100.00% 
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Initial Periodic Rate Caps of the Adjustable-Rate Group I Mortgage Loans (1) 

 

Initial Periodic Rate Cap (%) 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

1.000 ...................................................... 231 $     52,144,371.74 4.49% 

2.000 ...................................................... 5,497 872,412,850.33 75.07 

3.000 ...................................................... 1,429 237,587,846.12 20.44 
 _____ _______________ ______ 

 Total....................................... 7,157 $1,162,145,068.19 100.00% 

  
(1) Relates solely to initial rate adjustments.  The weighted average initial periodic rate cap of the adjustable-rate Group I mortgage loans as of 
the cut-off date was approximately 2.160%. 
 
 

Subsequent Periodic Rate Caps of the Adjustable-Rate Group I Mortgage Loans (1) 
 

Subsequent Periodic Rate Cap 
(% ) 

Number of  
Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

1.000 ...................................................... 7,157 $1,162,145,068.19 100.00% 
 _____ _______________ ______ 

 Total....................................... 7,157 $1,162,145,068.19 100.00% 

  
(1) Relates to all rate adjustments subsequent to initial rate adjustments.   
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Group II Mortgage Loans  

 
Scheduled Principal Balances as of the Cut-off Date of the Group II Mortgage Loans (1) 

 

Scheduled Principal Balance ($) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

           0.01 -       50,000.00.................... 289 $     10,991,803.68 0.68% 

  50,000.01 -     100,000.00.................... 726 54,834,450.86 3.37 

100,000.01 -     150,000.00.................... 556 69,305,104.89 4.26 

150,000.01 -     200,000.00.................... 609 106,904,729.28 6.57 

200,000.01 -     250,000.00.................... 526 118,818,811.67 7.30 

250,000.01 -     300,000.00.................... 593 163,024,676.97 10.02 

300,000.01 -     350,000.00.................... 440 142,651,488.13 8.77 

350,000.01 -     400,000.00.................... 362 135,972,478.77 8.36 

400,000.01 -     450,000.00.................... 338 144,897,266.23 8.90 

450,000.01 -     500,000.00.................... 360 171,048,107.30 10.51 

500,000.01 -     550,000.00.................... 243 127,741,295.29 7.85 

550,000.01 -     600,000.00.................... 185 106,943,591.42 6.57 

600,000.01 -     650,000.00.................... 119 74,498,354.02 4.58 

650,000.01 -     700,000.00.................... 76 51,370,153.63 3.16 

700,000.01 -     750,000.00.................... 67 48,992,452.53 3.01 

750,000.01 -     800,000.00.................... 42 32,703,249.83 2.01 

800,000.01 -     850,000.00.................... 24 19,952,536.06 1.23 

850,000.01 -     900,000.00.................... 13 11,408,380.55 0.70 

900,000.01 -     950,000.00.................... 6 5,574,912.43 0.34 

950,000.01 – 1,000,000.00 .................... 30 29,661,754.45 1.82 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) The average scheduled principal balance as of the cut -off date of the Group II mortgage loans was approximately $290,381. 
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Original Terms to Maturity of the Group II Mortgage Loans (1) 

 

Original Term (months) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

180 ......................................................... 10 $       1,033,208.51 0.06% 

240 ......................................................... 1 32,961.12 0.00 

360 ......................................................... 3,201 748,450,875.05 45.99 

480 ......................................................... 2,392 877,778,553.31 53.94 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) The weighted average original term to maturity of the Group II mortgage loans was approximately 425 months. 
 
 

Remaining Terms to Maturity of the Group II Mortgage Loans (1) 

 

Remaining Term (months) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

121 - 180................................................ 10 $       1,033,208.51 0.06% 

181 - 240................................................ 1 32,961.12 0.00 

301 - 360................................................ 3,201 748,450,875.05 45.99 

361+....................................................... 2,392 877,778,553.31 53.94 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) The weighted average remaining term to maturity of the Group II mortgage loans was approximately 423 months. 
 
 

Property Types of the Group II Mortgage Loans  

 

Property Type 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

Single Family......................................... 3,799 $1,134,143,707.49 69.70% 

PUD(1) .................................................... 846 242,384,759.09 14.89 

2-4 Units ................................................ 463 137,763,032.21 8.47 

Condominium ........................................ 491 111,826,153.59 6.87 

Townhouse............................................. 5 1,177,945.61 0.07 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) PUD refers to a home or “unit” in a Planned Unit Development. 
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Occupancy Status of the Group II Mortgage Loans (1) 

 

Occupancy Status 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

Owner Occupied.................................... 5,506 $1,571,417,672.86 96.57% 

Non-Owner Occupied............................ 77 43,078,109.08 2.65 

Second Home......................................... 21 12,799,816.05 0.79 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) Occupancy as represented by the mortgagor at the time of origination. 
 
 

Purpose of the Group II Mortgage Loans 
 

Purpose 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

Purchase................................................. 5,020 $1,310,898,246.09 80.56% 

Cash Out Refinance ............................... 529 284,819,662.70 17.50 

Rate/Term Refinance ............................. 55 31,577,689.20 1.94 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 
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Original Loan-to-Value Ratios of the Group II Mortgage Loans (1) 

 

Original Loan-to-Value Ratio 
(%) 

Number of  
Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

0.01 - 49.99............................................ 8 $       2,851,595.84 0.18% 

50.00 - 54.99.......................................... 7 2,879,553.67 0.18 

55.00 - 59.99.......................................... 12 6,673,760.19 0.41 

60.00 - 64.99.......................................... 28 15,057,089.80 0.93 

65.00 - 69.99.......................................... 44 24,394,484.65 1.50 

70.00 - 74.99.......................................... 66 35,504,574.81 2.18 

75.00 - 79.99.......................................... 177 86,098,471.30 5.29 

80.00 ...................................................... 3,478 1,130,711,262.48 69.48 

80.01 - 84.99.......................................... 21 11,170,200.86 0.69 

85.00 - 89.99.......................................... 150 64,359,120.86 3.95 

90.00 - 94.99.......................................... 294 100,554,763.01 6.18 

95.00 - 99.99.......................................... 187 43,158,816.11 2.65 

100.00 .................................................... 1,132 103,881,904.41 6.38 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) The weighted average original loan-to-value ratio of the Group II mortgage loans as of the cut-off date was approximately 81.72%. 
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Geographic Distribution of the Mortgaged Properties relating to the Group II Mortgage Loans (1) 

Location 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

Alabama ................................................. 19 $       5,084,955.08 0.31% 
Alaska .................................................... 11 2,829,397.29 0.17 
Arizona .................................................. 124 24,761,362.19 1.52 
Arkansas ................................................ 5 1,110,873.89 0.07 
California............................................... 2,603 881,190,706.76 54.15 
Colorado ................................................ 52 17,635,934.53 1.08 
Connecticut ............................................ 19 6,198,324.36 0.38 
Delaware ................................................ 4 1,872,188.16 0.12 
District of Columbia .............................. 22 7,976,811.41 0.49 
Florida.................................................... 529 113,826,647.99 6.99 
Georgia .................................................. 102 19,706,079.60 1.21 
Hawaii.................................................... 11 3,364,672.19 0.21 
Idaho ...................................................... 4 522,064.49 0.03 
Illinois .................................................... 317 75,850,882.27 4.66 
Indiana ................................................... 13 2,731,799.40 0.17 
Kansas.................................................... 4 803,633.20 0.05 
Kentucky................................................ 8 925,569.79 0.06 
Louisiana................................................ 21 2,884,695.02 0.18 
Maine..................................................... 3 855,437.53 0.05 
Maryland................................................ 152 51,388,656.46 3.16 
Massachusetts ........................................ 63 20,110,909.21 1.24 
Michigan ................................................ 45 9,303,530.97 0.57 
Minnesota.............................................. 25 7,753,643.29 0.48 
Missouri................................................. 24 5,104,487.32 0.31 
Montana................................................. 3 2,191,696.42 0.13 
Nebraska ................................................ 7 2,031,454.60 0.12 
Nevada ................................................... 43 12,299,290.99 0.76 
New Jersey............................................. 231 66,183,907.77 4.07 
New Mexico........................................... 7 3,139,439.20 0.19 
New York............................................... 188 67,350,111.48 4.14 
North Carolina ....................................... 42 8,999,838.38 0.55 
Ohio ....................................................... 8 1,476,734.81 0.09 
Oklahoma............................................... 13 1,154,482.60 0.07 
Oregon ................................................... 61 15,316,958.99 0.94 
Pennsylvania.......................................... 37 6,026,032.47 0.37 
Rhode Island .......................................... 17 3,432,540.59 0.21 
South Carolina ....................................... 11 2,688,219.84 0.17 
Tennessee............................................... 41 7,208,742.05 0.44 
Texas ...................................................... 387 63,088,413.68 3.88 
Utah........................................................ 24 6,653,055.54 0.41 
Virginia .................................................. 155 53,182,210.23 3.27 
Washington............................................ 122 33,510,215.33 2.06 
West Virginia......................................... 10 1,588,357.98 0.10 
Wisconsin .............................................. 15 5,025,628.59 0.31 
Wyoming ............................................... 2 955,004.05 0.06 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 
  
(1) The greatest ZIP code geographic concentration of the Group II mortgage loans was approximately 0.69% in the 95076 ZIP Code. 
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Documentation Level of the Group II Mortgage Loans(1) 

 

Documentation Level 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

Stated Income Documentation............... 3,614 $1,033,789,965.43 63.53% 

Full Documentation ............................... 1,752 520,980,285.97 32.02 

Limited Documentation......................... 238 72,525,346.59 4.46 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) For a description of each Documentation Level, see “Underwriting of the Mortgage Loans” in this prospectus supplement.  
 
 

Credit Grade for the Group II Mortgage Loans (1) 

Credit Grade 
Number of  

Mortgage Loans 

Scheduled Principal 
Balance as of the 

Cut-off Date 

% of Aggregate 
Scheduled Principal 

Balance as of the 
Cut-off Date 

Premium A............................................. 5,140 $1,435,649,908.05 88.22% 

A ............................................................ 257 97,105,868.96 5.97 

A-........................................................... 65 32,395,038.62 1.99 

B+ .......................................................... 38 15,548,483.54 0.96 

B............................................................. 53 24,057,637.86 1.48 

C............................................................. 51 22,538,660.96 1.39 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 
  
(1) For a description of Credit Grade, see “Underwriting of the Mortgage Loans” in this prospectus supplement. 
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Credit Scores for the Group II Mortgage Loans (1) 
 

Credit Score 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

400 - 499................................................ 1 $          304,022.71 0.02% 

500 - 524................................................ 69 32,244,881.16 1.98 

525 - 549................................................ 125 43,460,349.52 2.67 

550 - 574................................................ 213 82,236,202.27 5.05 

575 - 599................................................ 324 105,423,441.58 6.48 

600 - 624................................................ 948 267,881,360.58 16.46 

625 - 649................................................ 1,406 374,077,908.43 22.99 

650 - 674................................................ 1,059 286,625,880.17 17.61 

675 - 699................................................ 697 205,972,733.08 12.66 

700+....................................................... 762 229,068,818.49 14.08 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) The weighted average credit score of the Group II mortgage loans was approximately 645. 
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Current Mortgage Rates of the Group II Mortgage Loans (1) 
 

Current Mortgage Rate (%) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

  5.000 -   5.499...................................... 1 $          459,969.53 0.03% 

  5.500 -   5.999...................................... 12 4,048,796.49 0.25 

  6.000 -   6.499...................................... 68 27,089,705.64 1.66 

  6.500 -   6.999...................................... 333 122,086,631.63 7.50 

  7.000 -   7.499...................................... 571 201,569,999.10 12.39 

  7.500 -   7.999...................................... 853 296,022,651.93 18.19 

  8.000 -   8.499...................................... 810 267,729,225.45 16.45 

  8.500 -   8.999...................................... 831 282,992,827.14 17.39 

  9.000 -   9.499...................................... 431 137,474,085.10 8.45 

  9.500 -   9.999...................................... 412 108,810,054.93 6.69 

10.000 - 10.499...................................... 167 49,467,754.18 3.04 

10.500 - 10.999...................................... 394 59,312,560.59 3.64 

11.000 - 11.499...................................... 323 34,979,271.76 2.15 

11.500 - 11.999...................................... 327 28,598,194.70 1.76 

12.000 - 12.499...................................... 53 5,289,935.60 0.33 

12.500 - 12.999...................................... 18 1,363,934.22 0.08 
 _____ _______________ ______ 

 Total....................................... 5,604 $1,627,295,597.99 100.00% 

  
(1) The weighted average current mortgage rate of the Group II mortgage loans as of the cut -off date was approximately 8.434% per annum. 
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Maximum Mortgage Rates of the Adjustable-Rate Group II Mortgage Loans (1) 
 

Maximum Mortgage Rate (%) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

11.000 - 11.499...................................... 1 $          459,969.53 0.03% 

11.500 - 11.999...................................... 12 4,048,796.49 0.27 

12.000 - 12.499...................................... 67 26,573,170.98 1.79 

12.500 - 12.999...................................... 312 113,290,586.93 7.63 

13.000 - 13.499...................................... 539 192,722,956.23 12.98 

13.500 - 13.999...................................... 816 286,391,721.86 19.29 

14.000 - 14.499...................................... 783 260,618,956.15 17.56 

14.500 - 14.999...................................... 793 272,732,068.55 18.37 

15.000 - 15.499...................................... 397 131,510,239.81 8.86 

15.500 - 15.999...................................... 273 97,586,900.34 6.57 

16.000 - 16.499...................................... 134 44,422,942.86 2.99 

16.500 - 16.999...................................... 102 34,856,000.67 2.35 

17.000 - 17.499...................................... 44 13,412,926.59 0.90 

17.500 - 17.999...................................... 21 4,710,990.19 0.32 

18.000 - 18.499...................................... 8 1,054,872.57 0.07 
 _____ _______________ ______ 

 Total....................................... 4,302 $1,484,393,099.75 100.00% 

  
(1) The weighted average maximum mortgage rate of the adjustable-rate Group II mortgage loans as of the cut-off date was approximately 

14.290% per annum. 
 
 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 169 of 317



 

 S-164  

 

Minimum Mortgage Rates of the Adjustable-Rate Group II Mortgage Loans (1) 

 

Minimum Mortgage Rate (%) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

  5.000 -   5.499...................................... 1 $          459,969.53 0.03% 

  5.500 -   5.999...................................... 12 4,048,796.49 0.27 

  6.000 -   6.499...................................... 67 26,573,170.98 1.79 

  6.500 -   6.999...................................... 312 113,290,586.93 7.63 

  7.000 -   7.499...................................... 539 192,722,956.23 12.98 

  7.500 -   7.999...................................... 816 286,391,721.86 19.29 

  8.000 -   8.499...................................... 783 260,618,956.15 17.56 

  8.500 -   8.999...................................... 793 272,732,068.55 18.37 

  9.000 -   9.499...................................... 397 131,510,239.81 8.86 

  9.500 -   9.999...................................... 273 97,586,900.34 6.57 

10.000 - 10.499...................................... 134 44,422,942.86 2.99 

10.500 - 10.999...................................... 102 34,856,000.67 2.35 

11.000 - 11.499...................................... 44 13,412,926.59 0.90 

11.500 - 11.999...................................... 21 4,710,990.19 0.32 

12.000 - 12.499...................................... 8 1,054,872.57 0.07 
 _____ _______________ ______ 

 Total....................................... 4,302 $1,484,393,099.75 100.00% 

  
(1) The weighted average minimum mortgage rate of the adjustable-rate Group II mortgage loans as of the cut -off date was approximately  

8.290% per annum. 
 
 

Gross Margins of the Adjustable-Rate Group II Mortgage Loans (1) 

 

Gross Margin (%) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

4.500 - 4.999.......................................... 4,137 $1,410,555,912.41 95.03% 

5.500 - 5.999.......................................... 104 48,067,266.89 3.24 

6.500 - 6.999.......................................... 61 25,769,920.45 1.74 
 _____ _______________ ______ 

 Total....................................... 4,302 $1,484,393,099.75 100.00% 

  
(1) The weighted average gross margin of the adjustable-rate Group II mortgage loans as of the cut -off date was approximately 5.051% per 

annum. 
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Next Adjustment Dates for the Adjustable-Rate Group II Mortgage Loans 
 

Next Adjustment Date 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

May 1, 2006........................................... 1 $          182,076.61 0.01% 
January 1, 2007...................................... 2 607,060.73 0.04 
February 1, 2007.................................... 2 388,036.69 0.03 
March 1, 2007........................................ 2 449,830.31 0.03 
April 1, 2007.......................................... 2 1,259,670.60 0.08 
May 1, 2007........................................... 11 5,685,313.68 0.38 
June 1, 2007........................................... 7 1,972,588.46 0.13 
July 1, 2007............................................ 9 2,776,917.84 0.19 
August 1, 2007....................................... 16 5,673,861.68 0.38 
September 1, 2007 ................................. 44 17,289,982.89 1.16 
October 1, 2007 ..................................... 85 28,776,032.11 1.94 
November 1, 2007 ................................. 235 84,899,249.41 5.72 
December 1, 2007 .................................. 375 134,916,873.36 9.09 
January 1, 2008...................................... 1,047 365,937,169.21 24.65 
February 1, 2008.................................... 1,749 601,465,253.01 40.52 
March 1, 2008........................................ 63 18,470,593.00 1.24 
May 1, 2008........................................... 1 285,946.52 0.02 
July 1, 2008............................................ 1 425,648.25 0.03 
August 1, 2008....................................... 1 45,853.88 0.00 
September 1, 2008 ................................. 9 2,394,455.78 0.16 
October 1, 2008 ..................................... 11 3,059,699.02 0.21 
November 1, 2008 ................................. 37 13,718,784.17 0.92 
December 1, 2008 .................................. 70 25,997,060.81 1.75 
January 1, 2009...................................... 99 29,705,894.32 2.00 
February 1, 2009.................................... 204 63,663,882.61 4.29 
March 1, 2009........................................ 5 1,360,900.00 0.09 
August 1, 2010....................................... 1 999,615.00 0.07 
December 1, 2010 .................................. 2 457,929.23 0.03 
January 1, 2011...................................... 54 19,428,554.42 1.31 
February 1, 2011.................................... 145 47,989,374.15 3.23 
March 1, 2011........................................ 12 4,108,992.00 0.28 
 _____ _______________ ______ 

 Total....................................... 4,302 $1,484,393,099.75 100.00% 
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Initial Periodic Rate Caps of the Adjustable-Rate Group II Mortgage Loans (1) 

 

Initial Periodic Rate Cap (%) 
Number of  

Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

1.000 ...................................................... 395 $   152,620,597.54 10.28% 

2.000 ...................................................... 3,256 1,118,785,560.11 75.37 

3.000 ...................................................... 651 212,986,942.10 14.35 
 _____ _______________ ______ 

 Total....................................... 4,302 $1,484,393,099.75 100.00% 

  
(1) Relates solely to initial rate adjustments.  The weighted average initial periodic rate cap of the adjustable-rate Group II mortgage loans as of 
the cut-off date was approximately 2.041%. 
 
 

Subsequent Periodic Rate Caps of the Adjustable-Rate Group II Mortgage Loans (1) 

 

Subsequent Periodic Rate Cap 
(%) 

Number of  
Mortgage Loans 

Scheduled Principal  
Balance as of the  

Cut-off Date 

% of Aggregate  
Scheduled Principal  

Balance as of the  
Cut-off Date 

1.000 ...................................................... 4,302 $1,484,393,099.75 100.00% 
 _____ _______________ ______ 

 Total....................................... 4,302 $1,484,393,099.75 100.00% 

  
(1) Relates to all rate adjustments subsequent to initial rate adjustments. 
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APPENDIX B 
 

DECREMENT TABLES 

Percent of Original Certificate Principal Balance Outstanding† 
Class I-A 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 
March 25, 2007.........................  82 79 75 70 65 

March 25, 2008.........................  58 51 43 33 24 
March 25, 2009.........................  37 27 18 8 0 
March 25, 2010.........................  29 22 17 8 0 
March 25, 2011.........................  22 16 12 7 0 

March 25, 2012.........................  17 12 8 5 0 
March 25, 2013.........................  13 8 5 3 0 
March 25, 2014.........................  10 6 4 2 0 
March 25, 2015.........................  8 4 3 1 0 

March 25, 2016.........................  6 3 2 1 0 
March 25, 2017.........................  5 2 1 * 0 
March 25, 2018.........................  3 2 1 0 0 
March 25, 2019.........................  3 1 * 0 0 

March 25, 2020.........................  2 1 * 0 0 
March 25, 2021.........................  2 1 0 0 0 
March 25, 2022.........................  1 * 0 0 0 

March 25, 2023.........................  1 0 0 0 0 
March 25, 2024.........................  1 0 0 0 0 
March 25, 2025.........................  * 0 0 0 0 
March 25, 2026.........................  * 0 0 0 0 

March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 
March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 

March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 
March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 

March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 
Weighted Average Life (years) 
to Maturity (1) ............................  3.58 2.97 2.50 1.98 1.49 

Weighted Average Life (years) 
to Optional Termination(1)(2)........  3.31 2.74 2.30 1.83 1.49 
   
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 

* Indicates an outstanding certificate principal balance greater than 0% and less than 0.5% of the original certificate principal 
balance. 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 173 of 317



 

 S-168  

 

Percent of Original Certificate Principal Balance Outstanding† 
Class II-A1 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  60 52 44 32 21 
March 25, 2008.........................  6 0 0 0 0 
March 25, 2009.........................  0 0 0 0 0 

March 25, 2010.........................  0 0 0 0 0 
March 25, 2011.........................  0 0 0 0 0 
March 25, 2012.........................  0 0 0 0 0 
March 25, 2013.........................  0 0 0 0 0 

March 25, 2014.........................  0 0 0 0 0 
March 25, 2015.........................  0 0 0 0 0 
March 25, 2016.........................  0 0 0 0 0 
March 25, 2017.........................  0 0 0 0 0 

March 25, 2018.........................  0 0 0 0 0 
March 25, 2019.........................  0 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  1.28 1.13 1.00 0.88 0.79 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  1.28 1.13 1.00 0.88 0.79 
   
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class II-A2 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 69 26 0 0 
March 25, 2009.........................  0 0 0 0 0 

March 25, 2010.........................  0 0 0 0 0 
March 25, 2011.........................  0 0 0 0 0 
March 25, 2012.........................  0 0 0 0 0 
March 25, 2013.........................  0 0 0 0 0 

March 25, 2014.........................  0 0 0 0 0 
March 25, 2015.........................  0 0 0 0 0 
March 25, 2016.........................  0 0 0 0 0 
March 25, 2017.........................  0 0 0 0 0 

March 25, 2018.........................  0 0 0 0 0 
March 25, 2019.........................  0 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  2.53 2.19 2.00 1.78 1.56 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  2.53 2.19 2.00 1.78 1.56 
   
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class II-A3 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 83 54 
March 25, 2009.........................  95 64 36 4 0 

March 25, 2010.........................  69 51 35 4 0 
March 25, 2011.........................  49 31 18 4 0 
March 25, 2012.........................  33 18 6 0 0 
March 25, 2013.........................  21 8 0 0 0 

March 25, 2014.........................  12 1 0 0 0 
March 25, 2015.........................  6 0 0 0 0 
March 25, 2016.........................  * 0 0 0 0 
March 25, 2017.........................  0 0 0 0 0 

March 25, 2018.........................  0 0 0 0 0 
March 25, 2019.........................  0 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  5.46 4.39 3.52 2.52 2.15 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  5.43 4.36 3.50 2.50 2.15 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 

* Indicates an outstanding certificate principal balance greater than 0% and less than 0.5% of the original certificate principal 
balance. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class II-A4 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 0 

March 25, 2010.........................  100 100 100 100 0 
March 25, 2011.........................  100 100 100 100 0 
March 25, 2012.........................  100 100 100 77 0 
March 25, 2013.........................  100 100 93 47 0 

March 25, 2014.........................  100 100 62 29 0 
March 25, 2015.........................  100 76 42 18 0 
March 25, 2016.........................  100 55 28 7 0 
March 25, 2017.........................  78 39 19 * 0 

March 25, 2018.........................  60 28 10 0 0 
March 25, 2019.........................  46 20 3 0 0 
March 25, 2020.........................  35 13 0 0 0 
March 25, 2021.........................  27 6 0 0 0 

March 25, 2022.........................  20 1 0 0 0 
March 25, 2023.........................  14 0 0 0 0 
March 25, 2024.........................  8 0 0 0 0 
March 25, 2025.........................  3 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  13.48 10.98 9.17 7.40 2.77 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  9.05 7.30 6.13 4.97 2.77 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 

* Indicates an outstanding certificate principal balance greater than 0% and less than 0.5% of the original certificate principal 
balance. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-1 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 86 

March 25, 2010.........................  75 59 45 100 86 
March 25, 2011.........................  57 42 30 22 86 
March 25, 2012.........................  44 30 20 12 61 
March 25, 2013.........................  33 22 14 7 35 

March 25, 2014.........................  26 16 9 4 16 
March 25, 2015.........................  20 11 6 2 3 
March 25, 2016.........................  15 8 4 0 0 
March 25, 2017.........................  12 6 3 0 0 

March 25, 2018.........................  9 4 0 0 0 
March 25, 2019.........................  7 3 0 0 0 
March 25, 2020.........................  5 0 0 0 0 
March 25, 2021.........................  4 0 0 0 0 

March 25, 2022.........................  3 0 0 0 0 
March 25, 2023.........................  * 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.65 5.58 5.05 5.11 6.40 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 5.04 4.61 4.74 3.97 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 

* Indicates an outstanding certificate principal balance greater than 0% and less than 0.5% of the original certificate principal 
balance. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-2 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 72 100 
March 25, 2011.........................  57 42 30 19 37 
March 25, 2012.........................  44 30 20 12 6 
March 25, 2013.........................  33 22 14 7 3 

March 25, 2014.........................  26 16 9 4 0 
March 25, 2015.........................  20 11 6 0 0 
March 25, 2016.........................  15 8 4 0 0 
March 25, 2017.........................  12 6 0 0 0 

March 25, 2018.........................  9 4 0 0 0 
March 25, 2019.........................  7 1 0 0 0 
March 25, 2020.........................  5 0 0 0 0 
March 25, 2021.........................  4 0 0 0 0 

March 25, 2022.........................  * 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.63 5.53 4.93 4.69 5.06 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 5.01 4.50 4.34 4.13 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 

* Indicates an outstanding certificate principal balance greater than 0% and less than 0.5% of the original certificate principal 
balance. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-3 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 92 
March 25, 2011.........................  57 42 30 19 11 
March 25, 2012.........................  44 30 20 12 6 
March 25, 2013.........................  33 22 14 7 0 

March 25, 2014.........................  26 16 9 4 0 
March 25, 2015.........................  20 11 6 0 0 
March 25, 2016.........................  15 8 4 0 0 
March 25, 2017.........................  12 6 0 0 0 

March 25, 2018.........................  9 4 0 0 0 
March 25, 2019.........................  7 0 0 0 0 
March 25, 2020.........................  5 0 0 0 0 
March 25, 2021.........................  2 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.60 5.49 4.85 4.48 4.48 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.99 4.44 4.15 4.13 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-4 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 20 
March 25, 2011.........................  57 42 30 19 11 
March 25, 2012.........................  44 30 20 12 6 
March 25, 2013.........................  33 22 14 7 0 

March 25, 2014.........................  26 16 9 1 0 
March 25, 2015.........................  20 11 6 0 0 
March 25, 2016.........................  15 8 * 0 0 
March 25, 2017.........................  12 6 0 0 0 

March 25, 2018.........................  9 0 0 0 0 
March 25, 2019.........................  7 0 0 0 0 
March 25, 2020.........................  5 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.58 5.47 4.80 4.36 4.23 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.99 4.41 4.04 3.97 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 

* Indicates an outstanding certificate principal balance greater than 0% and less than 0.5% of the original certificate principal 
balance. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-5 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 20 
March 25, 2011.........................  57 42 30 19 11 
March 25, 2012.........................  44 30 20 12 6 
March 25, 2013.........................  33 22 14 7 0 

March 25, 2014.........................  26 16 9 0 0 
March 25, 2015.........................  20 11 6 0 0 
March 25, 2016.........................  15 8 0 0 0 
March 25, 2017.........................  12 5 0 0 0 

March 25, 2018.........................  9 0 0 0 0 
March 25, 2019.........................  7 0 0 0 0 
March 25, 2020.........................  1 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.55 5.43 4.75 4.27 4.05 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.97 4.38 3.97 3.81 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-6 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 20 
March 25, 2011.........................  57 42 30 19 11 
March 25, 2012.........................  44 30 20 12 1 
March 25, 2013.........................  33 22 14 6 0 

March 25, 2014.........................  26 16 9 0 0 
March 25, 2015.........................  20 11 2 0 0 
March 25, 2016.........................  15 8 0 0 0 
March 25, 2017.........................  12 0 0 0 0 

March 25, 2018.........................  9 0 0 0 0 
March 25, 2019.........................  4 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.50 5.39 4.70 4.18 3.90 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.97 4.36 3.90 3.68 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-7 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 20 
March 25, 2011.........................  57 42 30 19 11 
March 25, 2012.........................  44 30 20 12 0 
March 25, 2013.........................  33 22 14 0 0 

March 25, 2014.........................  26 16 9 0 0 
March 25, 2015.........................  20 11 0 0 0 
March 25, 2016.........................  15 4 0 0 0 
March 25, 2017.........................  12 0 0 0 0 

March 25, 2018.........................  7 0 0 0 0 
March 25, 2019.........................  0 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.44 5.34 4.64 4.10 3.78 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.97 4.34 3.86 3.59 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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Percent of Original Certificate Principal Balance Outstanding† 
Class M-8 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 20 
March 25, 2011.........................  57 42 30 19 10 
March 25, 2012.........................  44 30 20 12 0 
March 25, 2013.........................  33 22 14 0 0 

March 25, 2014.........................  26 16 * 0 0 
March 25, 2015.........................  20 11 0 0 0 
March 25, 2016.........................  15 0 0 0 0 
March 25, 2017.........................  12 0 0 0 0 

March 25, 2018.........................  0 0 0 0 0 
March 25, 2019.........................  0 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.37 5.26 4.57 4.02 3.68 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.96 4.32 3.82 3.52 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 

* Indicates an outstanding certificate principal balance greater than 0% and less than 0.5% of the original certificate principal 
balance. 

 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 185 of 317



 

 S-180  

 

Percent of Original Certificate Principal Balance Outstanding† 
Class M-9 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 20 
March 25, 2011.........................  57 42 30 19 0 
March 25, 2012.........................  44 30 20 1 0 
March 25, 2013.........................  33 22 13 0 0 

March 25, 2014.........................  26 16 0 0 0 
March 25, 2015.........................  20 0 0 0 0 
March 25, 2016.........................  15 0 0 0 0 
March 25, 2017.........................  1 0 0 0 0 

March 25, 2018.........................  0 0 0 0 0 
March 25, 2019.........................  0 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.28 5.19 4.51 3.96 3.59 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.96 4.32 3.80 3.47 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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Percent of Original Certificate Principal Balance Outs tanding† 
Class M-10 

Prepayment Scenario 
 
 Scenario I Scenario II Scenario III Scenario IV Scenario V 

Distribution Date      

Initial Percentage ......................  100% 100% 100% 100% 100% 

March 25, 2007.........................  100 100 100 100 100 
March 25, 2008.........................  100 100 100 100 100 
March 25, 2009.........................  100 100 100 100 100 

March 25, 2010.........................  75 59 45 31 20 
March 25, 2011.........................  57 42 30 19 0 
March 25, 2012.........................  44 30 20 0 0 
March 25, 2013.........................  33 22 0 0 0 

March 25, 2014.........................  26 8 0 0 0 
March 25, 2015.........................  20 0 0 0 0 
March 25, 2016.........................  5 0 0 0 0 
March 25, 2017.........................  0 0 0 0 0 

March 25, 2018.........................  0 0 0 0 0 
March 25, 2019.........................  0 0 0 0 0 
March 25, 2020.........................  0 0 0 0 0 
March 25, 2021.........................  0 0 0 0 0 

March 25, 2022.........................  0 0 0 0 0 
March 25, 2023.........................  0 0 0 0 0 
March 25, 2024.........................  0 0 0 0 0 
March 25, 2025.........................  0 0 0 0 0 

March 25, 2026.........................  0 0 0 0 0 
March 25, 2027.........................  0 0 0 0 0 
March 25, 2028.........................  0 0 0 0 0 

March 25, 2029.........................  0 0 0 0 0 
March 25, 2030.........................  0 0 0 0 0 
March 25, 2031.........................  0 0 0 0 0 
March 25, 2032.........................  0 0 0 0 0 

March 25, 2033.........................  0 0 0 0 0 
March 25, 2034.........................  0 0 0 0 0 
March 25, 2035.........................  0 0 0 0 0 
March 25, 2036.........................  0 0 0 0 0 

Weighted Average Life (years) 
to Maturity (1) ............................  6.16 5.10 4.42 3.87 3.51 
Weighted Average Life (years) 
to Optional Termination(1)(2)........  6.01 4.96 4.31 3.78 3.45 
  
† Rounded to the nearest whole percentage.   
(1) The weighted average life of any class of the offered certificates is determined by (i) multiplying the assumed net reduction, 

if any, in the principal amount on each distribution date on such class of certificates by the number of years from the date of 
issuance of such class of certificates to the related distribution date; (ii) summing the results; and (iii) dividing the sum by 
the aggregate amount of the assumed net reductions in principal amount on such class of certificates.   

(2) Calculated pursuant to footnote (1) but assumes the master servicer exercises its option to purchase the mortgage loans on 
the Optional Termination Date. 
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ANNEX I 
 

GLOBAL CLEARANCE, SETTLEMENT AND 
TAX DOCUMENTATION PROCEDURES 

 Except in certain limited circumstances, the offered certificates will be offered globally (the 
“global securities{ XE "global securities" }”) and will be available only in book-entry form.  Investors in 
the global securities may hold such global securities through DTC, or upon request through Clearstream 
or Euroclear.  The global securities will be tradable as home market instruments in both the European and 
U.S. domestic markets.  Initial settlement and all secondary trades will settle in same-day funds.   

 Secondary market trading between investors holding global securities through Clearstream and 
Euroclear will be conducted in the ordinary way in accordance with their normal rules and operating 
procedures and in accordance with conventional eurobond practice (i.e., seven calendar day settlement).   

 Secondary market trading between investors holding global securities through DTC will be 
conducted according to the rules and procedures applicable to U.S. corporate debt obligations.   

 Secondary cross-market trading between Clearstream or Euroclear and DTC participants holding 
certificates will be effected on a delivery-against-payment basis through the respective Depositaries of 
Clearstream and Euroclear (in such capacity) and as DTC participants.   

 Non-U.S. holders (as described below) of global securities will be subject to U.S. withholding 
taxes unless such holders meet certain requirements and deliver appropriate U.S. tax documents to the 
securities clearing organizations or their participants.   

Initial Settlement 

 All global securities will be held in book-entry form by DTC in the name of Cede & Co. as 
nominee of DTC.  Investors’ interests in the global securities will be represented through financial 
institutions acting on their behalf as direct and indirect participants in DTC.  As a result, Clearstream and 
Euroclear will hold positions on behalf of their participants through their respective Depositaries, which 
in turn will hold such positions in accounts as DTC participants.   

 Investors electing to hold their global securities through DTC will follow the settlement practices 
applicable to conventional eurobonds, except that there will be no temporary global security and no “lock-
up” or restricted period.  Investor securities custody accounts will be credited with their holdings against 
payment in same-day funds on the settlement date.   

 Investors electing to hold their global securities through Clearstream or Euroclear accounts will 
follow the settlement procedures applicable to conventional eurobonds, except that there will be no 
temporary global security and no “lock-up” or restricted period.  Global securities will be credited to the 
securities custody accounts on the settlement date against payment in same-day funds.   

Secondary Market Trading 

 Since the purchaser determines the place of delivery, it is important to establish at the time of the 
trade where both the purchaser’s and seller’s accounts are located to ensure that settlement can be made 
on the desired value date.   

 Trading between DTC Participants.  Secondary market trading between DTC participants will be 
settled using the procedures applicable to prior mortgage loan asset-backed certificates issues in same-day 
funds.   
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 Trading between Clearstream and/or Euroclear Participants.  Secondary market trading between 
Clearstream participants or Euroclear participants will be settled using the procedures applicable to 
conventional eurobonds in same-day funds.   

 Trading between DTC seller and Clearstream or Euroclear purchaser.  When global securities 
are to be transferred from the account of a DTC participant to the account of a Clearstream participant or 
a Euroclear participant, the purchaser will send instructions to Clearstream or Euroclear through a 
Clearstream participant or Euroclear participant at least one business day prior to settlement.  Clearstream 
or Euroclear will instruct the respective Depositary, as the case may be, to receive the global securities 
against payment.  Payment will include interest accrued on the global securities from and including the 
last coupon payment date to and excluding the settlement date, on the basis of the actual number of days 
in such accrual period and a year assumed to consist of 360 days or a 360-day year consisting of twelve 
30-day months, as applicable.  For transactions settling on the 31st of the month, payment will include 
interest accrued to and excluding the first day of the following month.  Payment will then be made by the 
respective Depositary of the DTC participant’s account against delivery of the global securities.  After 
settlement has been completed, the global securities will be credited to the respective clearing system and 
by the clearing system, in accordance with its usual procedures, to the Clearstream participant’s or 
Euroclear participant’s account.  The securities credit will appear the next day (European time) and the 
cash debt will be back-valued to, and the interest on the global securities will accrue from, the value date 
(which would be the preceding day when settlement occurred in New York).  If settlement is not 
completed on the intended value date (i.e., the trade fails), the Clearstream or Euroclear cash debt will be 
valued instead as of the actual settlement date.   

 Clearstream participants and Euroclear participants will need to make available to the respective 
clearing systems the funds necessary to process same-day funds settlement.  The most direct means of 
doing so is to preposition funds for settlement, either from cash on hand or existing lines of credit, as they 
would for any settlement occurring within Clearstream or Euroclear.  Under this approach, they may take 
on credit exposure to Clearstream or Euroclear until the global securities are credited to their accounts one 
day later.   

 As an alternative, if Clearstream or Euroclear has extended a line of credit to them, Clearstream 
participants or Euroclear participants can elect not to preposition funds and allow that credit line to be 
drawn upon the finance settlement.  Under this procedure, Clearstream participants or Euroclear 
participants purchasing global securities would incur overdraft charges for one day, assuming they cleared 
the overdraft when the global securities were credited to their accounts.  However, interest on the global 
securities would accrue from the value date.  Therefore, in many cases the investment income on the 
global securities earned during that one-day period may substantially reduce or offset the amount of such 
overdraft charges, although this result will depend on each Clearstream participant’s or Euroclear 
participant’s particular cost of funds.   

 Since the settlement is taking place during New York business hours, DTC participants can 
employ their usual procedures for sending global securities to the respective European depositary for the 
benefit of Clearstream participants or Euroclear participants.  The sale proceeds will be available to the 
DTC seller on the settlement date.  Thus, to the DTC participants a cross-market transaction will settle no 
differently than a trade between two DTC participants.   

 Trading between Clearstream or Euroclear Seller and DTC Purchaser.  Due to time zone 
differences in their favor, Clearstream participants and Euroclear participants may employ their 
customary procedures for transactions in which global securities are to be transferred by the respective 
clearing system, through the respective Depositary, to a DTC participant.  The seller will send instructions 
to Clearstream or Euroclear through a Clearstream participant or Euroclear participant at least one 
business day prior to settlement.  In these cases Clearstream or Euroclear will instruct the respective 
Depositary, as appropriate, to deliver the global securities to the DTC participant’s account against 
payment.  Payment will include interest accrued on the global securities from and including the last 
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coupon payment to and excluding the settlement date on the basis of the actual number of days in such 
accrual period and a year assumed to consist of 360 days or a 360-day year consisting of twelve 30-day 
months, as applicable.  For transactions settling on the 31st of the month, payment will include interest 
accrued to and excluding the first day of the following month.  The payment will then be reflected in the 
account of the Clearstream participant or Euroclear participant the following day, and receipt of the cash 
proceeds in the Clearstream participant’s or Euroclear participant’s account would be back-valued to the 
value date (which would be the preceding day, when settlement occurred in New York).  Should the 
Clearstream participant or Euroclear participant have a line of credit with its respective clearing system 
and elect to be in debt in anticipation of receipt of the sale proceeds in its account, the back-valuation will 
extinguish any overdraft incurred over that one-day period.  If settlement is not completed on the intended 
value date (i.e., the trade fails), receipt of the cash proceeds in the Clearstream participant’s or Euroclear 
participant’s account would instead be valued as of the actual settlement date.   

 Finally, day traders that use Clearstream or Euroclear and that purchase global securities from 
DTC participants for delivery to Clearstream participants or Euroclear participants should note that these 
trades would automatically fail on the sale side unless affirmative action were taken.  At least three 
techniques should be readily available to eliminate this potential problem:   

 (a) borrowing through Clearstream or Euroclear for one day (until the purchase side of the 
day trade is reflected in their Clearstream or Euroclear accounts) in accordance with the clearing system’s 
customary procedures;   

 (b)  borrowing the global securities in the U.S. from a DTC participant no later than one day 
prior to settlement, which would give the global securities sufficient time to be reflected in their 
Clearstream or Euroclear account in order to settle the sale side of the trade; or    

 (c)  staggering the value dates for the buy and sell sides of the trade so that the value date for 
the purchase from the DTC participant is at least one day prior to the value date for the sale to the 
Clearstream participant or Euroclear participant.   

Certain U.S. Federal Income Tax Documentation Requirements 

 A beneficial owner of global securities who is an individual or a corporation holding securities on 
its own behalf or through a foreign partnership or trust, in either case through Clearstream or Euroclear 
(or through DTC if the holder has an address outside the U.S.), will be subject to the 30% U.S. 
withholding tax that generally applies to payments to foreign persons of interest (including original issue 
discount) on registered debt issued by U.S. persons, unless (i) each clearing system, bank or other 
financial institution that holds customers’ securities in the ordinary course of its trade or business in the 
chain of intermediaries between such beneficial owner (or the foreign partnership or trust) and the U.S. 
entity required to withhold tax complies with applicable certification requirements and (ii) such beneficial 
owner takes one of the following steps to obtain an exemption or reduced tax rate:   

 Exemption for non-U.S. Persons (Form W-8BEN).  Beneficial owners of global securities that are 
non-U.S. persons can generally obtain an exemption from the withholding tax by filing a signed Form W-
8BEN (Certificate of Foreign Status of Beneficial Owner for United States Tax Withholding).   

 Exemption for non-U.S. Persons with effectively connected income (Form W-8ECI).  A non-U.S. 
person, including a non-U.S. corporation or bank with a U.S. branch, for which the interest income is 
effectively connected with its conduct of a trade or business in the United States, can obtain an exemption 
from the withholding tax by filing Form W-8ECI (Certificate of Foreign Person’s Claim for Exemption 
from Withholding on Income Effectively Connected with the Conduct of a Trade or Business in the 
United States).   
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 Exemption or reduced rate for non-U.S. Persons resident in treaty countries (Form W-8BEN).  
Non-U.S. persons that are certificate owners residing in a country that has a tax treaty with the United 
States can obtain an exemption or reduced tax rate (depending on the treaty terms) by filing Form W-
8BEN (Certificate of Foreign Status of Beneficial Owner for United States Tax Withholding).  Form W-
8BEN may be filed by the certificate owners or their agents.   

 Exemption for U.S. Persons (Form W-9).  U.S. persons can obtain an exemption from the 
withholding tax by filing Form W-9 (Request for Taxpayer Identification Number and Certification).   

 U.S. federal income tax reporting procedure.  The certificate owner of a global security files by 
submitting the appropriate form to the person through whom it holds (the clearing agency, in the case of 
persons holding directly on the books of the clearing agency).  Form W-8BEN and Form W-8ECI are 
effective until the end of the third succeeding calendar year from the date such form is signed unless a 
change in circumstances makes any information on the form incorrect.  If any information shown on the 
form changes, a new form must be filed within 30 days of the change.   

 The term “U.S. person{ XE "U.S. person" }” means (i) a citizen or resident of the United States, 
(ii) a corporation, partnership or other entity treated as a corporation or partnership for United States 
federal income tax purposes organized in, or under the laws of, the United States or any political 
subdivision thereof (except, in the case of a partnership or entity treated as a partnership, to the extent 
provided in Treasury regulations), (iii) an estate the income of which is subject to United States federal 
income tax, regardless of its source, or (iv) a trust if a court within the United States is able to exercise 
primary supervision over the administration of the trust and one or more United States persons have 
authority to control all substantial decisions of the trust.  Notwithstanding the preceding sentence, a trust 
that was in existence on August 20, 1996 (other than a trust treated as wholly owned by the grantor under 
subpart E of part I of subchapter J of the Code), was treated as a United States person on August 19, 1996, 
and elects to continue to be treated as a United States person will also be a U.S. person.   

 This summary does not deal with all aspects of U.S. federal income tax withholding that may be 
relevant to foreign holders of the global securities.  Investors are advised to consult their own tax advisors 
for specific tax advice concerning their holding and disposing of the global securities.   
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ANNEX II 

Period Distribution Date  
Swap Notional 

Amount ($) Strike Rate (%) 
1 April 25, 2006.................................... 0 0.000% 

2 May 25, 2006..................................... 2,799,644,113 5.000% 

3 June 25, 2006..................................... 2,746,206,137 5.000% 

4 July 25, 2006...................................... 2,687,523,311 5.000% 

5 August 25, 2006................................. 2,620,425,809 5.000% 

6 September 25, 2006 ........................... 2,545,604,735 5.000% 

7 October 25, 2006 ............................... 2,464,954,046 5.000% 

8 November 25, 2006 ........................... 2,367,529,527 5.000% 

9 December 25, 2006 ............................ 2,271,093,768 5.000% 

10 January 25, 2007................................ 2,152,101,863 5.000% 

11 February 25, 2007.............................. 2,047,146,904 5.000% 

12 March 25, 2007.................................. 1,952,926,695 5.000% 

13 April 25, 2007.................................... 1,860,500,027 5.000% 

14 May 25, 2007..................................... 1,771,149,945 5.000% 

15 June 25, 2007..................................... 1,684,263,072 5.000% 

16 July 25, 2007...................................... 1,612,207,190 5.000% 

17 August 25, 2007................................. 1,547,738,663 5.000% 

18 September 25, 2007 ........................... 1,489,310,082 5.000% 

19 October 25, 2007 ............................... 1,437,990,812 5.000% 

20 November 25, 2007 ........................... 1,387,001,108 5.000% 

21 December 25, 2007 ............................ 1,342,979,682 5.000% 

22 January 25, 2008................................ 1,243,065,803 5.000% 

23 February 25, 2008.............................. 1,140,922,360 5.000% 

24 March 25, 2008.................................. 1,033,491,199 5.000% 

25 April 25, 2008.................................... 931,541,736 5.000% 

26 May 25, 2008..................................... 845,405,767 5.000% 

27 June 25, 2008..................................... 771,787,523 5.000% 

28 July 25, 2008...................................... 713,895,867 5.000% 

29 August 25, 2008................................. 666,158,193 5.000% 

30 September 25, 2008 ........................... 628,353,749 5.000% 

31 October 25, 2008 ............................... 594,934,187 5.000% 

32 November 25, 2008 ........................... 562,414,407 5.000% 

33 December 25, 2008 ............................ 531,860,737 5.000% 

34 January 25, 2009................................ 531,860,737 5.000% 

35 February 25, 2009.............................. 504,721,089 5.000% 

36 March 25, 2009.................................. 475,042,680 5.000% 

37 April 25, 2009.................................... 446,854,586 5.000% 

38 May 25, 2009..................................... 419,862,677 5.000% 
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Period Distribution Date  
Swap Notional 

Amount ($) Strike Rate (%) 
39 June 25, 2009..................................... 393,079,034 5.000% 

40 July 25, 2009...................................... 369,600,141 5.000% 

41 August 25, 2009................................. 348,016,506 5.000% 

42 September 25, 2009 ........................... 327,903,667 5.000% 

43 October 25, 2009 ............................... 309,518,560 5.000% 

44 November 25, 2009 ........................... 291,309,269 5.000% 

45 December 25, 2009 ............................ 274,470,588 5.000% 

46 January 25, 2010................................ 257,569,384 5.000% 

47 February 25, 2010.............................. 241,776,868 5.000% 

48 March 25, 2010.................................. 224,274,120 5.000% 

49 April 25, 2010.................................... 207,023,223 5.000% 

50 May 25, 2010..................................... 190,185,604 5.000% 

51 June 25, 2010..................................... 173,675,272 5.000% 

52 July 25, 2010...................................... 159,259,707 5.000% 

53 August 25, 2010................................. 146,229,656 5.000% 

54 September 25, 2010 ........................... 134,221,755 5.000% 

55 October 25, 2010 ............................... 122,346,546 5.000% 

56 November 25, 2010 ........................... 111,567,688 5.000% 

57 December 25, 2010 ............................ 102,049,789 5.000% 

58 January 25, 2011................................ 92,984,469 5.000% 

59 February 25, 2011.............................. 85,172,490 5.000% 

60 March 25, 2011.................................. 78,461,974 5.000% 
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Mortgage Pass-Through Certificates 
Mortgage-Backed Notes 

(Issuable in Series) 
 

LONG BEACH SECURITIES CORP. 
Depositor 

 
 
 

 You should consider carefully the risk factors beginning on page 1 of this prospectus 
and in the prospectus supplement. 
 
 The prospectus together with the accompanying prospectus supplement will constitute the full prospectus.   
 

 
The Securities: 
 
 Long Beach Securities Corp., as depositor, will sell the securities, which may be in the form of mortgage 
pass-through certificates or mortgage-backed notes.  Each issue of securities will have its own series designation and 
will evidence either: 
 
 • the ownership of trust fund assets, or 
 
 • debt obligations secured by trust fund assets. 
 
The Trust Fund and Its Assets: 
 
 The assets of a trust fund will primarily include any combination of various types of one-to-four-family 
residential first and junior lien mortgage loans, multifamily first and junior mortgage loans, commercial first and 
junior mortgage loans, mixed-use residential and commercial first and junior mortgage loans, home equity lines of 
credit, cooperative apartment loans, manufactured housing conditional sales contracts and installment loan 
agreements, home improvement installment sales contracts and installment loan agreements or home equity 
revolving lines of credit, including partial balances of those lines of credit or beneficial interests in those lines of 
credit. 
 
Credit Enhancement: 
 
 The assets of the trust fund for a series of securities may also include a financial guaranty insurance policy, 
pool insurance policies, letters of credit, reserve funds or currency or interest rate exchange agreements or any 
combination of credit support.  Credit enhancement may also be provided by means of subordination of one or more 
classes of securities, cross-collateralization or by overcollateralization. 
 
 Neither the Securities and Exchange Commission nor any state securities commission has approved these 
securities or determined that this prospectus is accurate or complete.  Any representation to the contrary is a criminal 
offense. 
 
 Offers of the securities may be made through one or more different methods, including through 
underwriters as described in “Methods of Distribution” in this prospectus and in the related prospectus supplement.  
WaMu Capital Corp., an affiliate of Long Beach Securities Corp. and Long Beach Mortgage Company, may from 
time to time act as agent or underwriter in connection with the sale of the securities.  This prospectus and the 
accompany prospectus supplement may be used by WaMu Capital Corp. in connection with the offer and sale of any 
securities in market-making transactions.  In these transactions, WaMu Capital Corp. may act as principal or agent 
and the sales will be made at prices related to prevailing market prices at the time of sale or otherwise. 
 

The date of this Prospectus is February 10, 2004. 
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Important Notice About Information Presented in this 
Prospectus and the Accompanying Prospectus Supplement 

 
 We provide information to you about the offered securities in two separate documents that progressively 
provide more detail:  
 
 • this prospectus, which provides general information, some of which may not apply to your series 

of securities; and  
 
 • the accompanying prospectus supplement, which describes the specific terms of your series of 

securities. 
 
 You should rely only on the information provided in this prospectus and the accompanying prospectus 
supplement, including the information incorporated by reference. We have not authorized anyone to provide you 
with different information. We are not offering the securities in any state where the offer is not permitted. We do not 
claim the accuracy of the information in this prospectus or the accompanying prospectus supplement as of any date 
other than the dates stated on their respective covers. 
 
 We include cross-references in this prospectus and the accompanying prospectus supplement to captions in 
these materials where you can find further related discussions. The following Table of Contents and the Table of 
Contents included in the accompanying prospectus supplement provide the pages on which these captions are 
located. 
 
 You can find a listing of the pages where capitalized terms used in this prospectus are defined under the 
caption ‘‘Glossary” beginning on page 116. 
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Risk Factors  

 The offered securities are not suitable investments for all investors.  In particular, you should not purchase 
the offered securities unless you understand and are able to bear the prepayment, credit, liquidity and market risks 
associated with the securities. 
 
 You should carefully consider the following factors in connection with the purchase of the securities 
offered hereby as well as any additional risk factors that are set forth in the prospectus supplement related to your 
security: 
 
The Securities Will Have Limited Liquidity So Investors May Be Unable to Sell Their Securities or May Be Forced 
to Sell Them at a Discount From Their Initial Offering Price 
 
 There can be no assurance that a resale market for the securities of any series will develop following the 
issuance and sale of any series of securities.  Even if a resale market does develop, it may not provide 
securityholders with liquidity of investment or continue for the life of the securities of any series.  The prospectus 
supplement for any series of securities may indicate that an underwriter specified in the prospectus supplement 
intends to establish a secondary market in the securities, however no underwriter will be obligated to do so.  As a 
result, any resale prices that may be available for any offered security in any market that may develop may be at a 
discount from the initial offering price.  The securities offered hereby will not be listed on any securities exchange. 
 
Credit Support May Be Limited; The Failure of Credit Support to Cover Losses on the Trust Fund Assets Will Result 
in Losses Allocated to The Related Securities 
 
 Credit support is intended to reduce the effect of delinquent payments or losses on the underlying trust fund 
assets on those classes of securities that have the benefit of the credit support.  With respect to each series of 
securities, credit support will be provided in one or more of the forms referred to in this prospectus and the related 
prospectus supplement.  Regardless of the form of credit support provided, the amount of coverage will usually be 
limited in amount and in most cases will be subject to periodic reduction in accordance with a schedule or formula.  
Furthermore, credit support may provide only very limited coverage as to particular types of losses or risks, and may 
provide no coverage as to other types of losses or risks.  If losses on the trust fund assets exceed the amount of 
coverage provided by any credit support or the losses are of a type not covered by any credit support, these losses 
will be borne by the holders of the related securities or specific classes of the related securities.  See “Description of 
Credit Support.” 
 
The Types of Mortgage Loans Included in the Trust Fund Related to Your Securities May Be Especially Prone To 
Defaults Which May Expose Your Securities To Greater Losses 
 
 The securities will be directly or indirectly backed by mortgage loans, manufactured housing conditional 
sales contracts and installment loan agreements.  The types of mortgage loans included in the trust fund may have a 
greater likelihood of delinquency and foreclosure, and a greater likelihood of loss in the event of delinquency and 
foreclosure.  You should be aware that if the mortgaged properties fail to provide adequate security for the mortgage 
loans included in a trust fund, any resulting losses, to the extent not covered by credit support, will be allocated to 
the related securities in the manner described in the related prospectus supplement and consequently would 
adversely affect the yield to maturity on those securities.  The depositor cannot assure you that the values of the 
mortgaged properties have remained or will remain at the appraised values on the dates of origination of the related 
mortgage loans.  The prospectus supplement for each series of securities will describe the mortgage loans which are 
to be included in the trust fund related to your security and risks associated with those mortgage loans which you 
should carefully consider in connection with the purchase of your security. 
 
Nonperfection of Security Interests in Manufactured Homes May Result in Losses on the related Manufactured 
Housing Contracts and the Securities Backed by the Manufactured Housing Contracts 
 
 Any conditional sales contracts and installment loan agreements with respect to manufactured homes 
included in a trust fund will be secured by a security interest in a manufactured home.  Perfection of security 
interests in manufactured homes and enforcement of rights to realize upon the value of the manufactured homes as 
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collateral for the manufactured housing contracts are subject to a number of federal and state laws, including the 
Uniform Commercial Code as adopted in each state and each state’s certificate of title statutes.  The steps necessary 
to perfect the security interest in a manufactured home will vary from state to state.  If the master servicer fails, due 
to clerical errors or otherwise, to take the appropriate steps to perfect the security interest, the trustee may not have a 
first priority security interest in the manufactured home securing a manufactured housing contract.  Additionally, 
courts in many states have held that manufactured homes may become subject to real estate title and recording laws.  
As a result, a security interest in a manufactured home could be rendered subordinate to the interests of other parties 
claiming an interest in the home under applicable state real estate law.  The failure to properly perfect a valid, first 
priority security interest in a manufactured home securing a manufactured housing contract could lead to losses that, 
to the extent not covered by credit support, may adversely affect the yield to maturity of the related securities. 
 
Foreclosure of Mortgage Loans May Result In Limitations or Delays In Recovery and Losses Allocated to the 
Related Securities 
 
 Even assuming that the mortgaged properties provide adequate security for the mortgage loans, substantial 
delays can be encountered in connection with the liquidation of defaulted mortgage loans and corresponding delays 
in the receipt of related proceeds by the securityholders could occur.  An action to foreclose on a mortgaged 
property securing a mortgage loan is regulated by state statutes, rules and judicial decisions and is subject to many 
of the delays and expenses of other lawsuits if defenses or counterclaims are interposed, sometimes requiring several 
years to complete.  In several states an action to obtain a deficiency judgment is not permitted following a 
nonjudicial sale of a mortgaged property.  In the event of a default by a mortgagor, these restrictions may impede the 
ability of the master servicer to foreclose on or sell the mortgaged property or to obtain liquidation proceeds 
sufficient to repay all amounts due on the related mortgage loan.  The master servicer will be entitled to deduct from 
liquidation proceeds all expenses incurred in attempting to recover amounts due on the related liquidated mortgage 
loan and not yet repaid, including payments to prior lienholders, accrued servicing fees, ancillary fees, legal fees and 
costs of legal action, real estate taxes, maintenance and preservation expenses, monthly advances and servicing 
advances.  If any mortgaged properties fail to provide adequate security for the mortgage loans in the trust fund 
related to your security and insufficient funds are available from any applicable credit support, you could experience 
a loss on your investment. 
 
 Liquidation expenses with respect to defaulted mortgage loans do not vary directly with the outstanding 
principal balance of the loan at the time of default.  Therefore, assuming that a servicer takes the same steps in 
realizing upon a defaulted mortgage loan having a small remaining principal balance as it would in the case of a 
defaulted mortgage loan having a larger principal balance, the amount realized after expenses of liquidation would 
be less as a percentage of the outstanding principal balance of the smaller principal balance mortgage loan than 
would be the case with a larger principal balance loan. 
 
Mortgaged Properties Are Subject to Environmental Risks and the Cost of Environmental Clean-Up May Increase 
Losses on the Related Mortgage Loans 
 
 Under various federal, state and local environmental laws, ordinances and regulations, a current or previous 
owner of real property may be liable for the costs of removal or remediation of hazardous or toxic substances on, 
under or in the property.  These laws often impose liability whether or not the owner or operator knew of, or was 
responsible for, the presence of the hazardous or toxic substances.  A lender also risks liability on foreclosure of the 
mortgage on the property.  In addition, the presence of hazardous or toxic substances, or the failure to properly 
remediate the property, may adversely affect the owner’s or operator’s ability to sell the property.  Although the 
incidence of environmental contamination of residential properties is less common than that for commercial 
properties, mortgage loans contained in a trust fund may be secured by mortgaged properties in violation of 
environmental laws, ordinances or regulations.  The master servicer is generally prohibited from foreclosing on a 
mortgaged property unless it has taken adequate steps to ensure environmental compliance with respect to the 
mortgaged property.  However, to the extent the master servicer errs and forecloses on mortgaged property that is 
subject to environmental law violations, and to the extent a mortgage loan seller does not provide adequate 
representations and warranties against environmental law violations, or is unable to honor its obligations, including 
the obligation to repurchase a mortgage loan upon the breach of a representation or warranty, a trust fund could 
experience losses which, to the extent not covered by credit support, could adversely affect the yield to maturity on 
the related securities. 
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The Ratings of Your Securities May Be Lowered Or Withdrawn Which May Adversely Affect the Liquidity or Market 
Value of Your Security 
 
 It is a condition to the issuance of the securities that each series of securities be rated in one of the four 
highest rating categories by a nationally recognized statistical rating agency.  A security rating is not a 
recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at any time.  No person 
is obligated to maintain the rating on any security, and accordingly, there can be no assurance to you that the ratings 
assigned to any security on the date on which the security is originally issued will not be lowered or withdrawn by a 
rating agency at any time thereafter.  The rating(s) of any series of securities by any applicable rating agency may be 
lowered following the initial issuance of the securities as a result of the downgrading of the obligations of any 
applicable credit support provider, or as a result of losses on the related mortgage loans in excess of the levels 
contemplated by the rating agency at the time of its initial rating analysis.  Neither the depositor, the master servicer 
nor any of their respective affiliates will have any obligation to replace or supplement any credit support, or to take 
any other action to maintain any rating(s) of any series of securities.  If any rating is revised or withdrawn, the 
liquidity or the market value of your security may be adversely affected. 
 
Failure of the Mortgage Loan Seller to Repurchase or Replace a Mortgage Loan May Result in Losses Allocated to 
the Related Securities 
 
 Each mortgage loan seller will have made representations and warranties in respect of the mortgage loans 
sold by the mortgage loan seller and evidenced by a series of securities.  In the event of a breach of a mortgage loan 
seller’s representation or warranty that materially adversely affects the interests of the securityholders in a mortgage 
loan, the related mortgage loan seller will be obligated to cure the breach or repurchase or, if permitted, replace the 
mortgage loan as described under “The Depositor’s Mortgage Loan Purchase Program—Representations by or on 
Behalf of Mortgage Loan Sellers; Remedies for Breach of Representation.”  However, there can be no assurance that 
a mortgage loan seller will honor its obligation to cure, repurchase or, if permitted, replace any mortgage loan as to 
which a breach of a representation or warranty arises.  A mortgage loan seller’s failure or refusal to honor its 
repurchase obligation could lead to losses that, to the extent not covered by credit support, may adversely affect the 
yield to maturity of the related securities. 
 
 In instances where a mortgage loan seller is unable, or disputes its obligation, to repurchase affected 
mortgage loans, the master servicer may negotiate and enter into one or more settlement agreements with the 
mortgage loan seller that could provide for the purchase of only a portion of the affected mortgage loans.  Any 
settlement could lead to losses on the mortgage loans which would be borne by the related securities.  Neither the 
depositor nor the master servicer will be obligated to purchase a mortgage loan if a mortgage loan seller defaults on 
its obligation to do so, and no assurance can be given that the mortgage loan sellers will carry out their repurchase 
obligations.  A default by a mortgage loan seller is not a default by the depositor or by the master servicer.  Any 
mortgage loan not so repurchased or substituted for shall remain in the related trust fund and any related losses shall 
be allocated to the related credit support, to the extent available, and otherwise to one or more classes of the related 
series of securities. 
 
 All of the representations and warranties of a mortgage loan seller in respect of a mortgage loan will have 
been made as of the date on which the mortgage loan was purchased from the mortgage loan seller by or on behalf 
of the depositor which will be a date prior to the date of initial issuance of the related series of securities.  A 
substantial period of time may have elapsed between the date as of which the representations and warranties were 
made and the later date of initial issuance of the related series of securities.  Accordingly, the mortgage loan seller’s 
repurchase obligation, or, if specified in the related prospectus supplement, limited replacement option, will not arise 
if, during the period after the date of sale by the mortgage loan seller, an event occurs that would have given rise to a 
repurchase obligation had the event occurred prior to sale of the affected mortgage loan.  The occurrence of events 
during this period that are not covered by a mortgage loan seller’s repurchase obligation could lead to losses that, to 
the extent not covered by credit support, may adversely affect the yield to maturity of the related securities. 
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The Yield to Maturity on Your Securities Will Depend on a Variety of Factors Including Prepayments 
 
 The timing of principal payments on the securities of a series will be affected by a number of factors, 
including the following: 
 
 • the extent of prepayments on the underlying assets in the trust fund or;  
 

• how payments of principal are allocated among the classes of securities of that series as specified 
in the related prospectus supplement; 

 
 • if any party has an option to terminate the related trust fund early, the effect of the exercise of the 

option; 
 
 • the rate and timing of defaults and losses on the assets in the related trust fund; 
 
 • repurchases of assets in the related trust fund as a result of material breaches of representations 

and warranties made by the depositor, master servicer or mortgage loan seller; and; 
 
 • with respect to a trust fund containing home equity revolving credit loans, additional draws on 

under the related credit line agreements. 
 
 Prepayments on mortgage loans are influenced by a number of factors, including prevailing mortgage 
market interest rates, local and regional economic conditions and homeowner mobility.  The rate of prepayment of 
the mortgage loans included in or underlying the assets in each trust fund may affect the yield to maturity of the 
securities.  In general, if you purchase a class of offered securities at a price higher than its outstanding principal 
balance and principal dis tributions on your class occur faster than you anticipate at the time of purchase, the yield 
will be lower than you anticipate.  Conversely, if you purchase a class of offered securities at a price lower than its 
outstanding principal balance and principal distributions on that class occur more slowly than you anticipate at the 
time of purchase, the yield will be lower than you anticipate. 
 
 To the extent amounts in any pre-funding account have not been used to purchase additional mortgage 
loans, holders of the related securities may receive an additional prepayment. 
 
 The yield to maturity on the types of classes of securities, including securities that are entitled to principal 
distributions only or interest distributions only, securities as to which accrued interest or a portion thereof will not be 
distributed but rather added to the principal balance of the security, and securities with an interest rate which 
fluctuates inversely with an index, may be relatively more sensitive to the rate of prepayment on the related 
mortgage loans than other classes of securities and, if applicable, to the occurrence of an early retirement of the 
securities.  The prospectus supplement for a series will set forth the related classes of securities that may be more 
sensitive to prepayment rates. 
 
 See “Yield and Maturity Considerations” in this prospectus. 
 
The Exercise of an Optional Termination Right Will Affect the Yield to Maturity on the Related Securities 
 
 The prospectus supplement for each series of securities will set forth the party or parties that may, at its 
option, purchase the assets of the related trust fund if the aggregate principal balance of the mortgage loans and 
other trust fund assets in the trust fund for that series is less than the percentage specified in the related prospectus 
supplement of the aggregate principal balance of the outstanding mortgage loans and other trust fund assets at the 
cut-off date for that series.  The percentage will be between 25% and 0%.  The exercise of the termination right will 
effect the early retirement of the securities of that series.  The prospectus supplement for each series of securities 
will set forth the price to be paid by the terminating party and the amounts that the holders of the securities will be 
entitled to receive upon early retirement. 
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 In addition to the repurchase of the assets in the related trust fund as described in the paragraph above, the 
related prospectus supplement may permit that, a holder of a non-offered class of securities will have the right, 
solely at its discretion, to terminate the related trust fund on any distribution date after the 12th distribution date 
following the date of initial issuance of the related series of securities and until the date as the option to terminate as 
described in the paragraph above becomes exercisable and thereby effect early retirement of the securities of the 
series.  Any call of this type will be of the entire trust fund at one time; multiple calls with respect to any series of 
securities will not be permitted.  In this case, the call class must remit to the trustee for distribution to the holders of 
the related securities offered hereby a price equal to 100% of the principal balance of their securities offered hereby 
as of the day of the purchase plus accrued interest thereon at the applicable interest rate during the related period on 
which interest accrues on their securities.  If funds equal to the call price are not deposited with the related trustee, 
the securities will remain outstanding.  There will not be any additional remedies available to securityholders.  In 
addition, in the case of a trust fund for which a REMIC election or elections have been made, the termination will 
constitute a “qualified liquidation” under Section 860F of the Internal Revenue Code.  In connection with a call by 
the call class, the final payment to the securityholders will be made upon surrender of the related securities to the 
trustee.  Once the securities have been surrendered and paid in full, there will not be any continuing liability from 
the securityholders or from the trust fund to securityholders. 
 
 A trust fund may also be terminated and the certificates retired upon the master servicer’s determination, if 
applicable and based upon an opinion of counsel, that the REMIC status of the trust fund has been lost or that a 
substantial risk exists that the REMIC status will be lost for the then current taxable year. 
 
 The termination of a trust fund and the early retirement of securities by any party would decrease the 
average life of the securities and may adversely affect the yield to holders of some or all classes of the related 
securities. 
 
Violations of Consumer Protection Laws May Result in Losses on the Mortgage Loans and the Securities Backed By 
Those Mortgage Loans 
 
 Federal and state laws, public policy and general principles of equity relating to the protection of 
consumers, unfair and deceptive practices and debt collection practices: 
 
 • regulate interest rates and other charges on mortgage loans; 
 
 • require specific disclosures to borrowers; 
 
 • require licensing of originators; and 
 
 • regulate generally the origination, servicing and collection process for the mortgage loans. 
 
 Depending on the specific facts and circumstances involved, violations may limit the ability of a trust fund 
to collect all or a part of the principal of or interest on the mortgage loans, may entitle the borrower to a refund of 
amounts previously paid and could result in liability for damages and administrative enforcement against the 
originator or an assignee of the originator, like a trust fund, or the initial servicer or a subsequent servicer, as the 
case may be.  In particular, it is possible that mortgage loans included in a trust fund will be subject to the Home 
Ownership and Equity Protection Act of 1994 (“HOEPA”).  HOEPA adds additional provisions to Regulation Z, the 
implementing regulation of the Federal Truth-In-Lending Act.  These provisions impose additional disclosure and 
other requirements on creditors with respect to non-purchase money mortgage loans with interest rates or origination 
costs in excess of prescribed levels.  The provisions of HOEPA apply on a mandatory basis to all mortgage loans 
originated on or after October 1, 1995.  These provisions can impose specific statutory liabilities upon creditors who 
fail to comply with their provisions and may affect the enforceability of the related loans.  In addition, any assignee 
of the creditor, like a trust fund, would generally be subject to all claims and defenses that the consumer could assert 
against the creditor, including the right to rescind the mortgage loan.  Recently, class action lawsuits under HOEPA 
have been brought naming as a defendant securitization trusts like the trust funds described in this prospectus with 
respect to the mortgage loans. 
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 The mortgage loan seller will represent that all applicable federal and state laws were complied with in 
connection with the origination of the mortgage loans.  If there is a material and adverse breach of a representation, 
the depositor will be obligated to repurchase any affected mortgage loan or to substitute a new mortgage loan into 
the related trust fund.  If the mortgage loan seller fails to repurchase or substitute, a trust fund could experience 
losses which, to the ext ent not covered by credit support, could adversely affect the yield to maturity on the related 
securities.  See “Legal Aspects of Mortgage Assets.” 
 
Modification of a Mortgage Loan by the Master Servicer May Reduce the Yield on the Related Securities 
 

In instances in which a mortgage asset is in default, or if default is reasonably foreseeable, the master 
servicer, if it determines that modification of the mortgage asset could reasonably be expected to result in collections 
and other recoveries with respect to such mortgage asset in excess of the liquidation proceeds that would be 
recovered upon foreclosure of, or other realization upon, such mortgage asset, the master servicer may permit 
modifications of the mortgage asset rather than proceeding with foreclosure.  Modification may have the effect of 
reducing the interest rate on the mortgage asset, forgiving the payment of principal or interest or extending the final 
maturity date of the mortgage asset.  Any modified mortgage asset retained in the related trust fund may result in 
reduced collections from that mortgage asset and, to the extent not covered by the related credit support, reduced 
distributions on one or more classes of the related securities.  Any mortgage asset modified to extend the final 
maturity of the mortgage asset may result in extending the final maturity of one or more classes of the related 
securities.  See “Collection and Other Servicing Procedures Employed by the Master Servicer.” 
 
 Several capitalized terms are used in this prospectus to assist you in understanding the terms of the 
securities.  All of the capitalized terms used in this prospectus are defined in the glossary beginning on page 116 in 
this prospectus. 
 

Description of the Trust Funds  

 The trust fund for each series will be held by the trustee for the benefit of the related securityholders.  Each 
trust fund will consist of: 
 
 • a segregated pool of various types of first and junior lien mortgage loans, cooperative apartment 

loans, manufactured housing conditional sales contracts and installment loan agreements, home 
improvement  installment sales contracts and installment loan agreements or home equity 
revolving lines of credit, including partial balances of those lines of credit or beneficial interests in 
those lines of credit as are subject to the related agreement governing the trust fund; 

 
 • amounts on deposit in the distribution account, pre-funding account, if applicable, or any other 

account maintained for the benefit of the securityholders; 
 
 • property acquired on behalf of securityholders by foreclosure, deed in lieu of foreclosure or 

repossession and any revenues received on the property;  
 
 • the rights of the depositor under any hazard insurance policies, FHA insurance policies, VA 

guarantees and primary mortgage insurance policies to be included in the trust fund, each as 
described under “Description of Primary Insurance Policies”; 

 
 • the rights of the depositor under the agreement or agreements under which it acquired the 

mortgage loans to be included in the trust fund; 
 
 • the rights of the trustee in any cash advance reserve fund or surety bond to be included in the trust 

fund, each as described under “—Advances by Master Servicer in Respect of Delinquencies on the 
Trust Fund Assets”; and 
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 • any letter of credit, mortgage pool insurance policy, special hazard insurance policy, bankruptcy 
bond, financial guarantee insurance policy, reserve fund, currency or interest rate exchange 
agreement or guarantee, each as described under “Description of Credit Support.” 

 
 To the extent specified in the related prospectus supplement, a portion of the interest received on a 
mortgage loan may not be included in the trust for that series.  Instead, the retained interest will be retained by or 
payable to the originator, servicer or seller (or a designee of one of the foregoing) of the loan, free and clear of the 
interest of securityholders under the related agreement. 
 
Description of the Mortgage Assets to be Included in a Trust Fund 

 Each mortgage asset will be originated by a person other than the depositor.  Each mortgage asset will be 
selected by the depositor for inclusion in a trust fund from among those purchased by the depositor, either directly or 
through its affiliates, from Long Beach Mortgage Company, the parent of the depositor, and its affiliates or from 
banks, savings and loan associations, mortgage bankers, mortgage brokers, investment banking firms, the Federal 
Deposit Insurance Corporation and other mortgage loan originators or sellers not affiliated with the depositor.  Each 
seller of mortgage assets will be referred to in this prospectus and the related prospectus supplement as a mortgage 
loan seller.  The mortgage assets acquired by the depositor will have been originated in accordance with the 
underlying criteria described in this prospectus under “The Depositor’s Mortgage Loan Purchase Program—
Underwriting Standards” and in the prospectus supplement.  All mortgage assets to be included in a trust fund as of 
the closing date will have been purchased by the depositor on or before the date of initial issuance of the related 
securities. 
 
 The mortgage assets included in a trust fund will be evidenced by a promissory note or contract, referred to 
in this prospectus as a mortgage note, and may be secured by any of the following: 
 
 • first or junior liens on one-to-four-family residential properties including detached and attached 

dwellings, townhouses, rowhouses, individual condominium units, individual units in planned-unit 
developments and individual units in de minimis planned-unit developments.  Loans secured by 
this type of property are referred to in this prospectus as single-family loans and may be 
conventional loans, FHA-insured loans or VA -guaranteed loans as specified in the related 
prospectus supplement; 

 
 • first or junior liens secured by shares in a private cooperative housing corporation that give the 

owner of the shares the right to occupy a particular dwelling unit in the cooperative; 
 
 • rental apartments or projects, including apartment buildings owned by cooperative housing 

corporations, containing five or more dwelling units.  The multifamily properties may include 
high-rise, mid-rise or garden apartments.  Loans secured by this type of property may be 
conventional loans or FHA-insured loans as specified in the related prospectus supplement; 

 
 • commercial properties including office buildings, retail buildings and a variety of other 

commercial properties as may be described in the related prospectus supplement; 
 
 • properties consisting of mixed residential and commercial structures; 
 
 • leasehold interests in residential properties, the title of which is held by third party lessors; 
 
 • manufactured homes that, in the case of mortgage loans, are permanently affixed to their site or, in 

the case of manufactured home conditional sales contracts and installment loan agreements, may 
be relocated; or 

 
 • real property acquired upon foreclosure or comparable conversion of the mortgage loans included 

in a trust fund. 
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 No more than 10% of the assets of a trust fund, by original principal balance of the pool, will be secured by 
commercial properties, by multifamily properties containing five or more dwelling units, by properties consisting of 
mixed residential and commercial structures or by any combination of these property types.  Mortgage loans made 
with respect to multifamily or commercial property may entail risks of delinquency and foreclosure, and risks of loss 
in the event of a delinquency and foreclosure, that are greater than similar risks associated with single-family 
property.  The ability of a mortgagor to repay a loan secured by an income-producing property typically is 
dependent primarily upon the successful operation of such property rather than any independent income or assets of 
the mortgagor.  Thus, the value of an income -producing property is directly related to the net operating income 
derived from such property.  In contrast, the ability of a mortgagor to repay a single-family loan typically is 
dependent primarily upon the mortgagor’s household income, rather than the capacity of the related property to 
produce income.  Thus, other than in geographical areas where employment is dependent upon a particular employer 
or an industry, the mortgagor’s income tends not to reflect directly the value of a single-family property.  A decline 
in the net operating income of an income -producing property will likely affect both the performance of the related 
loan as well as the liquidation value of such property, whereas a decline in the income of a mortgagor on a single-
family property will likely affect the performance of the related loan but may not affect the liquidation value of such 
property. 
 
 The performance of a mortgage loan secured by an income-producing property leased by the mortgagor to 
tenants, as well as the liquidation value of such property, may be dependent upon the business operated by such 
tenants in connection with such property, the creditworthiness of such tenants or both.  The risks associated with 
such loans may be offset by the number of tenants or, if applicable, a diversity of types of business operated by such 
tenants.  Commercial mortgage loans included in a trust fund may be secured by liens on owner-occupied mortgaged 
properties or on mortgaged properties leased to a single tenant.  Accordingly, a decline in the financial condition of 
the borrower or single tenant, as applicable, may have a disproportionately greater effect on the net operating 
income from such mortgaged properties than would be the case with respect to mortgaged properties with multiple 
tenants.  Furthermore, the value of any commercial or multifamily mortgaged property may be adversely affected by 
risks generally incident to interests in real property, including: 
 
 • changes in general or local economic conditions and/or specific industry segments; 
 
 • declines in real estate values; 
 
 • declines in rental or occupancy rates; 
 
 • increases in interest rates, real estate tax rates and other operating expenses; 
 
 • changes in governmental rules, regulations and fiscal policies, including environmental 

legislation; 
 
 • acts of God; and 
 
 • other factors beyond the control of the master servicer. 
 
 Commercial and multifamily mortgage loans that are included in any trust fund may be nonrecourse loans 
or loans for which recourse may be restricted or unenforceable, as to which, in the event of mortgagor default, 
recourse may be had only against the specific multifamily or commercial property and such other assets, if any, as 
have been pledged to secure the mortgage loan.  With respect to those mortgage loans that provide for recourse 
against the mortgagor and its assets generally, there can be no assurance that such recourse will ensure a recovery in 
respect of a defaulted mortgage loan greater than the liquidation value of the related mortgaged property. 
 
 The term of any leasehold interest that secures a mortgage loan will exceed the term of the related 
mortgage note by at least five years. 
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 The manufactured homes securing the mortgage loans or manufactured housing contracts will consist of 
manufactured homes within the meaning of 42 United States Code, Section 5402(6), which defines a manufactured 
home as “a structure, transportable in one or more sections, which in the traveling mode, is eight body feet or more 
in width or forty body feet or more in length, or, when erected on site, is three hundred twenty or more square feet, 
and which is built on a permanent chassis and designed to be used as a dwelling with or without a permanent 
foundation when connected to the required utilities, and includes the plumbing, heating, air conditioning, and 
electrical systems contained therein; except that such term shall include any structure which meets all the 
requirements of this paragraph except the size requirements and with respect to which the manufacturer voluntarily 
files a certification required by the Secretary of Housing and Urban Development and complies with the standards 
established under this chapter.” 
 
 The home improvement contracts will be secured primarily by mortgages on single family properties that 
are generally subordinate to other mortgages on the same mortgaged property or by purchase money security 
interests in the home improvements financed thereby. 
 
 The mortgaged properties may be located in any one of the fifty states, the District of Columbia, Guam, 
Puerto Rico or any other territory of the United States.  The mortgaged properties may include vacation, second and 
non-owner occupied homes. 
 
 The mortgage assets to be included in a trust fund will be any one of the following types of mortgage 
assets: 
 
 • Fully amortizing mortgage assets with a fixed rate of interest and level monthly payments to 

maturity; 
 
 • Fully amortizing mortgage assets with an interest rate that adjusts periodically, with corresponding 

adjustments in the amount of monthly payments, to equal the sum, which may be rounded, of a 
fixed percentage amount and an index;  

 
 • ARM Loans that provide for an election, at the borrower’s option, to convert the adjustable 

interest rate to a fixed interest rate, which will be described in the related prospectus supplement; 
 
 • ARM Loans that provide for negative amortization or accelerated amortization resulting from 

delays in or limitations on the payment adjustments necessary to amortize fully the outstanding 
principal balance of the loan at its then applicable interest rate over its remaining term;  

 
 • Fully amortizing mortgage assets with a fixed interest rate and level monthly payments, or 

payments of interest only, during the early years of the term, followed by periodically increasing 
monthly payments of principal and interest for the duration of the term or for a specified number 
of years, which will be described in the related prospectus supplement; 

 
 • Fixed interest rate mortgage assets providing for level payment of principal and interest on the 

basis of an assumed amortization schedule and a balloon payment at the end of a specified term;  
 
 • Mortgage assets that provide for a line of credit under which amounts may be advanced to the 

borrower from time to time including home equity revolving credit loans; 
 
 • Fixed interest rate mortgage assets that provide that the interest may increase upon default, which 

increased rate may be subject to adjustment and may or may not convert back to the original fixed 
interest rate upon cure of the default; 

 
 • Fixed interest rate mortgage assets that provide for reductions in the interest rate, and 

corresponding monthly payment due thereon during the first 36 months of the term thereof; and 
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 • Another type of mortgage loan described in the related prospectus supplement. 
 
 Each single-family loan having a loan-to-value ratio at origination in excess of 80% may be required to be 
covered by a primary mortgage guaranty insurance policy insuring against default on the mortgage loan as to at least 
the principal amount thereof exceeding 75% of the value of the mortgaged property at origination of the mortgage 
loan.  This type of insurance will remain in force at least until the mortgage loan amortizes to a level that would 
produce a loan-to-value ratio lower than 80%.  See “Description of Primary Insurance Policies—Primary Mortgage 
Insurance Policies.” 
 
 A mortgaged property may have been subject to secondary financing at origination of the mortgage loan, 
but, unless otherwise specified in the related prospectus supplement, the total amount of primary and secondary 
financing at the time of origination of the mortgage loan did not, to the mortgage loan seller’s knowledge, produce a 
combined loan-to-value ratio in excess of 150%.  The trust fund may contain mortgage loans secured by junior liens, 
and the related senior lien may not be included in the trust fund.  The primary risk to holders of mortgage loans 
secured by junior liens is the possibility that adequate funds will not be received in connection with a foreclosure of 
the related senior liens to satisfy fully both the senior liens and the junior mortgage loan.  In addition, some or all of 
the single family loans secured by junior liens may be High LTV Loans.  See “Legal Aspects of Mortgage Assets —
Foreclosure on Mortgages.” 
 
 The loan-to-value ratio of a mortgage loan at any given time is the ratio, expressed as a percentage, of the 
then outstanding principal balance of the mortgage loan, or, in the case of a home equity line of credit loan, the 
maximum principal amount which may be advanced over the term of the loan, plus, in the case of a mortgage loan 
secured by a junior lien, the outstanding principal balance of the related senior liens, to the value of the related 
mortgaged property.  The value of a single-family property or cooperative unit, is the lesser of (a) the appraised 
value determined in an appraisal obtained by the originator at origination of the loan and (b) if the mortgaged 
property is being purchased in conjunction with the origination of the mortgage loan the sales price for the property.  
For purposes of calculating the loan-to-value ratio of a manufactured housing contract relating to a new 
manufactured home, the value is no greater than the sum of a fixed percentage of the list price of the unit actually 
billed by the manufacturer to the dealer, exclusive of freight to the dealer site, including accessories identified in the 
invoice, plus the actual cost of any accessories purchased from the dealer, a delivery and set-up allowance, 
depending on the size of the unit, and the cost of state and local taxes, filing fees and up to three years prepaid 
hazard insurance premiums.  With respect to a used manufactured home, the value is generally the least of the sale 
price, the appraised value, and the National Automobile Dealer’s Association book value plus prepaid taxes and 
hazard insurance premiums.  The appraised value of a manufactured home is based upon the age and condition of 
the manufactured housing unit and the quality and condition of the mobile home park in which it is situated, if 
applicable.  Manufactured homes are less likely than other types of housing to experience appreciation in value and 
are more likely to experience depreciation in value. 
 
 The underwriting standards of the mortgage loan originator or mortgage loan seller may require an internal 
review of the appraisal (a “review appraisal”) used to determine the loan-to-value of a mortgage loan which may be 
performed by underwriters rather than a licensed appraiser.  Where the review appraisal results in a valuation of the 
mortgaged property that is less than a specified percentage of the original appraisal, the loan-to-value ratio of the 
related mortgage loan will be based on the review apprais al.  The prospectus supplement of each series will describe 
the percentage variance used by the related mortgage loan originator or mortgage loan seller in determining whether 
the review appraisal will apply. 
 
 A mortgage loan secured by a condominium unit  will not be included in a mortgage pool unless, at the time 
of sale of the mortgage loan by the mortgage loan seller, representations and warranties as to the condominium 
project are made by the mortgage loan seller or an affiliate of the mortgage loan seller or by another person 
acceptable to the depositor having knowledge regarding the subject matter of those representations and warranties.  
The mortgage loan seller, or another party on its behalf, will have made the following representations and 
warranties: 
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 • If a condominium project is subject to developer control or to incomplete phasing or add-ons, at 
least 50% of the units have been sold to bona fide purchasers to be occupied as primary residences 
or vacation or second homes. 

 
 • If a condominium project has been controlled by the unit owners, other than the developer, and is 

not subject to incomplete phasing or add-ons, at least 50% of the units been are occupied as 
primary residences or vacation or second homes. 

 
 See “The Depositor’s Mortgage Loan Purchase Program—Representations by or on behalf of Mortgage 
Loan Sellers; Remedies for Breach of Representation” in this prospectus for a description of other representations 
made by or on behalf of mortgage loan sellers at the time mortgage loans are sold. 
 
 The trust fund may include mortgage loans subject to temporary buydown plans which provide that the 
monthly payments made by the borrower in the early years of the mortgage loan will be less than the scheduled 
monthly payments on the mortgage loan, the resulting difference to be made up from (a) an amount contributed by 
the borrower, the seller of the mortgaged property, or another source and placed in a custodial account and (b) unless 
otherwise specified in the prospectus supplement, investment earnings on the buydown funds.  The borrower under a 
buydown mortgage loan is usually qualified at the lower monthly payment taking into account the funds on deposit 
in the custodial account.  Accordingly, the repayment of a buydown mortgage loan is dependent on the ability of the 
borrower to make larger level monthly payments after the funds in the custodial account have been depleted.  See 
“The Depositor’s Mortgage Loan Purchase Program—Underwriting Standards” for a discussion of loss and 
delinquency considerations relating to buydown mortgage loans. 
 
 The trust fund may include mortgage loans with respect to which a portion of the loan proceeds are held 
back from the mortgagor until required repairs or improvements on the mortgaged property are completed, in 
accordance with the mortgage loan seller’s underwriting standards. 
 
 The trust fund may include mortgage loans that are delinquent as of the date the related series of securities 
is issued.  In that case, the related prospectus supplement will set forth, as to each mortgage loan, available 
information as to the period of delinquency and any other information relevant for a prospective purchaser to make 
an investment decision.  No mortgage loan in a trust fund will be 90 or more days delinquent and no trust fund will 
include a concentration of mortgage loans which are more than 30 and less than 90 days delinquent of greater than 
20%. 
 
 If so specified in the related prospectus supplement, a mortgage loan may contain a prohibition on 
prepayment or a Lockout Period or require payment of a prepayment charge.  A multifamily, commercial or mixed-
use loan may also contain a provision that entitles the lender to a share of profits realized from the operation or 
disposition of the related mortgaged property.  If the holders of any class or classes of offered securities of a series 
will be entitled to all or a portion of this type of equity participation, the related prospectus supplement will describe 
the equity participation and the method or methods by which distributions in respect thereof will be made to such 
holders. 
 
 Home Equity Revolving Credit Loans 
 
 GENERAL.  The home equity revolving credit loans will be originated under credit line agreements subject 
to a maximum amount or credit limit.  In most instances, interest on each home equity revolving credit loan will be 
calculated based on the average daily balance outstanding during the billing cycle.  The billing cycle in most cases 
will be the calendar month preceding a due date.  Each home equity revolving credit loan will have a loan rate that is 
subject to adjustment on the day specified in the related mortgage note, which may be daily or monthly, equal to the 
sum of the index on the day specified in the accompanying prospectus supplement, and the gross margin specified in 
the related mortgage note, which may vary under circumstances if stated in the accompanying prospectus 
supplement, subject to the maximum rate specified in the mortgage note and the maximum rate permitted by 
applicable law.  If specified in the prospectus supplement, some home equity revolving credit loans may be teaser 
loans with an introductory rate that is lower than the rate that would be in effect if the applicable index and gross 
margin were used to determine the loan rate.  As a result of the introductory rate, interest collections on the loans 
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may initially be lower than expected.  Commencing on their first adjustment date, the loan rates on the teaser loans 
will be based on the applicable index and gross margin. 
 
 The borrower for each home equity revolving credit loan may draw money, in most cases with either 
checks or credit cards, subject to applicable law, on such home equity revolving credit loan at any time during the 
period in which a draw may be made under the related credit line agreement, which period we refer to in this 
prospectus as the draw period.  Unless specified in the accompanying prospectus supplement, the draw period will 
not be more than 15 years.  Unless specified in the accompanying prospectus supplement, for each home equity 
revolving credit loan, if the draw period is less than the full term of the home equity revolving credit loan, the 
related borrower will not be permitted to make any draw during the repayment period.  Prior to the repayment 
period, or prior to the date of maturity for loans without repayment periods, the borrower for each home equity 
revolving credit loan will be obligated to make monthly payments on the home equity revolving credit loan in a 
minimum amount as specified in the related mortgage note, which usually will be the finance charge for each billing 
cycle as described in the second following paragraph.  In addition, if a home equity revolving credit loan has a 
repayment period, during this period, the borrower is required to make monthly payments consisting of principal 
installments that would substantially amortize the principal balance by the maturity date, and to pay any current 
finance charges and additional charges. 
 
 The borrower for each home equity revolving credit loan will be obligated to pay off the remaining account 
balance on the related maturity date, which may be a substantial principal amount.  The maximum amount of any 
draw for any home equity revolving credit loan is equal to the excess, if any, of the credit limit over the principal 
balance outstanding under the mortgage note at the time of the draw.  Draws will be funded by the master servicer or 
servicer or other entity specified in the accompanying prospectus supplement. 
 
 Unless specified in the accompanying prospectus supplement, for each home equity revolving credit loan: 
 
 • the finance charge for any billing cycle, in most cases, will be an amount equal to the aggregate of, 

as calculated for each day in the billing cycle, the then-applicable loan rate divided by 365 
multiplied by that day’s principal balance, 

 
 • the account balance on any day in most cases will be the aggregate of the unpaid principal of the 

home equity revolving credit loan outstanding at the beginning of the day, plus all related draws 
funded on that day and outstanding at the beginning of that day, plus the sum of any unpaid 
finance charges and any unpaid fees, insurance premiums and other charges, collectively known as 
additional charges, that are due on the home equity revolving credit loan minus the aggregate of 
all payments and credits that are applied to the repayment of any draws on that day, and 

 
 • the principal balance on any day usually will be the related account balance minus the sum of any 

unpaid finance charges and additional charges  that are due on the home equity revolving credit 
loan. 

 
 Payments made by or on behalf of the borrower for each home equity revolving credit loan, in most cases, 
will be applied, first, to any unpaid finance charges that are due on the home equity revolving credit loan, second, to 
any unpaid additional charges that are due thereon, and third, to any related draws outstanding. 
 
 The mortgaged property securing each home equity revolving credit loan will be subject to the lien created 
by the related loan in the amount of the outstanding principal balance of each related draw or portion thereof, if any, 
that is not included in the related pool, whether made on or prior to the related cut-off date or thereafter.  The lien 
will be the same rank as the lien created by the mortgage relating to the home equity revolving credit loan, and 
monthly payments, collections and other recoveries under the credit line agreement related to the home equity 
revolving credit loan will be allocated as described in the related prospectus supplement among the home equity 
revolving credit loan and the outstanding principal balance of each draw or portion of draw excluded from the pool.  
The depositor, an affiliate of the depositor or an unaffiliated seller may have an interest in any draw or portion 
thereof excluded from the pool.  If any entity with an interest in a draw or portion thereof excluded from the pool or 
any other excluded balance were to become a debtor under the Bankruptcy Code and regardless of whether the 
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transfer of the related home equity revolving credit loan constitutes an absolute assignment, a bankruptcy trustee or 
creditor of such entity or such entity as a debtor-in-possession could assert that such entity retains rights in the 
related home equity revolving credit loan and therefore compel the sale of such home equity revolving credit loan 
over the objection of the trust fund and the securityholders.  If that occurs, delays and reductions in payments to the 
trust fund and the securityholders could result. 
 
 In most cases, each home equity revolving credit loan may be prepaid in full or in part at any time and 
without penalty, and the related borrower will have the right during the related draw period to make a draw in the 
amount of any prepayment made for the home equity revolving credit loan. 
 
 The mortgage note or mortgage related to each home equity revolving credit loan will usually contain a 
customary “due-on-sale” clause. 
 
 As to each home equity revolving credit loan, the borrower’s rights to receive draws during the draw period 
may be suspended, or the credit limit may be reduced, for cause under a limited number of circumstances, including, 
but not limited to: 
 
 • a materially adverse change in the borrower’s financial circumstances; 
 
 • a decline in the value of the mortgaged property significantly below its appraised value at 

origination; or 
 
 • a payment default by the borrower. 
 
 However, as to each home equity revolving credit loan, a suspension or reduction usually will not affect the 
payment terms for previously drawn balances.  The master servicer or the servicer, as applicable, will have no 
obligation to investigate as to whether any of those circumstances have occurred or may have no knowledge of their 
occurrence.  Therefore, there can be no assurance that any borrower’s ability to receive draws will be suspended or 
reduced if the foregoing circumstances occur.  In the event of default under a home equity revolving credit loan, at 
the discretion of the master servicer or servicer, the home equity revolving credit loan may be terminated and 
declared immediately due and payable in full.  For this purpose, a default includes but is not limited to: 
 
 • the borrower’s failure to make any payment as required; 
 
 • any action or inaction by the borrower that materially and adversely affects the mortgaged 

property or the rights in the mortgaged property; or 
 
 • any fraud or material misrepresentation by a borrower in connection with the loan. 
 
 The master servicer or servicer will have the option to allow an increase in the credit limit applicable to any 
home equity revolving credit loan in certain limited circumstances.  In most cases, the master servicer or servicer 
will have an unlimited ability to allow increases provided that the specified conditions are met including: 
 
 • a new appraisal or other indication of value is obtained; and 
 
 • the new combined LTV ratio is less than or equal to the original combined LTV ratio. 
 
 If a new appraisal is not obtained and the other conditions in the preceding sentence are met, the master 
servicer or servicer will have the option to allow a credit limit increase for any home equity revolving credit loan 
subject to the limitations described in the related agreement. 
 
 The proceeds of the home equity revolving credit loans may be used by the borrower to improve the related 
mortgaged properties, may be retained by the related borrowers or may be used for purposes unrelated to the 
mortgaged properties. 
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 ALLOCATION OF HOME EQUITY REVOLVING CREDIT LOAN BALANCES.  For any series of 
securities backed by home equity revolving credit loans, the related trust fund may include either (i) the entire 
principal balance of each home equity revolving credit loan outstanding at any time, including balances attributable 
to draws made after the related cut-off date, or (ii) a specified portion of the total principal balance of each home 
equity revolving credit loan outstanding at any time, which will consist of all or a portion of the principal balance 
thereof as of the cut-off date minus the portion of all payments and losses thereafter that are allocated to such 
balance, and may not include some portion of the principal balance attributable to draws made after the cut-off date.  
In this prospectus, we refer to the principal balance or portion of the principal balance of each home equity 
revolving credit loan outstanding at any time and included in the trust fund as the trust balance. 
 
 The accompanying prospectus supplement will describe the specific provisions by which payments and 
losses on any home equity revolving credit loan will be allocated as between the trust balance and any portion of the 
principal balance of a home equity revolving credit loan, if any, not included in the trust balance at any time, which 
may include balances attributable to draws after the cut-off date and may include a portion of the principal balance 
outstanding as of the cut-off date.  In this prospectus, we refer to the portion of the principal balance of each home 
equity revolving credit loan outstanding at any time and not included in the trust fund as the excluded balance.  
Typically, the provisions (i) may provide that principal payments made by the borrower will be allocated as between 
the trust balance and any excluded balance either on a pro rata basis, or first to the trust balance until reduced to 
zero, then to the excluded balance, or according to other priorities specified in the accompanying prospectus 
supplement, and (ii) may provide that interest payments, as well as liquidation proceeds or similar proceeds 
following a default and any realized losses, will be allocated between the trust balance and any excluded balance on 
a pro rata basis or according to other priorities specified in the accompanying prospectus supplement. 
 
 Even if a trust fund initially includes the entire principal balance of the home equity revolving credit loans, 
the related agreement may provide that after a specified date or on the occurrence of specified events, the trust fund 
may not include balances attributable to additional draws made thereafter.  The accompanying prospectus 
supplement will describe these provisions as well as the related allocation provisions that would be applicable. 
 
 MORTGAGE LOAN INFORMATION IN PROSPECTUS SUPPLEMENT.  Each prospectus supplement 
will contain specific information with respect to the mortgage assets contained in the related trust fund, as of the cut-
off date specified in the prospectus supplement, which will usually be close of business on the first day of the month 
of formation of the related trust fund, to the extent specifically known to the depositor as of the date of the 
prospectus supplement, including, in summary form, the following: 
 
 • the aggregate outstanding principal balance, the largest, smallest and average outstanding principal 

balance of the mortgage assets, 
 
 • the type of property securing the mortgage assets and the percentage of mortgage assets in the 

related mortgage pool which are secured by that type of property, 
 
 • the range of original terms to maturity of the mortgage assets, 
 
 • the earliest origination date and latest maturity date, 
 
 • the aggregate principal balance of mortgage loans having loan-to-value ratios at origination 

exceeding 80%, or, with respect to mortgage loans secured by a junior lien, the aggregate principal 
balance of mortgage loans having combined loan-to-value ratios exceeding 80%, 

 
 • the interest rates or range of interest rates borne by the mortgage loans, 
 
 • the geographical distribution of the mortgaged properties on a state-by-state basis, 
 
 • the number and aggregate principal balance of buydown mortgage loans, if any, 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 210 of 317



 

15 

 
 • a description of the retained interest, if any, 
 
 • with respect to ARM Loans, the index, the adjustment dates, the highest, lowest and weighted 

average gross margin, and the maximum interest rate variation at the time of any adjustment and 
over the life of the ARM Loan, 

 
 • the range of debt service coverage ratios for mortgage loans secured by multifamily properties or 

commercial properties, and 
 
 • whether the mortgage loans provide for payments of interest only for any period and the frequency 

and amount by which, and the term during which, monthly payments adjust. 
 
 If specific information respecting the trust fund assets is not known to the depositor at the time securities 
are initially offered, more general information of the nature described in the bullet points above will be provided in 
the prospectus supplement, and specific information as to the trust fund assets to be included in the trust fund on the 
date of issuance of the securities will be set forth in a report which will be available to purchasers of the related 
securities at or before the initial issuance of the securities and will be filed, together with the related pooling and 
servicing agreement, with respect to each series of certificates, or the related servicing agreement, trust agreement 
and indenture, with respect to each series of notes, as part of a report on Form 8-K with the Securities and Exchange 
Commission within fifteen days after the initial issuance.  The composition and characteristics of a mortgage pool 
containing revolving credit loans may change from time to time as a result of any draws made after the related cut-
off date under the related credit line agreements.  If mortgage assets are added to or deleted from the trust fund after 
the date of the related prospectus supplement other than as a result of any draws under credit line agreements 
relating to revolving credit loans, the addition or deletion will be noted on the report on Form 8-K.  In no event, 
however, will more than 5%, by principal balance at the cut-off date, of the mortgage assets deviate from the 
characteristics of the mortgage assets set forth in the related prospectus supplement other than as a result of any 
draws under credit line agreements relating to revolving credit loans.  In addition, a report on Form 8-K will be filed 
within 15 days after the end of any pre-funding period containing information respecting the trust fund assets 
transferred to a trust fund after the date of issuance of the related securities as described in the following paragraph. 
 

Description of the Pre-Funding Account for the Purchase of Additional Mortgage Loans  

 The agreement governing the trust fund may provide for the transfer by the mortgage loan seller of 
additional mortgage assets to the related trust fund after the date of initial issuance of the securities.  In that case, the 
trust fund will include a pre-funding account, into which all or a portion of the proceeds of the sale of one or mo re 
classes of securities of the related series will be deposited to be released as additional mortgage assets are 
transferred.  Additional mortgage assets will be required to conform to the requirements set forth in the related 
agreement or other agreement providing for the transfer, and will be underwritten to the same standards as the 
mortgage assets initially included in the trust fund.  A pre-funding account will be required to be maintained as an 
eligible account under the related agreement and the amo unt held in the pre-funding account shall at no time exceed 
50% of the aggregate outstanding principal balance of the securities.  The related agreement providing for the 
transfer of additional mortgage assets will provide that all transfers must be made within 3 months, if a REMIC 
election has been made with respect to the trust, or within 6 months after the date on which the related securities 
were issued, and that amounts set aside to fund the transfers, whether in a pre-funding account or otherwise, and not 
so applied within the required period of time will be deemed to be principal prepayments and applied in the manner 
set forth in the related prospectus supplement. 
 
 The depositor will be required to provide data regarding the additional mortgage assets to the rating 
agencies and the security insurer, if any, sufficiently in advance of the scheduled transfer to permit review by the 
rating agencies and the security insurer.  Transfer of the additional mortgage assets will be further conditioned upon 
confirmation by the rating agencies that the addition of mortgage assets to the trust fund will not result in the 
downgrading of the securities or, in the case of a series guaranteed or supported by a security insurer, will not 
adversely affect the capital requirements of the security insurer.  Finally, a legal opinion to the effect that the 
conditions to the transfer of the additional mortgage assets have been satisfied will be required. 
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The Depositor 

 Long Beach Securities Corp., the depositor, is a Delaware corporation incorporated on July 13, 2000 as a 
wholly-owned subsidiary of Long Beach Mortgage Company.  The depositor was organized for the purpose of 
serving as a private secondary mortgage market conduit.  The depositor maintains its principal office at 1100 Town 
& Country Road, Orange, California 92868.  Its telephone number is (714) 541-5378. 
 
 The depositor does not have, nor is it expected in the future to have, any significant assets.  The prospectus 
supplement for each series of securities will dis close if the depositor is a party to any legal proceedings that could 
have a material impact on the related trust fund and the interests of the potential investors. 
 

Use of Proceeds  

 The net proceeds to be received from the sale of the securities will be applied by the depositor to the 
purchase of trust fund assets or will be used by the depositor for general corporate purposes.  The depositor expects 
that it will make additional sales of securities similar to the securities from time to time, but the timing and amount 
of offerings of securities will depend on a number of factors, including the volume of mortgage assets acquired by 
the depositor, prevailing interest rates, availability of funds and general market conditions. 
 

Yield And Maturity Considerations 

 The yield on any offered security will depend on the following: 
 
 • the price paid by the securityholder, 
 
 • the rate at which interest accrued on the security, 
 
 • the receipt and timing of receipt of distributions on the security, 
 
 • the weighted average life of the mortgage assets in the related trust fund, 
 
 • liquidations of mortgage assets following mortgagor defaults, 
 
 • purchases of mortgage assets in the event of optional termination of the trust fund or breaches of 

representations made in respect of such mortgage assets by the depositor, the master servicer and 
others, and 

 
 • in the case of securities evidencing interests in ARM Loans, by changes in the interest rates or the 

conversions of ARM Loans to a fixed interest rate. 
 
 SECURITY INTEREST RATE.  Securities of any class within a series may have fixed, variable or 
adjustable security interest rates, which may or may not be based upon the interest rates borne by the mortgage 
assets in the related trust fund.  The prospectus supplement with respect to any series of securities will specify the 
security interest rate for each class of securities or, in the case of a variable or adjustable security interest rate, the 
method of determining the security interest rate.  Holders of Stripped Interest Securities or a class of securities 
having a security interest rate that varies based on the weighted average interest rate of the underlying mortgage 
assets will be affected by disproportionate prepayments and repurchases of mortgage assets having higher interest 
rates than the average interest rate. 
 
 TIMING OF PAYMENT OF INTEREST AND PRINCIPAL.  The effective yield to securityholders 
entitled to payments of interest will be slightly lower than the yield otherwise produced by the applicable security 
interest rate because, while interest on the mortgage assets may accrue from the first day of each month, the 
distributions of such interest will not be made until the distribution date which may be as late as the 28th day of the 
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month following the month in which interest accrues on the mortgage assets.  On each distribution date, a payment 
of interest on the securities, or addition to the principal balance of a class of Accrual Securities, will include interest 
accrued during the interest accrual period described in the related prospectus supplement for that remittance date.  If 
the interest accrual period ends on a date other than a remittance date for the related series, the yield realized by the 
holders of the securities may be lower than the yield that would result if the interest accrual period ended on the 
remittance date.  In addition, if so specified in the related prospectus supplement, interest accrued for an interest 
accrual period for one or more classes of securities may be calculated on the assumption that distributions of 
principal, and additions to the principal balance of Accrual Securities, and allocations of losses on the mortgage 
assets may be made on the first day of the interest accrual period for a remittance date and not on the remittance 
date.  This method would produce a lower effective yield than if interest were calculated on the basis of the actual 
principal amount outstanding during an interest accrual period. 
 
 When a principal prepayment in full is made on a mortgage loan, the borrower is charged interest only for 
the period from the due date of the preceding monthly payment up to the date of the prepayment, instead of for a full 
month.  When a partial prepayment is made on a mortgage loan other than a home equity revolving credit loan, the 
mortgagor is not charged interest on the amount of the prepayment for the month in which the prepayment is made.  
Accordingly, the effect of principal prepayments in full during any month will be to reduce the aggregate amount of 
interest collected that is available for distribution to securityholders.  The mortgage loans in a trust fund may contain 
provisions limiting prepayments or requiring the payment of a prepayment charge upon prepayment in full or in 
part.  If so specified in the related prospectus supplement, a prepayment charge collected may be applied to offset 
the above-described shortfalls in interest collections on the related distribution date.  Otherwise, prepayment charges 
collected may be available for distribution only to a specific class of securities or may not be a part of the related 
trust at all, and, therefore not available for distribution to any class of securities.  Full and partial principal 
prepayments collected during the prepayment period set forth in a prospectus supplement will be available for 
distribution to securityholders on the related distribution date.  Neither the trustee nor the depositor will be obligated 
to fund shortfalls in interest collections resulting from prepayments.  The prospectus supplement for a series of 
securities may specify that the master servicer will be obligated to pay from its own funds, without reimbursement, 
those interest shortfalls attributable to full and partial prepayments by mortgagors but only up to an amount equal to 
its servicing fee for the related Due Period.  See “Description of the Securities.” 
 
 In addition, if so specified in the related prospectus supplement, a holder of a non-offered class of securities 
will have the right, solely at its discretion, to terminate the related trust fund on any distribution date after the 12th 
distribution date following the date of initial issuance of the related series of securities and until the date as the 
Clean-up Call becomes exercisable and thereby effect early retirement of the securities of the series.  Any call of this 
type will be of the entire trust fund at one time; multiple calls with respect to any series of securities will not be 
permitted.  Early termination would result in the concurrent retirement of all outstanding securities of the related 
series and would decrease the average lives of the terminated securities, perhaps significantly.  The earlier after the 
date of the initial issuance of the securities that the termination occurs, the greater would be the effect. 
 
 The outstanding principal balances of home equity revolving credit loans are, in most cases, much smaller 
than traditional first lien mortgage loan balances, and the original terms to maturity of those loans are often shorter 
than those of traditional first lien mortgage loans.  As a result, changes in interest rates will not affect the monthly 
payments on those loans or contracts to the same degree that changes in mortgage interest rates will affect the 
monthly payments on traditional first lien mortgage loans.  Consequently, the effect of changes in prevailing interest 
rates on the prepayment rates on shorter-term, smaller balance loans and contracts may not be similar to the effects 
of those changes on traditional first lien mortgage loan prepayment rates, or those effects may be similar to the 
effects of those changes on mortgage loan prepayment rates, but to a smaller degree. 
 
 For some loans, including home equity revolving credit loans and ARM loans, the loan rate at origination 
may be below the rate that would result if the index and margin relating thereto were applied at origination.  Under 
the applicable underwriting standards, the borrower under each of the loans, other than a home equity revolving 
credit loan, usually will be qualified on the basis of the loan rate in effect at origination, and borrowers under home 
equity revolving credit loans are usually qualified based on an assumed payment which reflects a rate significantly 
lower than the maximum rate.  The repayment of any such loan may thus be dependent on the ability of the 
borrower to make larger monthly payments following the adjustment of the loan rate.  In addition, depending upon 
the use of the revolving credit line and the payment patterns, during the repayment period, a borrower may be 
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obligated to make payments that are higher than the borrower originally qualified for.  Some of the home equity 
revolving credit loans are not expected to significantly amortize prior to maturity.  As a result, a borrower will, in 
these cases, be required to pay a substantial principal amount at the maturity of a home equity revolving credit loan. 
 
 The prospectus supplement for each series of securities may set forth additional information regarding yield 
considerations. 
 
 PRINCIPAL PREPAYMENTS.  The yield to maturity on the securities will be affected by the rate of 
principal payments on the mortgage assets, including principal prepayments, curtailments, defaults and liquidations.  
The rate at which principal prepayments occur on the mortgage assets will be affected by a variety of factors, 
including, without limitation, the following: 
 
 • the terms of the mortgage assets, 
 
 • the level of prevailing interest rates, 
 
 • the availability of mortgage credit, 
 
 • in the case of multifamily loans and commercial loans, the quality of  management of the 

mortgaged properties, and 
 
 • economic, demographic, geographic, tax, legal and other factors. 
 
 In general, however, if prevailing interest rates fall significantly below the interest rates on the mortgage 
assets included in a particular trust fund, those mortgage assets are likely to be the subject of higher principal 
prepayments than if prevailing rates remain at the rates borne by those mortgage assets.  Conversely, if prevailing 
interest rates rise significantly above the interest rates on the mortgage assets included in a particular trust fund, 
those mortgage assets are likely to be the subject of lower principal prepayments than if prevailing rates remain at 
the rates borne by those mortgage assets.  The rate of principal payments on some or all of the classes of securities 
of a series will correspond to the rate of principal payments on the mortgage assets included in the related trust fund 
and is likely to be affected by the existence of prepayment premium provis ions of the mortgage assets in a mortgage 
pool, and by the extent to which the servicer of any such mortgage asset is able to enforce such provisions.  There 
can be no certainty as to the rate of prepayments on the mortgage assets during any period or over the life of the 
related securities. 
 
 If the purchaser of a security offered at a discount calculates its anticipated yield to maturity based on an 
assumed rate of distributions of principal that is faster than that actually experienced on the mortgage assets, the 
actual yield to maturity will be lower than that so calculated.  Conversely, if the purchaser of a security offered at a 
premium calculates its anticipated yield to maturity based on an assumed rate of distributions of principal that is 
slower than that actually experienced on the mortgage assets, the actual yield to maturity will be lower than that so 
calculated.  In either case, the effect on yield of prepayments on one or more classes of securities of a series may be 
mitigated or exacerbated by the priority of distributions of principal to those classes as provided in the related 
prospectus supplement. 
 
 The timing of changes in the rate of principal payments on the mortgage assets may significantly affect an 
investor’s actual yield to maturity, even if the average rate of distributions of principal is consistent with an 
investor’s expectation.  In general, the earlier a principal payment is received on the mortgage assets and distributed 
in respect of a security, the greater the effect on such investor’s yield to maturity.  The effect on an investor’s yield 
of principal payments occurring at a rate higher or lower than the rate anticipated by the investor during a given 
period may not be offset by a subsequent like decrease or increase in the rate of principal payments. 
 
 DEFAULTS.  The rate of defaults on the mortgage assets will also affect the rate and timing of principal 
payments on the mortgage assets and thus the yield on the securities.  In general, defaults on single family loans are 
expected to occur with greater frequency in their early years.  However, mortgage assets that require balloon 
payments, including multifamily loans, risk default at maturity, or that the maturity of the balloon loan may be 
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extended in connection with a workout.  The rate of default on mortgage loans which are refinance or limited 
documentation mortgage loans, mortgage assets with high loan-to-value ratios, and ARM Loans may be higher than 
for other types of mortgage assets.  Furthermore, the rate and timing of defaults and liquidations on the mortgage 
assets will be affected by the general economic condition of the region of the country in which the related mortgaged 
properties are located.  The risk of delinquencies and loss is greater and prepayments are less likely in regions where 
a weak or deteriorating economy exists, as may be evidenced by, among other factors, increasing unemployment or 
falling property values. 
 
Maturity and Weighted Average Life 

 PREPAYMENTS.  The rates at which principal payments are received on the mortgage assets included in a 
trust fund and the rate at which payments are made from any credit support for the related series of securities may 
affect the ultimate maturity and the weighted average life of each class of the series.  Weighted average life refers to 
the average amount of time that will elapse from the date of issue of a security until each dollar of principal of that 
security will be repaid to the investor.  The weighted average life of a class of securities of a series will be 
influenced by, among other factors, the rate at which principal on the related mortgage assets is paid to that class, 
which may be in the form of scheduled amortization or prepayments.  For this purpose, the term prepayment 
includes prepayments, in whole or in part, and liquidations due to default.  Prepayments on the mortgage assets in a 
trust fund will generally accelerate the rate at which principal is paid on some or all of the classes of the securities of 
the related series. 
 
 If so provided in the prospectus supplement for a series of securities, one or more classes of securities may 
have a final scheduled remittance date, which is the date on or prior to which the principal balance thereof is 
scheduled to be reduced to zero, calculated on the basis of the assumptions applicable to such series set forth therein. 
 
 In addition, the weighted average life of the securities may be affected by the varying maturities of the 
related mortgage assets.  If any mortgage assets in a trust fund have actual terms to maturity of less than those 
assumed in calculating the final scheduled remittance dates for the classes of securities of the related series, one or 
more classes of the securities may be fully paid prior to their respective final scheduled remittance dates, even in the 
absence of prepayments.  Accordingly, the prepayment experience of the mortgage pool will, to some extent, be a 
function of the mix of interest rates and maturities of the mortgage assets in that mortgage pool.  See “Description of 
the Trust Funds.” 
 
 Prepayments on loans are also commonly measured relative to a prepayment standard or model, such as the 
Constant Prepayment Rate prepayment model or the Standard Prepayment Assumption prepayment model, each as 
described below.  CPR represents a constant assumed rate of prepayment each month relative to the then outstanding 
principal balance of a pool of loans for the life of those loans.  SPA represents an assumed rate of prepayment each 
month relative to the then outstanding principal balance of a pool of loans.  A prepayment assumption of 100% of 
SPA assumes prepayment rates of 0.2% per annum of the then outstanding principal balance of the loans in the first 
month of the life of the loans and an additional 0.2% per annum in each month thereafter until the thirtieth month.  
Beginning in the thirtieth month and in each month thereafter during the life of the loans, 100% of SPA assumes a 
constant prepayment rate of 6% per annum each month. 
 
 Neither CPR nor SPA nor any other prepayment model or assumption purports to be an historical 
description of prepayment experience or a prediction of the anticipated rate of prepayment of any pool of loans.  
Moreover, CPR and SPA were developed based upon historical prepayment experience for single family loans.  
Thus, it is likely that prepayment of any mortgage assets will not conform to any particular level of CPR or SPA. 
 
 The prospectus supplement with respect to each series of securities may contain tables, if applicable, setting 
forth the projected weighted average life of one or more classes of offered securities of the series and the percentage 
of the initial principal balance of each class that would be outstanding on specified remittance dates based on the 
assumptions stated in that prospectus supplement, including assumptions that prepayments on the related mortgage 
assets are made at rates corresponding to various percentages of CPR, SPA or at other rates specified in the 
prospectus supplement.  Tables and assumptions are intended to illustrate the sensitivity of the weighted average life 
of the securities to various prepayment rates and are not intended to predict or to provide information that will 
enable investors to predict the actual weighted average life of the securities.  It is unlikely that prepayment of any 
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mortgage assets for any series will conform to any particular level of CPR, SPA or any other rate specified in the 
related prospectus supplement. 
 
 There can be no assurance as to the rate of prepayment of the mortgage loans underlying or comprising the 
trust fund assets in any trust fund.  The depositor is not aware of any publicly available statistics relating to the 
principal prepayment experience of diverse portfolios of mortgage loans over an extended period of time.  All 
statistics known to the depositor that have been compiled with respect to prepayment experience on mortgage loans 
indicates that while some mortgage loans may remain outstanding until their stated maturities, a substantial number 
will be paid prior to their respective stated maturities.  The depositor is not aware of any historical prepayment 
experience with respect to mortgage loans secured by properties located in Puerto Rico or Guam and, accordingly, 
prepayments on loans secured by properties in Puerto Rico or Guam may not occur at the same rate or be affected by 
the same factors as other mortgage loans. 
 
 TYPE OF MORTGAGE ASSET.  The type of mortgage assets included in a trust fund may affect the 
weighted average life of the related securities.  A number of mortgage assets may have balloon payments due at 
maturity, and because the ability of a mortgagor to make a balloon payment typically will depend upon its ability 
either to refinance the loan or to sell the related mortgaged property, there is a risk that mortgage assets having 
balloon payments may default at maturity, or that the servicer may extend the maturity of the mortgage asset in 
connection with a workout.  In addition, a number of mortgage assets may be junior mortgage loans.  The rate of 
default on junior mortgage loans may be greater than that of mortgage loans secured by first liens on comparable 
properties.  In the case of defaults, recovery of proceeds may be delayed by, among other things, bankruptcy of the 
mortgagor or adverse conditions in the market where the property is located.  In order to minimize losses on 
defaulted mortgage assets, the servicer may, to the extent and under the circumstances set forth in this prospectus 
and in the related servicing agreement, be permitted to modify mortgage assets that are in default or as to which a 
payment default appears imminent.  Any defaulted balloon payment or modification that extends the maturity of a 
mortgage asset will tend to extend the weighted average life of the securities, thereby lengthening the period of time 
elapsed from the date of issuance of a security until it is retired. 
 
 Although the interest rates on ARM Loans will be subject to periodic adjustments, adjustments generally 
will, unless otherwise specified in the related prospectus supplement, (1) not increase or decrease the interest rate by 
more than a fixed percentage amount on each adjustment date, (2) not increase the interest rate over a fixed 
percentage amount during the life of any ARM Loan and (3) be based on an index, which may not rise and fall 
consistently with the mortgage interest rate, plus the related fixed percentage set forth in the related mortgage note, 
which may be different from margins being used at the time for newly originated adjustable rate mortgage loans.  As 
a result, the interest rates on the ARM Loans in a mortgage pool at any time may not equal the prevailing rates for 
similar, newly originated adjustable rate mortgage loans.  In certain rate environments, the prevailing rates on fixed 
rate mortgage loans may be sufficiently low in relation to the then-current mortgage rates on ARM Loans with the 
result that the rate of prepayments may increase as a result of refinancings.  There can be no certainty as to the rate 
of prepayments on the mortgage assets during any period or over the life of any series of securities. 
 
 The interest rates on ARM Loans subject to negative amortization generally adjust monthly and their 
amortization schedules adjust less frequently.  During a period of rising interest rates, as well as immediately after 
origination when initial interest rates are generally lower than the sum of the indices applicable at origination and 
the related margins, the amount of interest accruing on the principal balance of these types of mortgage assets may 
exceed the amount of the minimum scheduled monthly payment thereon.  As a result, a portion of the accrued 
interest on negatively amortizing mortgage assets may become deferred interest which will be added to the principal 
balance thereof and will bear interest at the applicable interest rate.  The addition of any deferred interest to the 
principal balance of any related class or classes of securities of a series will lengthen the weighted average life 
thereof and may adversely affect yield to holders thereof, depending upon the price at which the securities were 
purchased.  In addition, with respect to certain ARM Loans subject to negative amortization, during a period of 
declining interest rates, it might be expected that each minimum scheduled monthly payment on the ARM Loan 
would exceed the amount of scheduled principal and accrued interest on the principal balance thereof, and since 
such excess will be applied to reduce the principal balance of the related class or classes of securities, the weighted 
average life of the securities will be reduced which may adversely affect yield to holders thereof, depending upon 
the price at which such securities were purchased. 
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 There can be no assurance as to the rate of principal payments or draws on the home equity revolving credit 
loans.  In most cases, the home equity revolving credit loans may be prepaid in full or in part without penalty.  The 
prospectus supplement will specify whether loans may not be prepaid in full or in part without penalty.  The rate of 
principal payments and the rate of draws, if applicable, may fluctuate substantially from time to time.  Such loans 
may experience a higher rate of prepayment than typical first lien mortgage loans.  Due to the unpredictable nature 
of both principal payments and draws, the rates of principal payments net of draws for those loans may be much 
more volatile than for typical first lien mortgage loans. 
 
 For any series of securities backed by home equity revolving credit loans, provisions governing whether 
future draws on the home equity revolving credit loans will be included in the trust fund will have a significant 
effect on the rate and timing of principal payments on the securities.  The rate at which additional balances are 
generated may be affected by a variety of factors.  The yield to maturity of the securities of any series, or the rate 
and timing of principal payments on the loans may also be affected by the risks associated with other loans. 
 
 As a result of the payment terms of the home equity revolving credit loans or of the mortgage provisions 
relating to future draws, there may be no principal payments on those securities in any given month.  In addition, it 
is possible that the aggregate draws on home equity revolving credit loans included in a trust fund may exceed the 
aggregate payments of principal on those home equity revolving credit loans for the related period.  If specified in 
the accompanying prospectus supplement, a series of securities may provide for a period during which all or a 
portion of the principal collections on the home equity revolving credit loans are reinvested in additional balances or 
are accumulated in a trust account pending commencement of an amortization period relating to the securities. 
 
 FORECLOSURES AND PAYMENT PLANS.  The number of foreclosures and the principal amount of the 
mortgage assets that are foreclosed in relation to the number of mortgage assets that are repaid in accordance with 
their terms will affect the weighted average life of those mortgage assets and that of the related series of securities.  
Servicing decisions made with respect to the mortgage assets, including the use of payment plans prior to a demand 
for acceleration and the restructuring of mortgage assets in bankruptcy proceedings, may also have an effect upon 
the payment patterns of particular mortgage assets and thus the weighted average life of the securities. 
 
 DUE-ON-SALE CLAUSES.  Acceleration of mortgage payments as a result of certain transfers of or the 
creation of encumbrances upon underlying mo rtgaged property is another factor affecting prepayment rates that may 
not be reflected in the prepayment standards or models used in the relevant prospectus supplement.  In most cases 
the mortgage assets will include “due-on-sale” clauses that permit the lender in certain instances to accelerate the 
maturity of the loan if the borrower sells, transfers or conveys the property.  The master servicer, on behalf of the 
trust fund, will employ its usual practices in determining whether to exercise any right that the trustee may have as 
mortgagee to accelerate payment of the mortgage asset.  An ARM Loan may be assumable under some conditions if 
the proposed transferee of the related mortgaged property establishes its ability to repay the mortgage asset and, in 
the reasonable judgment of the servicer or the related sub-servicer, the security for the ARM Loan would not be 
impaired by the assumption.  The extent to which ARM Loans are assumed by purchasers of the mortgaged 
properties rather than prepaid by the related mortgagors in connection with the sales of the mortgaged properties will 
affect the weighted average life of the related series of securities.  See “Legal Aspects of Mortgage Assets —
Enforceability of Provisions.” 
 

The Depositor’s Mortgage Loan Purchase Program 

 The mortgage loans to be included in a trust fund will be purchased by the depositor, either directly or 
indirectly, from the mortgage loan sellers. 
 
Underwriting Standards  

 All mortgage loans to be included in a trust fund will have been subject to underwriting standards 
acceptable to the depositor and applied as described in the following paragraph.  Each mortgage loan seller, or 
another party on its behalf, will represent and warrant that mortgage loans purchased by or on behalf of the depositor 
from it have been originated by the related originators in accordance with these underwriting guidelines. 
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 The underwriting standards are applied by the originators to primarily evaluate the mortgagor’s credit 
standing and repayment ability and the value and adequacy of the mortgaged property as collateral.  As a result of 
this underwriting criteria, changes in the values of mortgage properties may have a greater effect on the delinquency, 
foreclosure and loss experience on the mortgage loans in a trust fund than these changes would be expected to have 
on mortgage loans that are originated in a more traditional manner.  No assurance can be given by the depositor that 
the values of the related mortgaged properties have remained or will remain at the levels in effect on the dates of 
origination of the related mortgage loans. 
 
 The underwriting standards typically include a set of specific criteria by which the underwriting evaluation 
is made. However, the application of the underwriting standards does not imply that each specific criterion was 
satisfied individually. Rather, a mortgage loan will be considered to be originated in accordance with a given set of 
underwriting standards if, based on an overall qualitative evaluation, the loan is in substantial compliance with the 
underwriting standards. For example, a mortgage loan may be considered to comply with a set of underwriting 
standards, even if one or more specific criteria included in the underwriting standards were not satisfied, if other 
factors compensated for the criteria that were not satisfied or if the mortgage loan is considered to be in substantial 
compliance with the underwriting standards.  There can be no assurance that every mortgage loan was originated in 
conformity with the applicable underwriting standards in all material respects, or that the quality or performance of 
the mortgage loans will be equivalent under all circumstances. 
 
 High LTV Loans are underwritten with an emphasis on the creditworthiness of the related mortgagor.  High 
LTV Loans are underwritten with a limited expectation of recovering any amounts from the foreclosure of the 
related property. 
 
 In the case of the multifamily loans, commercial loans or mixed-use loans, lenders typically look to the 
debt service coverage ratio of a loan as an important measure of the risk of default on that loan.  Unless otherwise 
defined in the related prospectus supplement, the debt service coverage ratio of a multifamily loan or commercial 
loan at any given time is the ratio of (1) the net operating income of the related mortgaged property for a twelve-
month period to (2) the annualized scheduled payments on the mortgage loan and on any other loan that is secured 
by a lien on the mortgaged property prior to the lien of the related mortgage.  Net operating incomes is: the total 
operating revenues derived from a multifamily, commercial or mixed-use property, as applicable, during that period, 
minus the total operating expenses incurred in respect of that property during that period other than (a) non-cash 
items such as depreciation and amortization, (b) capital expenditures and (c) debt service on loans (including the 
related mortgage loan) secured by liens on that property.  The net operating income of a multifamily, commercial or 
mixed-use property, as applicable, will fluctuate over time and may or may not be sufficient to cover debt service on 
the related mortgage loan at any given time.  As the primary source of the operating revenues of a multifamily, 
commercial or mixed-use property, as applicable, rental income (and maintenance payments from tenant-
stockholders of a cooperatively owned multifamily property) may be affected by the condition of the applicable real 
estate market and/or area economy.  Increases in operating expenses due to the general economic climate or 
economic conditions in a locality or industry segment, such as increases in interest rates, real estate tax rates, energy 
costs, labor costs and other operating expenses, and/or to changes in governmental rules, regulations and fiscal 
policies, may also affect the risk of default on a multifamily, commercial or mixed-use loan.  Lenders also look to 
the loan-to-value ratio of a multifamily, commercial or mixed-use loan as a measure of risk of loss if a property must 
be liquidated following a default. 
 
 Typically, the underwriting process used by an originator is as described in this and the next two following 
paragraphs.  The prospectus supplement for a series will describe any variations to this process as it applies to the 
related mortgage assets.  Initially, a prospective borrower is required to complete an application with respect to the 
applicant’s liabilities, income and credit history and personal information, as well as an authorization to apply for a 
credit report that summarizes the borrower’s reported credit history with local merchants and lenders and any record 
of bankruptcy.  In addition, an employment verification is obtained that reports the borrower’s current salary and 
may contain information regarding length of employment.  If a prospective borrower is self-employed, the borrower 
is required to submit copies of signed tax returns or other proof of business income.  The borrower may also be 
required to authorize verification of deposits at financial institutions where the borrower has demand or savings 
accounts.  In the case of a multifamily loan, commercial loan or mixed-use loan, the mortgagor will also be required 
to provide certain information regarding the related mortgaged property, including a current rent roll and operating 
income statements which may be pro forma and unaudited.  In addition, the originator will generally also consider 
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the location of the mortgaged property, the availability of competitive lease space and rental income of comparable 
properties in the relevant market area, the overall economy and demographic features of the geographic area and the 
mortgagor’s prior experience in owning and operating properties similar to the multifamily properties or commercial 
properties, as the case may be. 
 
 In determining the adequacy of the property as collateral, an appraisal is made of each property considered 
for financing, except in the case of new manufactured homes whose appraised value is determined using the list 
price of the unit and accessories as des cribed above under “Description of the Trust Funds.”  Each appraiser is 
selected in accordance with predetermined guidelines established for appraisers.  The appraiser is required to inspect 
the property and verify that it is in good condition and that construction, if new, has been completed.  The appraisal 
is based on the market value of comparable homes, the estimated rental income, if considered applicable by the 
appraiser, and, when deemed appropriate, the cost of replacing the home.  With respect to multifamily properties, 
commercial properties and mixed-use properties, the appraisal must specify whether an income analysis, a market 
analysis or a cost analysis was used.  An appraisal employing the income approach to value analyzes a property’s 
projected net cash flow, capitalization and other operational information in determining the property’s value.  The 
market approach to value analyzes the prices paid for the purchase of similar properties in the property’s area, with 
adjustments made for variations between those other properties and the property being appraised.  The cost approach 
to value requires the appraiser to make an estimate of land value and then determine the current cost of reproducing 
the improvements less any accrued depreciation.  The value of the property being financed, as indicated by the 
appraisal, must be high enough so that it currently supports, and is anticipated to support in the future, the 
outstanding loan balance. 
 
 In the case of single family loans and contracts, once all applicable employment, credit and property 
information is received, the originator reviews the applicant’s source of income, calculates the amount of income 
from sources indicated on the loan application or similar documentation, reviews the credit history of the applicant, 
calculates the debt service-to-income ratio to determine the applicant’s ability to repay the loan, reviews the type of 
property being financed and reviews the property.  In evaluating the credit quality of borrowers, the originator may 
utilize the FICO score supplied by the credit bureau with the credit report (a statistical ranking of likely future credit 
performance developed by Fair, Isaac & Company and three national credit data repositories - Equifax, TransUnion 
and Experian). 
 
 In the case of a mortgage loan secured by a leasehold interest in a residential property, commercial property 
or mixed-use property, the title to which is held by a third party lessor, the mortgage loan seller, or another party on 
its behalf, will be required to warrant, among other things, that the remaining term of the lease and any sublease be 
at least five years longer than the remaining term of the mortgage loan. 
 
 With respect to any loan insured by the FHA, the mortgage loan seller is required to represent that the FHA 
loan complies with the applicable underwriting policies of the FHA.  See “Description of Primary Insurance 
Policies—FHA Insurance.” 
 
 With respect to any loan guaranteed by the VA, the mortgage loan seller will be required to represent that 
the VA loan complies with the applicable underwriting policies of the VA.  See “Description of Primary Insurance 
Policies—VA Guarantees.” 
 
 The recent foreclosure or repossession and delinquency experience with respect to loans serviced by the 
master servicer or, if applicable, a significant sub-servicer will be provided in the related prospectus supplement. 
 
Qualifications of Originators and Mortgage Loan Sellers  

 Each originator will be required to satisfy the qualifications set forth in this paragraph.  Each originator 
must be an institution experienced in originating conventional mortgage loans in accordance with customary and 
reasonable practices and the mortgage loan seller’s or the depositor’s guidelines, and must maintain satisfactory 
facilities to originate those loans.  Each originator must be a HUD-approved mortgagee or an institution the deposit 
accounts in which are insured by the FDIC.  In addition, with respect to FHA loans or VA loans, each originator 
must be approved to originate the mortgage loans by the FHA or VA, as applicable.  Each originator and mortgage 
loan seller must also satisfy criteria as to financial stability evaluated on a case by case basis by the depositor. 
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Representations by or on Behalf of Mortgage Loan Sellers; Remedies for Breach of Representation 

 Each mortgage loan seller, or a party on its behalf, will have made representations and warranties in respect 
of the mortgage loans sold by that mortgage loan seller.  The following material representations and warranties as to 
the mortgage loans will be made by or on behalf of each mortgage loan seller: 
 
 • that any required hazard insurance was effective at the origination of each mortgage loan, and that 

each required policy remained in effect on the date of purchase of the mortgage loan from the 
mortgage loan seller by or on behalf of the depositor;  

 
 • that either (A) title insurance insuring, subject only to permissible title insurance exceptions, the 

lien status of the Mortgage was effective at the origination of each mortgage loan and the policy 
remained in effect on the date of purchase of the mortgage loan from the mortgage loan seller by 
or on behalf of the depositor or (B) if the mortgaged property securing any mortgage loan is 
located in an area where title insurance policies are generally not available, there is in the related 
mortgage file an attorney’s certificate of title indicating, subject to permissible exceptions set forth 
therein, the lien status of the mortgage; 

 
 • that the mortgage loan seller had good tit le to each mortgage loan and each mortgage loan was 

subject to no valid offsets, defenses, counterclaims or rights of rescission except to the extent that 
any buydown agreement described in this prospectus may forgive some indebtedness of a 
borrower; 

 
 • that each Mortgage constituted a valid lien on, or security interest in, the mortgaged property, 

subject only to permissible title insurance exceptions and senior liens, if any, and that the 
mortgaged property was free from material damage and was in good repair; 

 
 • that there were no delinquent tax or assessment liens against the mortgaged property; 
 
 • that each mortgage loan was not currently more than 90 days delinquent as to required monthly 

payments of principal and interest; and 
 
 • that each mortgage loan was made in compliance with, and is enforceable under, all applicable 

local, state and federal laws and regulations in all material respects. 
 
 If a person other than a mortgage loan seller makes any of the foregoing representations and warranties on 
behalf of the mortgage loan seller, the identity of the person will be specified in the related prospectus supplement.  
Any person making representations and warranties on behalf of a mortgage loan seller shall be an affiliate of the 
mortgage loan seller or a person acceptable to the depositor having knowledge regarding the subject matter of those 
representations and warranties. 
 
 All of the representations and warranties made by or on behalf of a mortgage loan seller in respect of a 
mortgage loan will have been made as of the date on which the mortgage loan seller sold the mortgage loan to or on 
behalf of the depositor.  A substantial period of time may have elapsed between the date the representation or 
warranty was made to or on behalf of the depositor and the date of initial issuance of the series of securities 
evidencing an interest in the related mortgage loan.  In the event of a breach of any representation or warranty made 
by a mortgage loan seller, the mortgage loan seller will be obligated to cure the breach or repurchase or replace the 
affected mortgage loan as described in the second following paragraph.  Since the representations and warranties 
made by or on behalf of a mortgage loan seller do not address events that may occur following the sale of a 
mortgage loan by that mortgage loan seller, it will have a cure, repurchase or substitution obligation in connection 
with a breach of a representation and warranty only if the relevant event that causes the breach occurs prior to the 
date of the sale to or on behalf of the depositor.  A mortgage loan seller would have no repurchase or substitution 
obligations if the relevant event that causes the breach occurs after the date of the sale to or on behalf of the 
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depositor.  However, the depositor will not include any mortgage loan in the trust fund for any series of securities if 
anything has come to the depositor’s attention that would cause it to believe that the representations and warranties 
made in respect of a mortgage loan will not be accurate and complete in all material respects as of the date of initial 
issuance of the related series of securities. 
 
 The only representations and warranties to be made for the benefit of holders of securities in respect of any 
mortgage loan relating to the period commencing on the date of sale of a mortgage loan by the mortgage loan seller 
to or on behalf of the depositor will be the limited representations of the depositor and of the master servicer 
described below under “Description of the Securities—Assignment of Trust Fund Assets; Review of Files by 
Trustee.”  If the master servicer is also a mortgage loan seller with respect to a particular series, the representations 
will be in addition to the representations and warranties made by the master servicer in its capacity as a mortgage 
loan seller. 
 
 The master servicer and the trustee, or the trustee, will promptly notify the relevant mortgage loan seller of 
any breach of any representation or warranty made by or on behalf of it in respect of a mortgage loan that materially 
and adversely affects the value of that mortgage loan or the interests in the mortgage loan of the securityholders.  If 
the mortgage loan seller cannot cure a breach within a specified time period from the date on which the mortgage 
loan seller was notified of the breach, then the mortgage loan seller will be obligated to repurchase the affected 
mortgage loan from the trustee within a specified time period from the date on which the mortgage loan seller was 
notified of the breach, at the Purchase Price therefor.  A mortgage loan seller, rather than repurchase a mortgage 
loan as to which a breach has occurred, may have the option, within a specified period after initial issuance of the 
related series of securities, to cause the removal of the mortgage loan from the trust fund and substitute in its place 
one or more other mortgage loans, in accordance with the standards described below under “Description of the 
Securities—Assignment of Trust Fund Assets; Review of Files by Trustee.”  The master servicer will be required 
under the applicable servicing agreement to use its best efforts to enforce the repurchase or substitution obligations 
of the mortgage loan seller for the benefit of the trustee and the holders of the securities, following the practices it 
would employ in its good faith business judgment were it the owner of the mortgage loan.  This repurchase or 
substitution obligation will constitute the sole remedy available to holders of securities or the trustee for a breach of 
representation by a mo rtgage loan seller.  See “Description of the Securities.” 
 
 Neither the depositor nor the master servicer will be obligated to purchase or substitute for a mortgage loan 
if a mortgage loan seller defaults on its obligation to do so, and no assurance can be given that mortgage loan sellers 
will carry out their repurchase or substitution obligations with respect to mortgage loans.  To the extent that a breach 
of the representations and warranties of a mortgage loan seller may also constitute a breach of a representation made 
by the depositor, the depositor may have a repurchase or substitution obligation as described below under 
“Description of the Securities—Assignment of Trust Fund Assets; Review of Files by Trustee.” 
 

Description of the Securities 

 The securities will be issued in series.  Each series of certificates evidencing interests in a trust fund 
consisting of mortgage loans will be issued in accordance with a pooling and servicing agreement among the 
depositor, the master servicer and the trustee named in the prospectus supplement.  Each series of notes evidencing 
indebtedness of a trust fund consisting of mortgage loans will be issued in accordance with an indenture between the 
related issuer and the trustee named in the prospectus supplement.  The issuer of notes will be the depositor or an 
owner trust established under an owner trust agreement between the depositor and the owner trustee for the purpose 
of issuing a series of notes.  Where the issuer is an owner trust, the ownership of the trust fund will be evidenced by 
equity certificates issued under the owner trust agreement.  The provisions of each agreement will vary depending 
upon the nature of the securities to be issued thereunder and the nature of the related trust fund.  Various forms of 
pooling and servicing agreement, servicing agreement, owner trust agreement, trust agreement and indenture have 
been filed as exhibits to the registration statement of which this prospectus is a part.  The following summaries 
describe specific provisions which will appear in each agreement.  The prospectus supplement for a series of 
securities will describe additional provisions of the agreement relating to a series.  This prospectus together with the 
prospectus supplement will describe the material terms of the agreement governing the trust fund related to a series 
of securities.  As used in this prospectus supplement with respect to any series, the term certificate or the term note 
refers to all of the certificates or notes of that series, whether or not offered by this prospectus and by the related 
prospectus supplement, unless the context otherwise requires. 
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 The certificates of each series, including any class of certificates not offered hereby, will be issued in fully 
registered form only and will represent the entire beneficial ownership interest in the trust fund created by the 
related pooling and servicing agreement.  The notes of each series, including any class of notes not offered hereby, 
will be issued in fully registered form only and will represent indebtedness of the trust fund created by the related 
indenture.  If so provided in the prospectus supplement, any class of securities of any series may be represented by a 
certificate or note registered in the name of a nominee of The Depository Trust Company (“DTC”).  The interests of 
beneficial owners of securities registered in the name of DTC will be represented by entries on the records of 
participating members of DTC.  Definitive certificates or notes will be available for securities registered in  the name 
of DTC only under the limited circumstances provided in the related prospectus supplement.  The securities will be 
transferable and exchangeable for like securities of the same class and series in authorized denominations at the 
corporate trust office of the trustee as specified in the related prospectus supplement.  The prospectus supplement for 
each series of securities will describe any limitations on transferability.  No service charge will be made for any 
registration of exchange or transfer of securities, but the depositor or the trustee or any agent of the trustee may 
require payment of a sum sufficient to cover any tax or other governmental charge. 
 
 Each series of securities may consist of either: 
 
 • a single class of securities evidencing the entire beneficial ownership of or indebtedness of the 

related trust fund; 
 
 • two or more classes of securities evidencing the entire beneficial ownership of or indebtedness of 

the related trust fund, one or more classes of which will be senior in right of payment to one or 
more of the other classes; 

 
 • two or more classes of securities, one or more classes of which are entitled to (a) principal 

distributions, with disproportionate, nominal or no interest distributions or (b) interest 
distributions, with disproportionate, nominal or no principal distributions; 

 
 • two or more classes of securities which differ as to timing, sequential order, priority of payment, 

security interest rate or amount of distributions of principal or interest or both, or as to which 
distributions of principal or interest or both on any class may be made upon the occurrence of 
specified events, in accordance with a schedule or formula, or on the basis of collections from 
designated portions of the mortgage pool, which series may include one or more classes of 
securities, as to which accrued interest or a portion thereof will not be distributed but rather will be 
added to the principal balance of the security on each distribution date in the manner described in 
the related prospectus supplement; and 

 
 • other types of classes of securities, as described in the related prospectus supplement. 
 
 With respect to any series of notes, the equity certificates, insofar as they represent the beneficial 
ownership interest in the issuer, will be subordinate to the related notes. 
 
 Each class of securities, other than interest only Strip Securities, will have a stated principal amount and, 
unless otherwise provided in the related prospectus supplement, will be entitled to payments of interest on the stated 
principal amount based on a fixed, variable or adjustable interest rate.  The security interest rate of each security 
offered hereby will be stated in the related prospectus supplement as the pass-through rate with respect to a 
certificate and the note interest rate with respect to a note.  See “—Distribution of Interest on the Securities” and “—
Distribution of Principal of the Securities” below. 
 
 The specific percentage ownership interest of each class of securities and the minimum denomination for 
each security will be set forth in the related prospectus supplement. 
 
 As to each series of certificates with respect to which a REMIC election is to be made, the master servicer, 
REMIC administrator, or the trustee will be obligated to take all actions required in order to comply with applicable 
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laws and regulations, and will be obligated to pay any Prohibited Transaction Taxes or Contribution Taxes arising 
out of a breach of its obligations with respect to its compliance without any right of reimbursement therefor from the 
trust fund or from any securityholder.  A Prohibited Transaction Tax or Contribution Tax resulting from any other 
cause will be charged against the related trust fund, resulting in a reduction in amounts otherwise distributable to 
securityholders.  See “Material Federal Income Tax Consequences.” 
 
Assignment of Trust Fund Assets; Review of Files by Trustee 

 At the time of issuance of any series of securities, the depositor will cause the pool of mortgage assets to be 
included in the related trust fund to be assigned to the trustee, together with all principal and interest received by or 
on behalf of the depositor on or with respect to the mortgage assets after the related cut-off date, other than principal 
and interest due on or before the cut-off date and other than any retained interest.  The trustee will, concurrently with 
the assignment of mortgage assets, deliver the securities to the depositor in exchange for the trust fund assets.  Each 
mortgage asset will be identified in a schedule appearing as an exhibit to the related agreement.  The schedule of 
mortgage assets will include detailed information as to the mortgage assets included in the related trust fund, 
including the outstanding principal balance of each mortgage asset after application of payments due on the cut-off 
date, information regarding the interest rate on the mortgage asset, the interest rate net of the sum of the rates at 
which the servicing fees and the retained interest, if any, are calculated, the retained interest, if any, the current 
scheduled monthly payment of principal and interest, the maturity of the mortgage note, the value of the mortgaged 
property, the loan-to-value ratio at origination and other information with respect to the mortgage assets. 
 
 If so specified in the related prospectus supplement, and in accordance with the rules of membership of 
Merscorp, Inc.  and/or Mortgage Electronic Registration Systems, Inc.  or, MERS®, assignments of the mortgages 
for the mortgage loans in the related trust will be registered electronically through Mortgage Electronic Registration 
Systems, Inc., or MERS®  System.  With respect to mortgage loans registered through the MERS® System, 
MERS® shall serve as mortgagee of record solely as a nominee in an administrative capacity on behalf of the trustee 
and shall not have any interest in any of those mortgage loans. 
 
 The depositor will, with respect to each mortgage asset, deliver or cause to be delivered to the trustee, or to 
the custodian, the mortgage note, an as signment (except as to any mortgage loan registered on the MERS® System) 
(as defined below) and unless otherwise indicated in the applicable prospectus supplement) to the trustee or in blank 
of the mortgage in a form for recording or filing as maybe appropriate in the state where the mortgaged property is 
located, the original recorded mortgage with evidence of recording or filing indicated thereon and evidence of any 
FHA insurance policy or VA guaranty for such mortgage loan, if applicable; or, in the case of each cooperative loan, 
the related cooperative note, the original security agreement, the proprietary lease or occupancy agreement, the 
assignment of proprietary lease, the recognition agreement, the related stock certificate and related blank stock 
powers, and a copy of the original filed financing statement together with (unless otherwise indicated in the 
applicable prospectus supplement) assignments thereof from the applicable mortgage loan seller to the trustee in a 
form sufficient for filing. 
 
 With respect to any mortgage loan secured by a mortgaged property located in Puerto Rico, the Mortgages 
with respect to these mortgage loans either (a) secure a specific obligation for the benefit of a specified person or (b) 
secure an instrument transferable by endorsement.  Endorsable Puerto Rico Mortgages do not require an assignment 
to transfer the related lien.  Rather, transfer of endorsable mortgages follows an effective endorsement of the related 
mortgage note and, therefore, delivery of the assignment referred to in the first bullet point above would be 
inapplicable.  Puerto Rico Mortgages that secure a specific obligation for the benefit of a specified person, however, 
require an assignment to be recorded with respect to any transfer of the related lien and the assignment for that 
purpose would be delivered to the trustee. 
 
 The trustee, or the custodian, will review the mortgage loan documents within a specified period after 
receipt, and the trustee, or the custodian, will hold the mortgage loan documents in trust for the benefit of the 
securityholders.  If any mortgage loan document is found to be missing or defective in any material respect, the 
trustee, or the custodian, shall notify the master servicer and the depositor, and the master servicer shall immediately 
notify the relevant mortgage loan seller.  If the mortgage loan seller cannot cure the omission or defect within a 
specified number of days after receipt of notice, the mortgage loan seller will be obligated to repurchase the related 
mortgage asset from the trustee at the Purchase Price or substitute for the mortgage asset.  There can be no assurance 
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that a mortgage loan seller will fulfill this repurchase or substitution obligation.  Although the master servicer is 
obligated to use its best efforts to enforce the repurchase or substitution obligation to the extent described above 
under “The Depositor’s Mortgage Loan Purchase Program—Representations by or on behalf of Mortgage Loan 
Sellers; Remedies for Breach of Representation,” neither the master servicer nor the depositor will be obligated to 
repurchase or substitute for that mortgage asset if the mortgage loan seller defaults on its obligation.  The 
assignment of the mortgage assets to the trustee will be without recourse to the depositor and this repurchase or 
substitution obligation constitutes the sole remedy available to the securityholders or the trustee for omission of, or a 
material defect in, a constituent document. 
 
Representations and Warranties; Repurchases 

 With respect to the mo rtgage assets included in a trust fund, the depositor, the originator or the mortgage 
loan seller, will make representations and warranties as of a specified date, covering by way of example, the 
following matters: 
 
 • the type of mortgaged property; 
 
 • the geographical concentration of the mortgage assets; 
 
 • the original loan-to-value ratio; 
 
 • the principal balance as of the cut-off date; 
 
 • the interest rate and maturity; and 
 
 • the payment status of the mortgage asset; and the accuracy of the information set forth for each 

mortgage asset on the related mortgage loan schedule. 
 
 Upon a breach of any representation of the depositor, the originator or the mortgage loan seller that 
materially and adversely affects the value of a mortgage asset or the interests of the securityholders in the mortgage 
asset, the depositor, the originator or the mortgage loan seller, as applicable, will be obligated either to cure the 
breach in all material respects, repurchase the mortgage asset at the Purchase Price or substitute for that mortgage 
asset as described in the paragraph below. 
 
 If the depositor, the originator or the mortgage loan seller discovers or receives notice of any breach of its 
representations or warranties with respect to a mortgage asset, the depositor, the originator or the mortgage loan 
seller, as applicable, may be permitted under the agreement governing the trust fund to remove the mortgage asset 
from the trust fund, rather than repurchase the mortgage asset, and substitute in its place one or more mortgage 
assets, but only if (a) with respect to a trust fund for which a REMIC election is to be made, the substitution is 
effected within two years of the date of initial issuance of the certificates, plus permissible extensions, or (b) with 
respect to a trust fund for which no REMIC election is to be made, the substitution is effected within 180 days of the 
date of initial issuance of the securities.  Each substitute mortgage asset will, on the date of substitution, comply 
with the following requirements: 
 
  (1) have an outstanding principal balance, after deduction of all scheduled payments due in 

the month of substitution, not in excess of, and not more than $10,000 less than, the outstanding principal 
balance, after deduction of all unpaid scheduled payments due as of the date of substitution, of the deleted 
mortgage asset, 

 
  (2) have an interest rate not less than, and not more than 1% greater than, the interest rate of 

the deleted mortgage asset, 
 
  (3) have a remaining term to maturity not greater than, and not more than one year less than, 

that of the deleted mortgage asset, 
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  (4) have a Lockout Date, if applicable, not earlier than the Lockout Date on the deleted 
mortgage loan, and 

 
  (5) comply with all of the representations and warranties set forth in the applicable 

agreement as of the date of substitution. 
 
 In connection with any substitution, an amount equal to the difference between the Purchase Price of the 
deleted mortgage asset and the outstanding principal balance of the substitute mortgage asset, after deduction of all 
scheduled payments due in the month of substitution, together with one month’s interest at the applicable rate at 
which interest accrued on the deleted mortgage loan, less the servicing fee rate and the retained interest, if any, on 
the difference, will be deposited in the distribution account and distributed to securityholders on the first distribution 
date following the prepayment period in which the substitution occurred.  In the event that one mortgage asset is 
substituted for more than one deleted mortgage asset, or more than one mortgage asset is substituted for one or more 
deleted mortgage assets, then the amount described in (1) above will be determined on the basis of aggregate 
principal balances, the rate described in (2) above with respect to deleted mortgage assets will be determined on the 
basis of weighted average interest rates, and the terms described in (3) above will be determined on the basis of 
weighted average remaining terms to maturity and the Lockout Dates described in (4) above will be determined on 
the basis of weighted average Lockout Dates. 
 
 With respect to any series as to which credit support is provided by means of a mortgage pool insurance 
policy, in addition to making the representations and warranties described above, the depositor or the related 
mortgage loan seller, or another party on behalf of the related mortgage loan seller, as specified in the related 
prospectus supplement, will represent and warrant to the trustee that no action has been taken or failed to be taken, 
no event has occurred and no state of facts exists or has existed on or prior to the date of the initial issuance of the 
securities which has resulted or will result in the exclusion from, denial of or defense to coverage under any 
applicable primary mortgage insurance policy, FHA insurance policy, mortgage pool insurance policy, special 
hazard insurance policy or bankruptcy bond, irrespective of the cause of the failure of coverage but excluding any 
failure of an insurer to pay by reason of the insurer’s own breach of its insurance policy or its financial inability to 
pay.  This representation is referred to in this prospectus and the related prospectus supplement as the insurability 
representation.  Upon a breach of the insurability representation which materially and adversely affects the interests 
of the securityholders in a mortgage loan, the depositor or the mortgage loan seller or such other party, as the case 
may be, will be obligated either to cure the breach in all material respects or to purchase the affected mortgage asset 
at the Purchase Price.  The related prospectus supplement may provide that the performance of an obligation to 
repurchase mortgage assets following a breach of an insurability representation will be ensured in the manner 
specified in the prospectus supplement.  See “Description of Primary Insurance Policies” and “Description of Credit 
Support” in this prospectus and in the related prospectus supplement for information regarding the extent of 
coverage under the aforementioned insurance policies. 
 
 The obligation to repurchase or, other than with respect to the insurability representation if applicable, to 
substitute mortgage loans constitutes the sole remedy available to the securityholders or the trustee for any breach of 
the representations. 
 
 The master servicer will make representations and warranties regarding its authority to enter into, and its 
ability to perform its obligations under, the servicing agreement.  Upon a breach of any representation of the master 
servicer which materially and adversely affects the interests of the securityholders, the master servicer will be 
obligated to cure the breach in all material respects. 
 
Establishment of Collection Account; Deposits to Collection Account In Respect of Trust Fund Assets 

 The master servicer or the trustee will, as to each trust fund, establish and maintain or cause to be 
established and maintained one or more separate accounts for the collection of payments on the related trust fund 
assets.  These accounts are collectively referred to in this prospectus and the related prospectus supplement as the 
collection account.  The collection account must be either 
 
 • maintained with a bank or trust company, and in a manner, satisfactory to the rating agency or 

agencies rating any class of securities of the series, 
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 • an account or accounts the deposits in which are insured by the FDIC, to the limits established by 

the FDIC or 
 
 • a trust account or accounts maintained with the corporate trust department of a federal or state 

chartered depository institution or trust company acting in its fiduciary capacity. 
 
 The collateral eligible to secure amounts in the collection account is limited to United States government 
securities and other high-quality investments specified in the related servicing agreement as permitted investments.  
A collection account may be maintained as an interest bearing or a non-interest bearing account, or the funds held in 
the collection account may be invested pending each succeeding distribution date in permitted investments.  Any 
interest or other income earned on funds in the collection account will be paid to the master servicer or the trustee or 
their designee as additional compensation.  The collection account may be maintained with an institution that is an 
affiliate of the master servicer or the trustee, provided that the institution meets the standards set forth in the bullet 
points above.  If permitted by the rating agency or agencies and so specified in the related prospectus supplement, a 
collection account may contain funds relating to more than one series of pass-through certificates and may, if 
applicable, contain other funds respecting payments on mortgage loans belonging to the master servicer or serviced 
or master serviced by it on behalf of others. 
 
 Each sub-servicer servicing a trust fund asset under a sub-servicing agreement will establish and maintain 
one or more separate accounts which may be interest bearing and which will comply with the standards with respect 
to collection accounts or other standards as may be acceptable to the master servicer.  The sub-servicer is required to 
credit to the related sub-servicing account on a daily basis the amount of all proceeds of mortgage assets received by 
the sub-servicer, less its servicing compensation.  The sub-servicer will remit to the master servicer by wire transfer 
of immediately available funds all funds held in the sub-servicing account with respect to each mortgage asset on the 
monthly remittance date or dates specified in the related servicing agreement. 
 
 The master servicer will deposit or cause to be deposited in the collection account for each trust fund 
including mortgage loans, the following payments and collections received, or advances made, by the master 
servicer or on its behalf subsequent to the cut-off date, other than payments due on or before the cut-off date and 
exclusive of any retained interest and net of any portion retained by the master servicer or a subservicer as its 
servicing compensation, unless otherwise specified in the related prospectus supplement: 
 
  (1) all payments on account of principal, including principal prepayments, on the mortgage 

assets; 
 
  (2) all payments on account of interest on the mortgage assets; 
 
  (3) all proceeds of the hazard insurance policies and any special hazard insurance policy, 

other than amounts not applied to the restoration or repair of the property or released to the mortgagor in 
accordance with the normal servicing procedures of the master servicer or the related sub-servicer, subject 
to the terms and conditions of the related Mortgage and mortgage note, any primary mortgage insurance 
policy, any FHA insurance policy, any VA guarantee, any bankruptcy bond and any mortgage pool 
insurance policy and all other amounts received and retained in connection with the liquidation of defaulted 
mortgage loans, by foreclosure or otherwise, together with the net proceeds on a monthly basis with respect 
to any mortgaged properties acquired for the benefit of securityholders by foreclosure or by deed in lieu of 
foreclosure or otherwise; 

 
  (4) any amounts required to be paid under any letter of credit, as described below under 

“Description of Credit Support—Letter of Credit”; 
 
  (5) any advances made as described below under “Advances by the Master Servicer in 

respect of Delinquencies on the Trust Funds Assets”;  
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  (6) if applicable, all amounts required to be transferred to the  collection account from a 
reserve fund, as described below under “Description of Credit Support—Reserve Fund”; 

 
  (7) any buydown funds, and, if applicable, investment earnings thereon, required to be 

deposited in the collection account as described in the first paragraph below; 
 
  (8) all proceeds of any mortgage loan or property in respect of any mortgage asset purchased 

by the master servicer, the depositor, any sub-servicer or any mortgage loan seller as described under “The 
Depositor’s Mortgage Loan Purchase Program—Representations by or on behalf of Mortgage Loan Sellers; 
Remedies for Breach of Representations” or “—Assignment of Trust Fund Assets; Review of Files by 
Trustee” above, exclusive of the retained interest, if any, in respect of the mortgage asset;  

 
  (9) all proceeds of any mortgage loan repurchased as described under “—Termination of the 

Trust Fund and Disposition of Trust Fund Assets” below; 
 
  (10) all payments required to be deposited in the collection account with respect to any 

deductible clause in any blanket insurance policy described under “Description of Primary Insurance 
Policies—Primary Hazard Insurance Policies”; and 

 
  (11) any amount required to be deposited by the master servicer in connection with net losses 

realized on investments for the benefit of the master servicer of funds held in the collection account. 
 
 With respect to each buydown mortgage loan, the master servicer, or a sub-servicer, will deposit related 
buydown funds in a custodial account, which may be interest bearing, and that otherwise meets the standards for 
collection accounts.  This account is referred to in this prospectus and the related prospectus supplement as a 
buydown account.  The terms of all buydown mortgage loans provide for the contribution of buydown funds in an 
amount not less than either (a) the total payments to be made from the buydown funds under the related buydown 
plan or (b) if the buydown funds are present valued, that amount that, together with investment earnings thereon at a 
specified rate, compounded monthly, will support the scheduled level of payments due under the buydown mortgage 
loan.  Neither the master servicer, the sub-servicer nor the depositor will be obligated to add to the buydown funds 
any of its own funds should investment earnings prove insufficient to maintain the scheduled level of payments.  To 
the extent that any insufficiency in buydown funds is not recoverable from the borrower, distributions to 
securityholders will be affected.  With respect to each buydown mortgage loan, the master servicer will deposit in 
the collection account the amount, if any, of the buydown funds, and, if applicable, investment earnings thereon, for 
each buydown mortgage loan that, when added to the amount due from the borrower on the buydown mortgage 
loan, equals the full monthly payment which would be due on the buydown mortgage loan if it were not subject to 
the buydown plan. 
 
 If a buydown mortgage loan is prepaid in full or liquidated, the related buydown funds will be applied as 
follows.  If the mortgagor on a buydown mortgage loan prepays the loan in its entirety during the buydown period, 
the master servicer will withdraw from the buydown account and remit to the mortgagor in accordance with the 
related buydown plan any buydown funds remaining in the buydown account.  If a prepayment by a mortgagor 
during the buydown period together with buydown funds will result in a prepayment in full, the master servicer will 
withdraw from the buydown account for deposit in the collection account the buydown funds and investment 
earnings thereon, if any, which together with the prepayment will result in a prepayment in full.  If the mortgagor 
defaults during the buydown period with respect to a buydown mortgage loan and the mortgaged property is sold in 
liquidation, either by the master servicer or the insurer under any related insurance policy, the master servicer will 
withdraw from the buydown account the buydown funds and all investment earnings thereon, if any, for deposit in 
the collection account or remit the same to the insurer if the mortgaged property is transferred to the insurer and the 
insurer pays all of the loss incurred in respect of the default.  In the case of any prepaid or defaulted buydown 
mortgage loan the buydown funds in respect of which were supplemented by investment earnings, the master 
servicer will withdraw from the buydown account and either deposit in the collection account or remit to the 
borrower, depending upon the terms of the buydown plan, any investment earnings remaining in the related 
buydown account. 
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 Any buydown funds, and any investment earnings thereon, deposited in the collection account in 
connection with a full prepayment of the related buydown mortgage loan will be deemed to reduce the amount that 
would be required to be paid by the borrower to repay fully the related mortgage loan if the mortgage loan were not 
subject to the buydown plan. 
 
 WITHDRAWALS.  With respect to each series of securities, the master servicer, trustee or special servicer 
may make withdrawals from the collection account for the related trust fund for any of the following purposes, 
unless otherwise provided in the related agreement and described in the related prospectus supplement: 
 
  (1) to make distributions to the related securityholders on each distribution date; 
 
  (2) to reimburse the master servicer or any other specified person for unreimbursed amounts 

advanced by it in respect of mortgage loans in the trust fund as described under “—Advances by Master 
Servicer in Respect of Delinquencies on the Trust Fund Assets” below, these reimbursement to be made out 
of amounts received which were identified and applied by the master servicer as late collections of interest 
on and principal of the particular mortgage assets (net of related servicing fees) with respect to which the 
advances were made or out of amounts drawn under any form of credit enhancement with respect to the 
mortgage assets; 

 
  (3) to reimburse the master servicer or a special servicer for unpaid servicing fees earned by 

it and unreimbursed servicing expenses incurred by it with respect to mortgage assets in the trust fund and 
properties acquired in respect thereof, these reimbursement to be made out of amounts that represent 
Liquidation Proceeds and Insurance Proceeds collected on the particular mortgage assets and properties, 
and net income collected on the particular properties, with respect to which the fees were earned or the 
expenses were incurred or out of amounts drawn under any form of credit enhancement with respect to the 
mortgage assets and properties; 

 
  (4) to reimburse the master servicer or any other specified person for any advances described 

in clause (2) above made by it and any servicing expenses referred to in clause (3) above incurred by it 
which, in the good faith judgment of the master servicer or the other person, will not be recoverable from 
the amounts described in clauses (2) and (3), respectively, the reimbursement to be made from amounts 
collected on other mortgage assets in the trust fund or, if and to the extent so provided by the related 
servicing agreement or indenture and described in the related prospectus supplement, only from that portion 
of amounts collected  on the other mortgage assets that is otherwise distributable on one or more classes of 
subordinate securities of the related series; 

 
  (5) if and to the extent described in the related prospectus supplement, to pay the master 

servicer, a special servicer or another specified entity (including a provider of credit enhancement) interest 
accrued on the advances described in clause (2) above made by it and the servicing expenses described in 
clause (3) above incurred by it while these remain outstanding and unreimbursed; 

 
  (6) to reimburse the master servicer, the company, or any of their respective directors, 

officers, employees and agents, as the case may be, for expenses, costs and liabilities incurred thereby, as 
and to the extent described under “—Matters Regarding the Master Servicer and the Depositor”; 

 
  (7) to pay the fees of the trustee; 
 
  (8) to reimburse the trustee or any of its directors, officers, employees and agents, as the case 

may be, for expenses, costs and liabilities incurred thereby, as and to the extent described under “—
Description of the Trustee;” 

 
  (9) to pay the master servicer or the trustee, as additional compensation, interest and 

investment income earned in respect of amounts held in the collection account; 
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  (10) to pay, the master servicer or a special servicer for costs incurred in connection with the 
operation, management and maintenance of any mortgaged property acquired by the trust fund by 
foreclosure or by deed in lieu of foreclosure; 

 
  (11) if one or more elections have been made to treat the trust fund or designated portions 

thereof as a REMIC, to pay any federal, state or local taxes imposed on the trust fund or its assets or 
transactions, as and to the extent described under “Material Federal Income Tax Consequences —
REMICS—Prohibited Transactions and Other Possible REMIC Taxes”; 

 
  (12) to pay for the cost of an independent appraiser or other expert in real estate matters 

retained to determine a fair sale price for a defaulted mortgage loan or a property acquired in respect 
thereof in connection with the liquidation of the mortgage loan or property; 

 
  (13) to pay for the cost of various opinions of counsel obtained pursuant to the related 

servicing agreement or indenture for the benefit of the related securityholders; 
 
  (14) to pay to itself, the depositor, a mortgage loan seller or any other appropriate person all 

amounts received with respect to each mortgage loan purchased, repurchased or removed from the trust 
fund pursuant to the terms of the related servicing agreement and not required to be distributed as of the 
date on which the related Purchase Price is determined; 

 
  (15) to make any other withdrawals permitted by the related pooling and servicing agreement 

or the related servicing agreement and indenture and described in the related prospectus supplement; 
 
  (16) to pay for costs and expenses incurred by the trust fund for environmental site 

assessments performed with respect to multifamily or commercial properties that constitute security for 
defaulted mortgage loans, and for any containment, clean-up or remediation of hazardous wastes and 
materials present on that mortgaged properties, as described under “Procedures for Realization Upon 
Defaulted Mortgage Assets”; and 

 
  (17) to clear and terminate the collection account upon the termination of the trust fund. 
 
Deposits to Distribution Account 

 The trustee will, as to each trust fund, establish and maintain a distribution account which must be an 
eligible account.  The trustee will deposit or cause to be deposited in the distribution account for each trust fund 
amounts received from the master servicer or otherwise in respect of the related securities. 
 
Distributions on the Securities 

 Distributions allocable to principal and interest on the securities of each series will be made by or on behalf 
of the trustee each month on each date as specified in the related prospectus supplement and referred to as a 
distribution date, commencing with the month following the month in which the applicable cut-off date occurs.  
Distributions will be made to the persons in whose names the securities are registered at the close of business on the 
Record Date, and the amount of each distribution will be determined as of the close of business on the date specified 
in the related prospectus supplement and referred to as the determination date.  All distributions with respect to each 
class of securities on each distribution date will be allocated pro rata among the outstanding securities in that class.  
Payments to the holders of securities of any class on each distribution date will be made to the securityholders of the 
respective class of record on the next preceding Record Date, other than in respect of the final distribution, based on 
the aggregate fractional undivided interests in that class represented by their respective securities.  Payments will be 
made by wire transfer in immediately available funds to the account of a securityholder, if the securityholder holds 
securities in the requisite amount specified in the related prospectus supplement and if the securityholder has so 
notified the depositor or its designee no later than the date specified in the related prospectus supplement.  
Otherwise, payments will be made by check mailed to the address of the person entitled to payment as it appears on 
the security register maintained by the depositor or its agent.  The final distribution in retirement of the securities 
will be made only upon presentation and surrender of the securities at the office or agency of the depositor or its 
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agent specified in the notice to securityholders of the final distribution.  With respect to each series of certificates or 
notes, the security register will be referred to as the certificate register or note register, respectively. 
 
 All distributions on the securities of each series on each distribution date will be made from the available 
distribution amount described in the next sentence, in accordance with the terms of the applicable pooling and 
service agreement or indenture, or as described in the related prospectus supplement.  The available distribution 
amount for each series of securities will be described in the related prospectus supplement and will generally include 
the following amounts for each distribution date: 
 
  (1) the total amount of all cash on deposit in the related distribution account as of the 

corresponding determination date, exclusive of: 
 

 (a) all scheduled payments of principal and interest collected but due on a date 
subsequent to the related Due Period, 
 
 (b) all prepayments, together with related payments of the interest thereon, 
Liquidation Proceeds, Insurance Proceeds and other unscheduled recoveries received subsequent 
to the related Prepayment Period, and 
 
 (c) all amounts in the distribution account that are due or reimbursable to the 
depositor, the trustee, a mortgage loan seller, a sub-servicer or the master servicer or that are 
payable in respect of  specified expenses of the related trust fund; 

 
  (2) if the related prospectus supplement so provides, interest or investment income on 

amounts on deposit in the distribution account;  
 
  (3) all advances with respect to the distribution date; 
 
  (4) if the related prospectus supplement so provides, amounts paid with respect to interest 

shortfalls resulting from prepayments during the related Prepayment Period; 
 
  (5) to the extent not on deposit in the related distribution account as of the corresponding 

determination date, any amounts collected under, from or in respect of any credit support with respect to 
the distribution date; and 

 
  (6) any other amounts described in the related prospectus supplement. 
 
 The entire available distribution amount will be distributed among the related securities, including any 
securities not offered hereby, on each distribution date, and accordingly will be released from the trust fund and will 
not be available for any future distributions. 
 
 DISTRIBUTIONS OF INTEREST ON THE SECURITIES.  Each class of securities may earn interest at a 
different rate, which may be a fixed, variable or adjustable security interest rate.  The related prospectus supplement 
will specify the security interest rate for each class, or, in the case of a variable or adjustable security interest rate, 
the method for determining the security interest rate.  Unless otherwise specified in the related prospectus 
supplement, interest on the securities will be calculated on the basis of a 360-day year consisting of twelve 30-day 
months. 
 
 With respect to each series of securities and each distribution date, the distribution in respect of interest on 
each security, other than principal only Strip Securities, will be equal to one month’s interest on the outstanding 
principal balance of the security immediately prior to the distribution date, at the applicable security interest rate, 
subject to the following.  As to each Strip Security with no or a nominal principal balance, the distributions in 
respect of interest on any distribution date will be on the basis of a notional amount and equal one month’s Stripped 
Interest.  Prior to the time interest is distributable on any class of Accrual Securities, interest accrued on that class 
will be added to the principal balance thereof on each distribution date.  Interest distributions on each security of a 
series will be reduced in the event of shortfalls in collections of interest resulting from prepayments on mortgage 
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loans, with that shortfall allocated among all of the securities of that series if specified in the related prospectus 
supplement unless the master servicer is obligated to cover the shortfalls from its own funds up to its servicing fee 
for the related Due Period.  With respect to each series of certificates or notes, the interest distributions payable will 
be referred to in the applicable prospectus supplement as the accrued certificate interest or accrued note interest, 
respectively.  See “Yield and Maturity Considerations” in this prospectus. 
 
 DISTRIBUTIONS OF PRINCIPAL OF THE SECURITIES.  The principal balance of a security, at any 
time, will equal the maximum amount that the holder will be entitled to receive in respect of principal out of the 
future cash flow on the mortgage assets and other assets included in the related trust fund.  The principal balance of 
each security offered hereby will be stated in the related prospectus supplement as the certificate principal balance 
with respect to a certificate and the note balance with respect to a note.  With respect to each security, distributions 
generally will be applied to undistributed accrued interest thereon, and thereafter to principal.  The outstanding 
principal balance of a security will be reduced to the extent of distributions of principal on that security, and, if and 
to the extent so provided on the related prospectus supplement, by the amount of any realized losses, allocated to 
that security.  The outstanding principal balance of a security may be increased by any deferred interest if so 
specified in the related prospectus supplement.  The initial aggregate principal balance of a series and each class of 
securities related to a series will be specified in the related prospectus supplement.  Distributions of principal will be 
made on each distribution date to the class or classes of securities entitled to principal until the principal balance of 
that class has been reduced to zero.  With respect to a Senior/Subordinate Series, distributions allocable to principal 
of a class of securities will be based on the percentage interest in the related trust fund evidenced by the class, which 
in turn will be based on the principal balance of that class as compared to the principal balance of all classes of 
securities of the series.  Distributions of principal of any class of securities will be made on a pro rata basis among 
all of the securities of the class.  Strip Securities with no principal balance will not receive distributions of principal. 
 
 ALLOCATION TO SECURITYHOLDERS OF LOSSES ON THE TRUST FUND ASSETS.  With respect 
to any defaulted mortgage loan that is finally liquidated, through foreclosure sale or otherwise, the amount of the 
realized loss incurred in connection with liquidation will equal the excess, if any, of the unpaid principal balance of 
the liquidated loan immediately prior to liquidation, over the aggregate amount of Liquidation Proceeds derived 
from liquidation remaining after application of the proceeds to unpaid accrued interest on the liquidated loan and to 
reimburse the master servicer or any sub-servicer for related unreimbursed advance and expenses.  With respect to 
mortgage loans the principal balances of which have been reduced in connection with bankruptcy proceedings, the 
amount of that reduction also will be treated as a realized loss.  As to any series of securities, other than a 
Senior/Subordinate Series, any realized loss not covered as described under “Description of Credit Support” will be 
allocated among all of the securities on a pro rata basis.  As to any Senior/Subordinate Series, realizes losses will be 
allocated first to the most subordinate class of securities as described below under “Description of Credit Support—
Subordination.” 
 
Advances by Master Servicer in Respect of Delinquencies on the Trust Fund Assets 

 With respect to any series of securities, the master servicer will advance, on or before each distribution 
date, its own funds, or funds held in the collection account that are not included in the available distribution amount 
for that distribution date, unless the master servicer, in good faith, determines that any advances made will not be 
reimbursable from proceeds subsequently recovered on the mortgage asset related to the advance.  The amount of 
each advance will be equal to the aggregate of payments of interest, net of related servicing fees and retained 
interest, that were due during the related Due Period and were delinquent on the related determination date.  The 
prospectus supplement for a series may also provide that the master servicer will advance, together with delinquent 
interest, the aggregate amount of principal payments that were due during the related Due Period and delinquent as 
of the determination date, subject to the same reimbursement determination, except that, with respect to balloon 
loans, the master servicer will not have to advance a delinquent balloon payment. 
 
 Advances are intended to maintain a regular flow of scheduled interest and principal payments to holders of 
the class or classes of securities entitled to payments, rather than to guarantee or insure against losses.  Advances of 
the master servicer’s funds will be reimbursable only out of related recoveries on the mortgage assets respecting 
which advances were made, including amounts received under any form of credit support; provided, however, that 
any advance will be reimbursable from any amounts in the distribution account to the extent that the master servicer 
shall determine that the advance is not ultimately recoverable from Related Proceeds.  If advances have been made 
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by the master servicer from excess funds in the distribution account, the master servicer will replace those funds in 
the distribution account on any future distribution date to the extent that funds in the distribution account on that 
distribution date are less than payments required to be made to securityholders on that date.  If so specified in the 
related prospectus supplement, the obligations of the master servicer to make advances may be secured by a cash 
advance reserve fund or a surety bond.  If applicable, information regarding the characteristics of, and the identity of 
any obligor on, any surety bond, will be set forth in the related prospectus supplement. 
 
 Advances in respect of delinquencies will not be made in connection with home equity revolving credit 
loans, except as otherwise provided in the related prospectus supplement.  In the case of home equity revolving 
credit loans, the master servicer or servicer is required to advance funds to cover any draws made on a home equity 
revolving credit loan, subject to reimbursement by the entity specified in the accompanying prospectus supplement, 
provided that as specified in the accompanying prospectus supplement during any revolving period associated with 
the related series of securities, draws may be covered first from principal collections on the other loans in the 
mortgage pool. 
 
Form of Reports to Securityholders 

 With each distribution to holders of any class of securities of a series, the master servicer or the trustee, will 
forward or cause to be forwarded to each securityholder, to the depositor and to those other parties as may be 
specified in the related servicing agreement, a statement setting forth the following as of the distribution date: 
 
  (1) the amount of the distribution to holders of securities of that class applied to reduce the 

principal balance of the securities; 
 
  (2) the amount of the distribution to holders of securities of that class allocable to interest; 
 
  (3) the amount of related administration or servicing compensation received by the trustee or 

the master servicer and any sub-servicer and any other customary information as the master servicer deems 
necessary or desirable, or that a securityholder reasonably requests, to enable securityholders to prepare 
their tax returns; 

 
  (4) if applicable, the aggregate amount of advances included in the distribution, and the 

aggregate amount of unreimbursed advances at the close of business on that distribution date; 
 
  (5) the aggregate principal balance of the mortgage loans at the close of business on that 

distribution date; 
 
  (6) the number and aggregate principal balance of mortgage loans (a) delinquent one month, 

(b) delinquent two or more months, and (c) as to which foreclosure proceedings have been commenced; 
 
  (7) with respect to any mortgaged property acquired on behalf of securityholders through 

foreclosure or deed in lieu of foreclosure during the preceding calendar month, the principal balance of the 
related mortgage loan as of the close of business on the distribution date in that month; 

 
  (8) the aggregate principal balance of each class of securities (including any class of 

securities not offered hereby) at the close of business on that distribution date, separately identifying any 
reduction in the principal balance due to the allocation of any realized loss; 

 
  (9) the amount of any special hazard realized losses allocated to the securities, if any, at the 

close of business on that distribution date; 
 
  (10) the aggregate amount of principal prepayments made and realized losses incurred during 

the related Prepayment Period; 
 
  (11) the amount deposited in the reserve fund, if any, on that distribution date; 
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  (12) the amount remaining in the reserve fund, if any, as of the close of business on that 
distribution date; 

 
  (13) the aggregate unpaid accrued interest, if any, on each class of securities at the close of 

business on that distribution date;  
 
  (14) in the case of securities that accrue interest at the variable rate, the security interest rate 

applicable to that distribution date, as calculated in accordance with the method specified in the related 
prospectus supplement; and 

 
  (15) as to any series which includes credit support, the amount of coverage of each instrument 

of credit support included in the trust fund as of the close of business on that distribution date. 
 
 In the case of information furnished under subclauses (1)-(3) above, the amounts shall be expressed as a 
dollar amount per minimum denomination of securities or for other specified portion thereof.  With respect to each 
series of certificates or notes, securityholders will be referred to as the certificateholders or the noteholders, 
respectively. 
 
 Within a reasonable period of time after the end of each calendar year, the master servicer or the trustee, as 
provided in the related prospectus supplement, shall furnish to each person who at any time during the calendar year 
was a holder of a security a statement containing the information set forth in subclauses (1)-(3) above, aggregated 
for that calendar year or the applicable portion thereof during which that person was a securityholder.  The 
obligation of the master servicer or the trustee shall be deemed to have been satisfied to the extent that substantially 
comparable information shall be provided by the master servicer or the trustee in accordance with any requirements 
of the Code as are from time to time in force. 
 
Collection and Other Servicing Procedures Employed by the Master Servicer 

 The master servicer, directly or through sub-servicers, will make reasonable efforts to collect all scheduled 
payments under the mortgage loans and will follow or cause to be followed the collection procedures as it would 
follow with respect to mortgage assets that are comparable to the mortgage assets and held for its own account, 
provided these procedures are consistent with the related servicing agreement and any related insurance policy, 
bankruptcy bond, letter of credit or other insurance instrument described under “Description of Primary Insurance 
Policies” or “Description of Credit Support.”  Consistent with this servicing standard, the master servicer may, in its 
discretion, waive any late payment charge in respect of a late mortgage loan payment and, only upon determining 
that the coverage under any related insurance instrument will not be affected, extend or cause to be extended the due 
dates for payments due on a mortgage note for a period not greater than 180 days. 
 
 In instances in which a mortgage asset is in default, or if default is reasonably foreseeable, and if 
determined by the master servicer to be in the best interests of the related securityholders, the master servicer may 
permit modifications of the mortgage asset rather than proceeding with foreclosure.  In making that determination, 
the estimated realized loss that might result if the mortgage asset were liquidated would be taken into account.  
Modifications may have the effect of reducing the interest rate on the mortgage asset, forgiving the payment of 
principal or interest or extending the final maturity date of the mortgage asset.  Any modified mortgage asset may 
remain in the related trust fund, and the reduction in collections resulting from the modification may result in 
reduced distributions of interest, or other amounts, on, or may extend the final maturity of, one or more classes of 
the related securities. 
 
 In connection with any significant partial prepayment of a mortgage asset, the master servicer, to the extent 
not inconsistent with the terms of the mortgage note and local law and practice, may permit the mortgage asset to be 
reamortized so that the monthly payment is recalculated as an amount that will fully amortize the remaining 
principal amount of the mortgage asset by the original maturity date based on the original interest rate.  
Reamortization will not be permitted if it would constitute a modification of the mortgage asset for federal income 
tax purposes. 
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 In any case in which property securing a mortgage asset, other than an ARM Loan, multifamily loan or 
commercial loan, has been, or is about to be, conveyed by the borrower, or in any case in which property securing a 
multifamily loan or commercial loan has been, or is about to be, encumbered by the borrower, the master servicer 
will exercise or cause to be exercised on behalf of the related trust fund the lender’s rights to accelerate the maturity 
of the mortgage asset under any due-on-sale or due-on-encumbrance clause applicable to that mortgage asset.  The 
master servicer will only exercise these rights only if the exercise of any these rights is permitted by applicable law 
and will not impair or threaten to impair any recovery under any related insurance instrument.  If these conditions 
are not met or if the master servicer reasonably believes it is unable under applicable law to enforce a due-on-sale or 
due-on-encumbrance clause, the master servicer will enter into or cause to be entered into an assumption and 
modification agreement with the person to whom the property has been or is about to be conveyed or encumbered, 
under which that person becomes liable under the mortgage note, cooperative note, manufactured housing contract 
or home improvement contract and, to the extent permitted by applicable law, the borrower remains liable thereon.  
The original mortgagor may be released from liability on a mortgage as set if the master servicer shall have 
determined in good faith that a release will not adversely affect the collectability of the mortgage asset.  An ARM 
Loan may be assumed if the ARM Loan is by its terms assumable and if, in the reasonable judgment of the master 
servicer, the proposed transferee of the related mortgaged property establishes its ability to repay the loan and the 
security for the ARM Loan would not be impaired by the assumption.  If a mortgagor transfers the mortgaged 
property subject to an ARM Loan without consent, that ARM Loan may be declared due and payable.  Any fee 
collected by or on behalf of the master servicer for entering into an assumption agreement will be retained by or on 
behalf of the master servicer as additional servicing compensation.  In connection with any assumption, the terms of 
the related mortgage asset may not be changed except in the instance where an assumption is related to a defaulted 
cure.  See “Legal Aspects of Mortgage Assets —Enforceability of Provisions.” 
 
 In the case of multifamily loans, commercial loans or mixed-use loans, a mortgagor’s failure to make 
scheduled payments may mean that operating income is insufficient to service the mortgage debt, or may reflect the 
diversion of that income from the servicing of the mortgage debt.  In addition, a mortgagor under a multifamily loan, 
commercial loan or mixed-use loan that is unable to make scheduled payments may also be unable to make timely 
payment of all required taxes and otherwise to maintain and insure the related mortgaged property.  In general, the 
master servicer will be required to monitor any multifamily loan, commercial loan or mixed-use loan that is in 
default, evaluate whether the causes of the default can be corrected over a reasonable period without significant 
impairment of the value of the related mortgaged property, initiate corrective action in cooperation with the 
mortgagor if cure is likely, inspect the related mortgaged property and take such other actions as are consistent with 
the related servicing agreement.  A significant period of time may elapse before the master servicer is able to assess 
the success of any such corrective action or the need for additional initiatives.  The time within which the master 
servicer can make the initial determination of appropriate action, evaluate the success of corrective action, develop 
additional initiatives, institute foreclosure proceedings and actually foreclose (or accept a deed to a mortgaged 
property in lieu of foreclosure) on behalf of the securityholders of the related series may vary considerably 
depending on the particular multifamily loan, commercial loan or mixed-use loan, the mortgaged property, the 
mortgagor, the presence of an acceptable party to assume the multifamily loan, commercial loan or mixed-use loan 
and the laws of the jurisdiction in which the mortgaged property is located. 
 
 If a mortgagor files a bankruptcy petition, the master servicer may not be permitted to accelerate the 
maturity of the related mortgage asset or to foreclose on the mortgaged property for a considerable period of time.  
See “Legal Aspects of Mortgage Assets.” 
 
Description of Sub-Servicing 

 Any master servicer may delegate its servicing obligations in respect of the mortgage assets to third-party 
servicers, but the master servicer will remain obligated under the related servicing agreement.  Each sub-servicer 
will be required to perform the customary functions of a servicer of comparable assets, including: 
 
 • collecting payments from borrowers and remitting the collections to the master servicer, 
 
 • maintaining primary hazard insurance as described in this prospectus and in any related prospectus 

supplement, 
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 • filing and settling claims under primary hazard insurance policies, which may be subject to the 

right of the master servicer to approve in advance any settlement, 
 
 • maintaining escrow or impoundment accounts of borrowers for payment of taxes, insurance and 

other items required to be paid by any borrower in accordance with the mortgage asset, 
 
 • processing assumptions or substitutions where a due-on-sale clause is not exercised, 
 
 • attempting to cure delinquencies, 
 
 • supervising foreclosures or repossessions, 
 
 • inspecting and managing mortgaged properties, if applicable, and 
 
 • maintaining accounting records relating to the mortgage assets. 
 
 The master servicer will be responsible for filing and settling claims in respect of mortgage assets in a 
particular mortgage pool under any applicable mortgage pool insurance policy, bankruptcy bond, special hazard 
insurance policy or letter of credit.  See “Description of Credit Support.” 
 
 The sub-servicing agreement between any master servicer and a sub-servicer will be consistent with the 
terms of the related servicing agreement and will not result in a withdrawal or downgrading of any class of securities 
issued in accordance with the related agreement.  With respect to those mortgage assets serviced by the master 
servicer through a sub-servicer, the master servicer will remain liable for its servicing obligations under the related 
policy and servicing agreement or servicing agreement as if the master servicer alone were servicing those mortgage 
assets.  Although each sub-servicing agreement will be a contract solely between the master servicer and the 
sub-servicer, the agreement under which a series of securities is issued will provide that, if for any reason the master 
servicer for the series of securities is no longer acting in a servicing capacity, the trustee or any successor master 
servicer must recognize the sub-servicer’s rights and obligations under the sub-servicing agreement. 
 
 The master servicer will be solely liable for all fees owed by it to any sub-servicer, irrespective of whether 
the master servicer’s compensation under the related agreement is sufficient to pay the fees.  However, a sub-
servicer may be entitled to a retained interest in mortgage assets.  Each sub-servicer will be reimbursed by the 
master servicer for expenditures which it makes, generally to the same extent the master servicer would be 
reimbursed under the related servicing agreement.  See “Description of the Securities—Retained Interest; Servicing 
or Administration Compensation and Payment of Expenses.” 
 
 The master servicer may require any sub-servicer to agree to indemnify the master servicer for any liability 
or obligation sustained by the master servicer in connection with any act or failure to act by the sub-servicer in its 
servicing capacity.  Each sub-servicer is required to maintain a fidelity bond and an errors and omissions policy with 
respect to its officers, employees and other persons acting on its behalf or on behalf of the master servicer. 
 
Procedures for Realization Upon Defaulted Mortgage Assets 

 The master servicer will be required to foreclose upon or otherwis e take title in the name of the trustee, on 
behalf of the securityholders, of mortgaged properties relating to defaulted mortgage assets to which no satisfactory 
arrangements can be made for collection of delinquent payments, but the master servicer will not be required to 
foreclose if it determines that foreclosure would not be in the best interests of the securityholders or the provider of 
credit support, if any. 
 
 In addition, unless otherwise specified in the related prospectus supplement, the master servicer may not 
acquire title to any multifamily property or commercial property securing a mortgage loan or take any other action 
that would cause the related trustee, for the benefit of securityholders of the related series, or any other specified 
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person to be considered to hold title to, to be a “mortgagee-in-possession” of, or to be an “owner” or an “operator” 
of such mortgaged property within the meaning of federal environmental laws, unless the master servicer has 
previously determined, based on a report prepared by a person who regularly conducts environmental audits (which 
report will be an expense of the trust fund), that either: 
 
  (1) the mortgaged property is in compliance with applicable environmental laws and 

regulations or, if not, that taking actions as are necessary to bring the mortgaged property into compliance 
with these laws is reasonably likely to produce a greater recovery on a present value basis than not taking 
those actions; and 

 
  (2) there are no circumstances or conditions present at the mortgaged property that have 

resulted in any contamination for which investigation, testing, monitoring, containment, clean-up or 
remediation could be required under any applicable environmental laws and regulations or, if those 
circumstances or conditions are present for which any such action could be required, taking those actions 
with respect to the mortgaged property is reasonably likely to produce a greater recovery on a present value 
basis than not taking those actions.  See “Legal Aspects of Mortgage Assets —Environmental Legislation.” 

 
 As servicer of the mortgage loans, the master servicer, on behalf of itself, the trustee and the 
securityholders, will present claims to the insurer under each insurance instrument, and will take reasonable steps as 
are necessary to receive payment or to permit recovery thereunder with respect to defaulted mortgage assets.  As set 
forth above under “—Collection and Other Servicing Procedures Employed by the Master Servicer,” all collections 
by or on behalf of the master servicer under any insurance instrument, other than amounts to be applied to the 
restoration of a mortgaged property or released to the mortgagor, are to be deposited in the distribution account for 
the related trust fund, subject to withdrawal as previously described.  The master servicer or its designee will not 
receive payment under any letter of credit included as an insurance instrument with respect to a defaulted mortgage 
asset unless all Liquidation Proceeds and Insurance Proceeds which it deems to be finally recoverable have been 
realized; however, the master servicer will be entitled to reimbursement for any unreimbursed advances and 
reimbursable expenses thereunder. 
 
 If any property securing a defaulted mortgage asset is damaged and proceeds, if any, from the related 
hazard insurance policy or special hazard insurance policy are insufficient to restore the damaged property to a 
condition sufficient to permit recovery under the related credit insurance instrument, if any, the master servicer is 
not required to expend its own funds to restore the damaged property unless it determines (a) that the restoration will 
increase the proceeds to securityholders on liquidation of the mortgage loan after reimbursement of the master 
servicer for its expenses and (b) that its expenses will be recoverable by it from related Insurance Proceeds or 
Liquidation Proceeds. 
 
 If recovery on a defaulted mortgage asset under any related credit insurance instrument is not available for 
the reasons set forth in the preceding paragraph, the master servicer nevertheless will be obligated to follow or cause 
to be followed the normal practices and procedures as it deems necessary or advisable to realize upon the defaulted 
mortgage asset.  If the proceeds of any liquidation of the property securing the defaulted mortgage loan are less than 
the outstanding principal balance of the defaulted mortgage loan plus interest accrued thereon at the interest rate plus 
the aggregate amount of expenses incurred by the master servicer in connection with those proceedings and which 
are reimbursable under the servicing agreement, the trust fund will realize a loss in the amount of the difference.  
The master servicer will be entitled to withdraw or cause to be withdrawn from the collection or distribution account 
out of the Liquidation Proceeds recovered on any defaulted mortgage asset, prior to the distribution of any 
Liquidation Proceeds to securityholders, amounts representing its normal servicing compensation on the mortgage 
loan, unreimbursed servicing expenses incurred with respect to the mortgage asset and any unreimbursed advances 
of delinquent monthly payments made with respect to the mortgage loan. 
 
 If the master servicer or its designee recovers Insurance Proceeds with respect to any defaulted mortgage 
loan, the master servicer will be entitled to withdraw or cause to be withdrawn from the collection account or 
distribution account out of Insurance Proceeds, prior to distribution of that amount to securityholders, amounts 
representing its normal servicing compensation on that mortgage loan, unreimbursed servicing expenses incurred 
with respect to the mortgage loan and any unreimbursed advances of delinquent monthly payments made with 
respect to the mortgage loan.  In the event that the master servicer has expended its own funds to restore damaged 
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property and those funds have not been reimbursed under any insurance instrument, it will be entitled to withdraw 
from the collection account out of related Liquidation Proceeds or Insurance Proceeds an amount equal to the 
expenses incurred by it, in which event the trust fund may realize a loss up to the amount so charged.  Because 
Insurance Proceeds cannot exceed deficiency claims and expenses incurred by the master servicer, no payment or 
recovery will result in a recovery to the trust fund which exceeds the principal balance of the defaulted mortgage 
asset together with accrued interest thereon at the interest rate net of servicing fees and the retained interest, if any.  
In addition, when property securing a defaulted mortgage asset can be resold for an amount exceeding the 
outstanding principal balance of the related mortgage asset together with accrued interest and expenses, it may be 
expected that, if retention of any amount is legally permissible, the insurer will exercise its right under any related 
mortgage pool insurance policy to purchase the property and realize for itself any excess proceeds.  See “Description 
of Primary Insurance Policies” and “Description of Credit Support.” 
 
 With respect to collateral securing a cooperative loan, any prospective purchaser will generally have to 
obtain the approval of the board of directors of the relevant cooperative before purchasing the shares and acquiring 
rights under the proprietary lease or occupancy agreement securing the cooperative loan.  This approval is usually 
based on the purchaser’s income and net worth and numerous other factors.  The necessity of acquiring board 
approval could limit the number of potential purchasers for those shares and otherwise limit the master servicer’s 
ability to sell, and realize the value of, those shares.  See “Legal Aspects of Mortgage Assets —Foreclosure on 
Cooperative Shares.” 
 
 Realization on defaulted contracts may be accomplished through repossession and subsequent resale of the 
underlying manufactured home or home improvement.  With respect to a defaulted home improvement contract, the 
master servicer will decide whether to foreclose upon the mortgaged property or write off the principal balance of 
such home improvement contract as a bad debt or take an unsecured note.  In doing so, the master servicer will 
estimate the expected proceeds and expenses to determine whether a foreclosure proceeding or a repossession and 
resale is appropriate.  If a home improvement contract secured by a lien on a mortgaged property is junior to another 
lien on the related mortgaged property, following any default thereon, unless foreclosure proceeds for such home 
improvement contract are expected to at least satisfy the related senior mortgage loan in full and to pay foreclosure 
costs, it is likely that such home improvement contract will be written off as bad debt with no foreclosure 
proceeding. 
 
Retained Interest; Servicing or Administration Compensation and Payment of Expenses 

 The prospectus supplement for a series of securities will specify whether there will be any retained interest 
from the trust fund assets.  A retained interest in a trust fund asset represents a specified portion of the interest 
payable thereon.  The retained interest will be deducted from borrower payments as received and will not be part of 
the related trust fund.  Any partial recovery of interest on a mortgage asset, after deduction of all applicable 
servicing fees, will be allocated between retained interest, if any, and interest at the interest rate on the mortgage 
loan, net of the rate at which the retained interest is calculated, on a pari passu basis. 
 
 The master servicer’s primary compensation with respect to a series of securities will come from the 
monthly payment to it of an amount equal to one-twelfth of the servicing fee rate specified in the related prospectus 
supplement times the scheduled principal balance of the trust fund asset.  Since any retained interest and the master 
servicer’s primary compensation are percentages of the scheduled principal balance of each trust fund asset, these 
amounts will decrease in accordance with the amortization schedule of the trust fund assets.  As additional 
compensation in connection with a series of securities relating to mortgage loans, the master servicer or the sub-
servicers will retain all assumption fees, late payment charges and, unless otherwise stated in the prospectus 
supplement, prepayment charges, to the extent collected from mortgagors.  Any interest or other income which may 
be earned on funds held in the collection account, distribution account, sub-servicing account or any other account 
created under the related servicing agreement may be paid as additional compensation to the master servicer or the 
sub-servicers, as the case may be.  Any sub-servicer will receive a portion of the master servicer’s primary 
compensation as its sub-servicing compensation. 
 
 In addition to amounts payable to any sub-servicer, the master servicer may pay from its servicing 
compensation expenses incurred in connection with its servicing of the mortgage loans, including, without 
limitation, payment of the fees and disbursements of the trustee and independent accountants, payment of expenses 
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incurred in connection with distributions and reports to securityholders, and other expenses, as described in the 
related prospectus supplement. 
 
 The master servicer is entitled to reimbursement for expenses incurred by it in connection with the 
liquidation of defaulted mortgage assets, including expenditures incurred by it in connection with the restoration of 
mortgaged properties, the right of reimbursement being prior to the rights of securityholders to receive any related 
Liquidation Proceeds.  The master servicer is als o entitled to reimbursement from the collection account for 
advances and expenses. 
 
Annual Evidence as to the Compliance of the Master Servicer 

 Each servicing agreement with respect to a series of securities will provide that, on or before a specified 
date in each year, the first date being at least six months after the related cut-off date, a firm of independent public 
accountants will furnish a statement to the trustee to the effect that, on the basis of the examination by the firm 
conducted substantially in compliance with either the Uniform Single Attestation Program for Mortgage Bankers or 
the Audit Program for Mortgages serviced for Freddie Mac, the servicing by or on behalf of the master servicer of 
mortgage assets under servicing agreements substantially similar to each other, including the related servicing 
agreement, was conducted in compliance with the terms of those agreements except for any significant exceptions or 
errors in records that, in the opinion of the firm, either the Audit Program for Mortgages serviced for Freddie Mac, 
or paragraph 4 of the Uniform Single Attestation Program for Mortgage Bankers, requires it to report.  In rendering 
its statement the accounting firm may rely, as to matters relating to the direct servicing of mortgage assets by sub-
servicers, upon comparable statements for examinations conducted substantially in compliance with the Uniform 
Single Attestation Program for Mortgage Bankers or the Audit Program for Mortgages serviced for Freddie Mac, 
rendered within one year of the statement, of firms of independent public accountants with respect to the related sub-
servicer. 
 
 Each servicing agreement will also provide for delivery to the trustee, on or before a specified date in each 
year, of an annual statement signed by an officer of the master servicer to the effect that the master servicer has 
fulfilled its obligations under the related agreement throughout the preceding year. 
 
 Copies of the annual accountants’ statement and the officer’s statement of the master servicer may be 
obtained by securityholders without charge upon written request to the master servicer at the address set forth in the 
related prospectus supplement. 
 
Matters Regarding the Master Servicer and the Depositor 

 The master servicer under each servicing agreement will be named in the related prospectus supplement.  
The entity serving as master servicer may be an affiliate of the depositor and may have other normal business 
relationships with the depositor or the depositor’s affiliates. 
 
 Each servicing agreement will provide that the master servicer may resign from its obligations and duties 
under the related agreement only if its resignation, and the appointment of a successor, will not result in a 
downgrading of any class of securities or upon a determination that its duties under the related agreement are no 
longer permissible under applicable law.  No resignation will become effective until the trustee or a successor 
servicer has assumed the master servicer’s obligations and duties under the related agreement. 
 
 Each servicing agreement will further provide that neither the master servicer, the depositor nor any 
director, officer, employee, or agent of the master servicer or the depositor will be under any liability to the related 
trust fund or securityholders for any action taken, or for refraining from the taking of any action, in good faith under 
the related agreement, or for errors in judgment; provided, however, that neither the master servicer, the depositor 
nor any such person will be protected against any liability which would otherwise be imposed by reason of willful 
misfeasance, bad faith or gross negligence in the performance of duties thereunder or by reason of reckless disregard 
of obligations and duties thereunder.  Each servicing agreement will further provide that the master servicer, the 
depositor and any director, officer, employee or agent of the master servicer or the depositor will be entitled to 
indemnification by the related trust fund and will be held harmless against any loss, liability or expense incurred in 
connection with any legal action relating to the related agreement or the securities, other than any loss, liability or 
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expense that is related to any specific mortgage loan or mortgage loans, unless that loss, liability or expense is 
otherwise reimbursable under the related agreement, and other than any loss, liability or expense incurred by reason 
of willful misfeasance, bad faith or gross negligence in the performance of duties thereunder or by reason of reckless 
disregard of obligations and duties thereunder.  In addition, each servicing agreement will provide that neither the 
master servicer nor the depositor will be under any obligation to appear in, prosecute or defend any legal action 
which is not incidental to its respective responsibilities under the related agreement and which in its opinion may 
involve it in any expense or liability.  The master servicer or the depositor may, however, in its discretion undertake 
any action which it may deem necessary or desirable with respect to the related agreement and the rights and duties 
of the parties and the interests of the securityholders.  In that event, the legal expenses and costs of the action and 
any resulting liability will be expenses, costs and liabilities of the securityholders, and the master servicer or the 
depositor, as the case may be, will be entitled to be reimbursed and to charge the trust fund for the reimbursement.  
Distributions to securityholders will be reduced to pay for the reimbursement as set forth in the related prospectus 
supplement and servicing agreement. 
 
 Any person into which the master servicer may be merged or consolidated, or any person resulting from 
any merger or consolidation to which the master servicer is a party, or any person succeeding to the business of the 
master servicer, will be the successor of the master servicer under each agreement, so long as that person is qualified 
to sell mortgage loans to, and service mortgage loans on behalf of, Fannie Mae or Freddie Mac. 
 
Events of Defaul t Under the Governing Agreement and Rights Upon Events Of Default 

 Pooling and Servicing Agreement 
 
 Events of default under each pooling and servicing agreement will include each of the following unless 
otherwise stated in the related prospectus supplement: 
 
 • any failure by the master servicer to distribute or cause to be distributed to securityholders, or to 

remit to the trustee for distribution to securityholders, any required payment that continues 
unremedied for a specified number of business days after the giving of written notice of the failure 
to the master servicer by the trustee or the depositor, or to the master servicer, the depositor and 
the trustee by the holders of certificates evidencing not less than 25% of the voting rights; 

 
 • any failure by the master servicer duly to observe or perform in any material respect any of its 

other covenants or obligations under the agreement which continues unremedied for a specified 
number of days after the giving of written notice of the failure to the master servicer by the trustee 
or the depositor, or to the master servicer, the depositor and the trustee by the holders of 
certificates evidencing not less than 25% of the voting rights; and 

 
 • events of insolvency, readjustment of debt, marshalling of assets and liabilities or similar 

proceedings and actions by or on behalf of the master servicer indicating its insolvency or inability 
to pay its obligations. 

 
 So long as an event of default under a pooling and servicing agreement remains unremedied, the depositor 
or the trustee may, unless otherwise provided in the related prospectus supplement, and at the direction of holders of 
certificates evidencing not less than 51% of the voting rights, the trustee shall, terminate all of the rights and 
obligations of the master servicer under the pooling and servicing agreement relating to the trust fund and in and to 
the mortgage assets, other than any retained interest of the master servicer, whereupon the trustee will succeed to all 
of the responsibilities, duties and liabilities of the master servicer under the agreement and will be entitled to similar 
compensation arrangements.  If the trustee is prohibited by law from obligating itself to make advances regarding 
delinquent mortgage assets, then the trustee will not be so obligated. 
 
 If the trustee is unwilling or unable so to act, it may or, at the written request of the holders of certificates 
entitled to at least 51% of the voting rights, it shall appoint, or petition a court of competent jurisdiction for the 
appointment of, a loan servicing institution acceptable to the rating agency with a minimum net worth at the time of 
the appointment as is set forth in the pooling and servicing agreement, to act as successor to the master servicer 
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under the agreement.  Pending the appointment of a successor, the trustee is obligated to act in the capacity of 
master servicer.  The trustee and any successor master servicer may agree upon the servicing compensation to be 
paid, which in no event may be greater than the compensation payable to the master servicer under the related 
agreement. 
 
 No certificateholder will have the right under any pooling and servicing agreement to institute any 
proceeding under the agreement unless: 
 
 • the certificateholder previously has given to the trustee written notice of default, 
 
 • the holders of certificates evidencing not less than 25% of the voting rights have made written 

request upon the trustee to institute the proceeding in its own name as trustee thereunder, 
 
 • have offered to the trustee reasonable indemnity, and 
 
 • the trustee for fifteen days has neglected or refused to institute a proceeding.  The trustee, 

however, is under no obligation to exercise any of the trusts or powers vested in it by any pooling 
and servicing agreement or to make any investigation of matters arising thereunder or to institute, 
conduct or defend any litigation at the request, order or direction of any of the holders of 
certificates covered by the agreement, unless the certificateholders have offered to the trustee 
reasonable security or indemnity against the costs, expenses and liabilities which may be incurred. 

 
 Servicing Agreement 
 
 A servicing default under the related servicing agreement will include each of the following unless 
otherwise provided in the related prospectus supplement: 
 
 • any failure by the master servicer to make a required deposit to the collection account or, if the 

master servicer is so required, to distribute to the holders of any class of notes or equity certificates 
of the series any required payment which continues unremedied for a specified number of business 
days after the giving of written notice of the failure to the master servicer by the trustee or the 
issuer;  

 
 • any failure by the master servicer duly to observe or perform in any material respect any other of 

its covenants or agreements in the servicing agreement with respect to the series of notes which 
continues unremedied for a specified number of days after the giving of written notice of the 
failure to the master servicer by the trustee or the issuer;  

 
 • events of insolvency, readjustment of debt, marshalling of assets and liabilities or similar 

proceedings regarding the master servicer and actions by the master servicer indicating its 
insolvency or inability to pay its obligations and 

 
 • any other servicing default as set forth in the servicing agreement. 
 
 So long as a servicing default remains unremedied, either the depositor or the trustee may, by written 
notification to the master servicer and to the issuer or the trustee or trust fund, as applicable, terminate all of the 
rights and obligations of the master servicer under the servicing agreement, other than any right of the master 
servicer as noteholder or as holder of the equity certificates and other than the right to receive servicing 
compensation and expenses for servicing the mortgage loans during any period prior to the date of the termination.  
Upon termination of the master servicer the trustee will succeed to all responsibilities, duties and liabilities of the 
master servicer under the servicing agreement, other than the obligation to repurchase mortgage loans, and will be 
entitled to similar compensation arrangements.  If the trustee would be obligated to succeed the master servicer but 
is unwilling to so act, it may appoint, or if it is unable to so act, it shall appoint, or petition a court of competent 
jurisdiction for the appointment of an approved mortgage servicing institution with a net worth of at least 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 240 of 317



 

45 

$1,000,000 to act as successor to the master servicer under the servicing agreement.  Pending the appointment of a 
successor, the trustee is obligated to act in the capacity of master servicer.  The trustee and the successor may agree 
upon the servicing compensation to be paid, which in no event may be greater than the compensation to the initial 
master servicer under the servicing agreement. 
 
 Indenture 
 
 An event of default under the indenture will include each of the following unless otherwise provided in the 
related prospectus supplement: 
 
 • a default for a specified number of days or more in the payment of any principal of or interest on 

any note of the series; 
 
 • failure to perform any other covenant of the depositor or the trust fund in the indenture which 

continues for a specified number of days after notice of failure is given in accordance with the 
procedures described in the related prospectus supplement; 

 
 • any representation or warranty made by the depositor or the trust fund in the indenture or in any 

related certificate or other writing having been incorrect in a material respect as of the time made, 
and the breach is not cured within a specified number of days after notice of breach is given in 
accordance with the procedures described in the related prospectus supplement; 

 
 • events of bankruptcy, insolvency, receivership or liquidation of the depositor or the issuer; or 
 
 • any other event of default provided with respect to notes of that series. 
 
 If an event of default with respect to the notes of any series occurs and is continuing, the trustee or the 
holders of a majority of the then aggregate outstanding amount of the notes of the series may declare the principal 
amount, or, if the notes of that series are Accrual Securities, the portion of the principal amount as may be specified 
in the terms of that series, as provided in the related prospectus supplement, of all the notes of the series to be due 
and payable immediately.  That declaration may, under the circumstances set forth in the indenture, be rescinded and 
annulled by the holders of a majority in aggregate outstanding amount of the related notes. 
 
 If following an event of default with respect to any series of notes, the notes of the series have been 
declared to be due and payable, the trustee may, in its discretion, notwithstanding the acceleration, elect to maintain 
possession of the collateral securing the notes of the series and to continue to apply payments on the collateral as if 
there had been no declaration of acceleration if the collateral continues to provide sufficient funds for the payment 
of principal of and interest on the notes of the series as they would have become due if there had not been a 
declaration.  In addition, the trustee may not sell or otherwise liquidate the collateral securing the notes of a series 
following an event of default, unless 
 
 • the holders of 100% of the then aggregate outstanding amount of the notes of the series consent to 

the sale, 
 
 • the proceeds of the sale or liquidation are sufficient to pay in full the principal of and accrued 

interest, due and unpaid, on the outstanding notes of the series at the date of the sale, or 
 
 • the trustee determines that the collateral would not be sufficient on an ongoing basis to make all 

payments on the notes as the payments would have become due if the notes had not been declared 
due and payable, and the trustee obtains the consent of the holders of 66 2/3% of the then 
aggregate outstanding amount of the notes of the series. 

 
 If the trustee liquidates the collateral in connection with an event of default, the indenture may provide that 
the trustee will have a prior lien on the proceeds of any liquidation for unpaid fees and expenses.  As a result, upon 
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the occurrence of an event of default, the amount available for payments to the noteholders would be less than 
would otherwise be the case.  However, the trustee may not institute a proceeding for the enforcement of its lien 
except in connection with a proceeding for the enforcement of the lien of the indenture for the benefit of the 
noteholders after the occurrence of an event of default. 
 
 If the principal of the notes of a series is declared due and payable, the holders of those notes issued at a 
discount from par may be entitled to receive no more than an amount equal to the unpaid principal amount of the 
note less the amount of the discount that is unamortized. 
 
 No noteholder or holder of an equity certificate generally will have any right under an owner trust 
agreement or indenture to institute any proceeding with respect to the agreement unless: 
 
 • the holder previously has given to the trustee written notice of default and the default is 

continuing, 
 
 • the holders of notes or equity certificates of any class evidencing not less than 25% of the 

aggregate percentage interests constituting the class (1) have made written request upon the trustee 
to institute a proceeding in its own name as trustee thereunder and (2) have offered to the trustee 
reasonable indemnity, 

 
 • the trustee has neglected or refused to institute a proceeding for 60 days after receipt of the request 

and indemnity, and 
 
 • no direction inconsistent with the written request has been given to the trustee during the 60 day 

period by the holders of a majority of the note balances of the class.  However, the trustee will be 
under no obligation to exercise any of the trusts or powers vested in it by the applicable agreement 
or to institute, conduct or defend any litigation at the request, order or direction of any of the 
holders of notes or equity certificates covered by the agreement, unless the holders have offered to 
the trustee reasonable security or indemnity against the costs, expenses and liabilities which may 
be incurred therein or thereby. 

 
Amendment of the Governing Agreements 

 With respect to each series of certificates, each related pooling and servicing agreement or trust agreement 
may be amended by the depositor, the master servicer, and the trustee, upon consent of any credit support provider, 
without the consent of any of the holders of certificates covered by the agreement, to cure any ambiguity, to correct, 
modify or supplement any provision in the agreement, or to make any other provisions with respect to matters or 
questions arising under the agreement which are not inconsistent with the provisions of the agreement, provided that 
the action will not adversely affect in any material respect the interests of any holder of certificates covered by the 
agreement.  Each agreement may also be amended by the depositor, the master servicer, if any, and the trustee, with 
the consent of the holders of certificates evidencing not less than 66% of the voting rights, for any purpose, but no 
amendment may 
 
 • reduce in any manner the amount of or delay the timing of, payments received on trust fund assets 

which are required to be distributed on any certificate without the consent of the holder of the 
certificate, 

 
 • adversely affect in any material respect the interests of the holders of any class of certificates in a 

manner other than as described in the preceding bullet point, without the consent of the holders of 
certificates of that class evidencing not less than 66% of the aggregate voting rights of that class, 
or 
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 • reduce the percentage of voting rights required by the preceding bullet point for the consent to any 
amendment without the consent of the holders of all certificates covered by the agreement then 
outstanding. 

 
 However, with respect to any series of certificates as to which a REMIC election is to be made, the trustee 
will not consent to any amendment of the agreement unless it shall first have received an opinion of counsel to the 
effect that the amendment will not cause the trust fund to fail to qualify as a REMIC at any time that the related 
certificates are outstanding.  The voting rights evidenced by any certificate will be the portion of the voting rights of 
all of the certificates in the related series allocated in the manner described in the related prospectus supplement. 
 
 With respect to each series of notes, each related servicing agreement or indenture may be amended by the 
parties to the agreement without the consent of any of the holders of the notes covered by the agreement, to cure any 
ambiguity, to correct, modify or supplement any provision in the agreement, or to make any other provisions with 
respect to matters or questions arising under the agreement which are not inconsistent with the provisions of the 
agreement, provided that the action will not adversely affect in any material respect the interests of any holder of 
notes covered by the agreement.  Each agreement may also be amended by the parties to the agreement with the 
consent of the holders of notes evidencing not less than 66% of the voting rights, for any purpose, but that no 
amendment may 
 
 • reduce in any manner the amount of or delay the timing of, payments received on trust fund assets 

which are required to be distributed on any note without the consent of the holder of that note, 
 
 • adversely affect in any material respect the interests of the holders of any class of notes in a 

manner other than as described in the preceding bullet point, without the consent of the holders of 
notes of that class evidencing not less than 66% of the aggregate voting rights of that class, or 

 
 • reduce the percentage of voting rights required by the preceding bullet point for the consent to any 

amendment without the consent of the holders of all notes covered by the agreement then 
outstanding.  The voting rights evidenced by any note will be the portion of the voting rights of all 
of the notes in the related series allocated in the manner described in the related prospectus 
supplement. 

 
Termination of the Trust Fund and Disposition of Trust Fund Assets 

 The obligations created by the related agreements for each series of securities will terminate upon the 
payment to securityholders of that series of all amounts held in the distribution account or by the master servicer and 
required to be paid to them under the agreements following the earlier of 
 
 • the final payment or other liquidation of the last asset included in the related trust fund or the 

disposition of all underlying property subject to the trust fund assets acquired upon foreclosure of 
the trust fund assets, and 

 
 • the purchase of all of the assets of the trust fund by the party entitled to effect the termination, 

under the circumstances and in the manner set forth in the related prospectus supplement. 
 
 In no event, however, will the trust created by the related agreements continue beyond the date specified in 
the related agreement.  Written notice of termination of the related agreements will be given to each securityholder, 
and the final distribution will be made only upon surrender and cancellation of the securities at an office or agency 
appointed by the trustee which will be specified in the notice of termination. 
 
 Any purchase of assets of the trust fund in connection with a termination, will be made at the price set forth 
in the related prospectus supplement which in most cases will be equal to the lesser of: 
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 • the sum of (a) 100% of the stated principal balance of each mortgage asset as of the day of the 
purchase plus accrued interest thereon at the applicable interest rate net of the rates at which the 
servicing fee and the retained interest, if any, are calculated to the first day of the month following 
the purchase plus (b) the appraised value of any underlying property subject to the mortgage assets 
acquired for the benefit of securityholders, and 

 
 • the aggregate fair market value of all of the assets in the trust fund, as determined by the trustee, 

the master servicer, and, if different than both such persons, the person entitled to effect the 
termination, in each case taking into account accrued interest at the applicable interest rate net of 
the rates at which the retained interest, if any, are calculated to the first day of the month following 
the purchase. 

 
 The exercise of an optimal termination right will effect early retirement of the securities of that series, but 
the right of the person entitled to effect the termination is subject to the aggregate principal balance of the 
outstanding trust fund assets for the series at the time of purchase being less than the percentage of the aggregate 
principal balance of the trust fund assets at the cut-off date for that series specified in the related prospectus 
supplement, which percentage will be between 25% and 0%. 
 
 In addition to the repurchase of the assets in the related trust fund at the Clean-up Call, if so specified in the 
related prospectus supplement, a holder of a non-offered class of securities described in the preceding paragraph will 
have the right, solely at its discretion, to terminate the related trust fund on any distribution date after the 12th 
distribution date following the date of initial issuance of the related series of securities and until the date as the 
Clean-up Call becomes exercisable and thereby effect early retirement of the securities of the series.  Any call of this 
type will be of the entire trust fund at one time; multiple calls with respect to any series of securities will not be 
permitted.  If the call option is exercised, the Call Class must remit to the trustee a price equal to 100% of the 
principal balance of the securities offered hereby as of the day of the purchase plus accrued interest thereon at the 
applicable security interest rate during the related period on which interest accrues on the securities which the trustee 
will distribute to securityholders.  If funds to terminate are not deposited with the related trustee, the securities will 
remain outstanding.  There will not be any additional remedies available to securityholders.  In addition, in the case 
of a trust fund for which a REMIC election or elections have been made, an early termination will constitute a 
“qualified liquidation” under Section 860F of the Code.  In connection with a call by the Call Class, the final 
payment to the securityholders will be made upon surrender of the related securities to the trustee.  Once the 
securities have been surrendered and paid in full, there will not be any continuing liability from the securityholders 
or from the trust fund to securityholders. 
 
Optional Purchase by the Master Servicer of Defaulted Mortgage Loans 

 The master servicer under the related servicing agreement may have the option to purchase from the trust 
fund any mortgage asset 90 days or more delinquent at a purchase price generally equal to the outstanding principal 
balance of the delinquent mortgage asset as of the date of purchase, plus all accrued and unpaid interest on that 
principal balance. 
 
Duties of the Trustee 

 The trustee makes no representations as to the validity or sufficiency of any agreement, the securities or 
any mortgage loan or related document and is not accountable for the use or application by or on behalf of the 
master servicer of any funds paid to the master servicer or its designee in respect of the securities or the mortgage 
loans, or deposited into or withdrawn from the collection account or any other account by or on behalf of the master 
servicer.  If no event of default  has occurred and is continuing, the trustee is required to perform only those duties 
specifically required under the related agreement.  However, upon receipt of the various certificates, reports or other 
instruments required to be furnished to it, the trustee is required to examine the documents and to determine whether 
they conform to the requirements of the related agreement. 
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Description of the Trustee 

 The trustee or indenture trustee, each referred to as the trustee, under each pooling and servicing agreement, 
trust agreement or indenture will be named in the related prospectus supplement.  The owner trustee for each series 
of notes will be named in the related prospectus supplement.  The commercial bank, national banking association or 
trust company serving as trustee or owner trustee may have normal banking relationships with the depositor and its 
affiliates and with the master servicer and its affiliates. 
 

Description of Credit Support 

 For any series of securities, credit support may be provided with respect to one or more classes thereof or 
the related mortgage assets.  Credit support may be in the form of the subordination of one or more classes to other 
classes in a series of securities, letters of credit, insurance policies, surety bonds, guarantees, the establishment of 
one or more reserve funds, cross-collateralization, overcollateralization or another method of credit support 
described in the related prospectus supplement, or any combination of the foregoing.  If so provided in the related 
prospectus supplement, any form of credit support may be structured so as to be drawn upon by more than one series 
of securities. 
 
 The credit support provided for a series of securities will in most cases not provide protection against all 
risks of loss and will not guarantee repayment of the entire principal balance of the securities and interest thereon.  If 
losses or shortfalls occur that exceed the amount covered by credit support or that are not covered by credit support, 
securityholders will bear their allocable share of deficiencies.  Also, if a form of credit support covers more than one 
pool of mortgage assets in a trust fund or more than one series of securities, holders of securities evidencing interests 
in any of the covered pools or covered trusts  will be subject to the risk that the credit support will be exhausted by 
the claims of other covered pools or covered trusts prior to that covered pool or covered trust receiving any of its 
intended share of the coverage. 
 
 If credit support is provided with respect to one or more classes of securities of a series, or the related 
mortgage assets, the related prospectus supplement will include a description of 
 
 • the nature and amount of coverage under such credit support, 
 
 • any conditions to payment thereunder not otherwise described in this prospectus, 
 
 • the conditions under which the amount of coverage under the credit support may be reduced, 

terminated or replaced, and, 
 
 • the material provisions relating to the credit support. 
 
 Additionally, the related prospectus supplement will set forth certain information with respect to the credit 
support provider, including: 
 
 • a brief description of its principal business activities, 
 
 • its principal place of business, place of incorporation and the juris diction under which it is 

chartered or licensed to do business, 
 
 • if applicable, the identity of regulatory agencies that exercise primary jurisdiction over the conduct 

of its business, and 
 
 • its total assets and its stockholders’ or policyholders’ surplus, if applicable, as of the date specified 

in the prospectus supplement. 
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 A copy of the policy or agreement, as applicable, governing the applicable credit support will be filed with 
the Commission as an exhibit to a Current Report on Form 8-K to be filed within 15 days of issuance of the related 
series. 
 
Subordination 

 One or more classes of securities may be subordinate securities.  In the event of any realized losses on 
mortgage assets not in excess of the limitations described in the following paragraph, the rights of the subordinate 
securityholders to receive distributions with respect to the mortgage loans will be subordinate to the rights of the 
senior securityholders to the extent described in the related prospectus supplement. 
 
 All realized losses will be allocated to the subordinate securities of the related series, or, if the series 
includes more than one class of subordinate securities, to the outstanding class of subordinate securities having the 
first priority for allocation of realized losses and then to additional outstanding classes of subordinate securities, if 
any, until the principal balance of the applicable subordinate securities has been reduced to zero.  Any additional 
realized losses will be allocated to the senior securities or, if the series includes more than one class of senior 
securities, either on a pro rata basis among all of the senior securities in proportion to their respective outstanding 
principal balances or as otherwise provided in the related prospectus supplement.  However, with respect to realized 
losses that are attributable to physical damage to mortgaged properties of a type that is not covered by standard 
hazard insurance policies, the amount thereof that may be allocated to the subordinate securities of the related series 
may be limited to an amount specified in the related prospectus supplement.  If so, any realized losses of this type in 
excess of the amount allocable to the subordinate securities will be allocated among all outstanding classes of 
securities of the related series, on a pro rata basis in proportion to their respective outstanding principal balances, 
regardless of whether any subordinate securities remain outstanding, or as otherwise provided in the related 
prospectus supplement.  Any allocation of a realized loss to a security will be made by reducing the principal 
balance thereof as of the distribution date following the Prepayment Period in which the realized loss was incurred. 
 
 As set forth under “Description of the Securities—Distributions on the Securities—Distributions of 
Principal of the Securities,” the rights of holders of the various classes of securities of any series to receive 
distributions of principal and interest is determined by the aggregate principal balance of each class. 
 
 The principal balance of any security will be reduced by all amounts previously distributed on that security 
in respect of principal, and by any realized losses allocated to that security.  If there were no realized losses or 
prepayments of principal on any of the mortgage loans, the respective rights of the holders of securities of any series 
to future distributions would not change.  However, to the extent so provided in the related prospectus supplement, 
holders of senior securities may be entitled to receive a disproportionately larger amount of prepayments received, 
which will have the effect of accelerating the amortization of the senior securities and increasing the respective 
percentage interest in future distributions evidenced by the subordinate securities in the related trust fund, with a 
corresponding decrease in the senior percentage, as well as preserving the availability of the subordination provided 
by the subordinate securities.  In addition, as set forth in the paragraph above, realized losses  will be first allocated 
to subordinate securities by reduction of the principal balance thereof, which will have the effect of increasing the 
respective interest in future distributions evidenced by the senior securities in the related trust fund. 
 
 If so provided in the related prospectus supplement, amounts otherwise payable on any distribution date to 
holders of subordinate securities may be deposited into a reserve fund.  Amounts held in any reserve fund may be 
applied as described below under “—Reserve Fund” and in the related prospectus supplement. 
 
 With respect to any Senior/Subordinate Series, the terms and provisions of the subordination may vary 
from those described in the preceding paragraphs and any variation will be described in the related prospectus 
supplement. 
 
 If so provided in the related prospectus supplement, the credit support for the senior securities of a 
Senior/Subordinate Series may include, in addition to the subordination of the subordinate securities of the series 
and the establishment of a reserve fund, any of the other forms of credit support described in this prospectus 
supplement.  If any of the other forms of credit support described below is maintained solely for the benefit of the 
senior securities of a Senior/Subordinate Series, then that coverage described may be limited to the extent necessary 
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to make required distributions on the senior securities or as otherwise specified in the related prospectus supplement.  
If so provided in the related prospectus supplement, the obligor on any other forms of credit support maintained for 
the benefit of the senior securities of a Senior/Subordinate Series may be reimbursed for amounts paid thereunder 
out of amounts otherwise payable on the subordinate securities. 
 
Letter of Credit 

 As to any series of securities to be covered by a letter of credit, the issuer of the letter of credit will deliver 
to the trustee an irrevocable letter of credit.  The master servicer or trustee will exercise its best reasonable efforts to 
keep or cause to be kept the letter of credit in full force and effect, unless coverage thereunder has been exhausted 
through payment of claims.  The fees for the letter of credit will be paid as described in the related prospectus 
supplement. 
 
 The master servicer or the trustee will make or cause to be made draws on the letter of credit issuer under 
each letter of credit.  Subject to any differences as will be described in the related prospectus supplement, letters of 
credit may cover all or any of the following amounts, in each case up to a maximum amount set forth in the letter of 
credit: 
 
  (1) For any mortgage asset that became a liquidated asset during the related Prepayment 

Period, other than mortgage assets as to which amounts paid or payable under any related hazard insurance 
instrument, including the letter of credit as described in (2) below, are not sufficient either to restore the 
mortgaged property or to pay the outstanding principal balance of the mortgage asset plus accrued interest, 
an amount which, together with all Liquidation Proceeds, Insurance Proceeds, and other collections on the 
liquidated loan, net of amounts payable or reimbursable therefrom to the master servicer for related unpaid 
servicing fees and unreimbursed advances and servicing expenses, will equal the sum of (A) the unpaid 
principal balance of the liquidated asset, plus accrued interest at the applicable interest rate net of the rates 
at which the servicing fee and retained interest are calculated, plus (B) the amount of related servicing 
expenses, if any, not reimbursed to the master servicer from Liquidation Proceeds, Insurance Proceeds and 
other collections on the liquidation asset, which shall be paid to the master servicer;  

 
 (2) For each mortgage asset that is delinquent and as to which the mortgaged property has 
suffered damage, other than physical damage caused by hostile or warlike action in time of war or peace, 
by any weapons of war, by any insurrection or rebellion, or by any nuclear reaction or nuclear radiation or 
nuclear contamination whether controlled or uncontrolled, or by any action taken by any governmental 
authority in response to any of the foregoing, and for which any amounts paid or payable under the related 
primary hazard insurance policy or any special hazard insurance policy are not sufficient to pay either of 
the following amounts, an amount which, together with all Insurance Proceeds paid or payable under the 
related primary hazard insurance policy or any special hazard insurance policy, net, if the proceeds are not 
to be applied to restore the mortgaged property, of all amounts payable or reimbursable therefrom to the 
master servicer for related unpaid servicing fees and unreimbursed advances and servicing expenses, will 
be equal to the lesser of (A) the amount required to restore the mortgaged property and (B) the sum of (1) 
the unpaid principal balance of the mortgage asset plus accrued interest at the applicable interest rate net of 
the rates at which the servicing fees and retained interest, if any, are calculated, plus (2) the amount of 
related servicing expenses, if any, not reimbursed to the master servicer from Insurance Proceeds paid 
under the related primary hazard insurance policy or any special hazard insurance policy; and 

 
 (3) For any mortgage asset that has been subject to bankruptcy proceedings, the amount of 
any debt service reduction or the amount by which the principal balance of the mortgage asset has been 
reduced by the related bankruptcy court. 

 
 If the related prospectus supplement so provides, upon payment by the letter of credit issuer with respect to 
a liquidated asset, or a payment of the full amount owing on a mortgage asset as to which the mortgaged property 
has been damaged, as described in (2)(B) above, the liquidated asset will be removed from the related trust fund in 
accordance with the terms set forth in the related prospectus supplement and will no longer be subject to the 
agreement.  Unless otherwise provided in the related prospectus supplement, mortgage assets that have been subject 
to bankruptcy proceedings, or as to which payment under the letter of credit has been made for the purpose of 
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restoring the related mortgaged property, as described in (2)(A) above, will remain part of the related trust fund.  
The maximum dollar coverages provided under any letter of credit will each be reduced to the extent of related 
unreimbursed draws thereunder. 
 
 In the event that the issuer that has issued a letter of credit ceases to be duly organized, or its debt 
obligations are rated lower than the highest rating on any class of the securities on the date of issuance by the rating 
agency or agencies, the master servicer or trustee will use its best reasonable efforts to obtain or cause to be 
obtained, as to each letter of credit, a substitute letter of credit issued by an issuer that meets these requirements and 
providing the same coverage; provided, however, that, if the fees charged or collateral required by the successor 
issuer shall be more than the fees charged or collateral required by the predecessor issuer, each component of 
coverage thereunder may be reduced proportionately to a level as results in the fees and collateral being not more 
than the fees then charged and collateral then required by the predecessor issuer. 
 
Mortgage Pool Insurance Policy 

 As to any series of securities to be covered by a mortgage pool insurance policy with respect to any realized 
losses on liquidated loans, the master servicer will exercise its best reasonable efforts to maintain or cause to be 
maintained the mortgage pool insurance policy in full force and effect, unless coverage thereunder has been 
exhausted through payment of claims.  The premiums for each mortgage pool insurance policy will be paid as 
described in the related prospectus supplement. 
 
 The master servicer will present or cause to be presented claims to the insurer under each mortgage pool 
insurance policy.  Mortgage pool insurance policies, however, are not blanket policies against loss, since claims 
thereunder may be made only upon satisfaction of certain conditions, as described in the next paragraph and, if 
applicable, in the related prospectus supplement. 
 
 Mortgage pool insurance policies do not cover losses arising out of the matters excluded from coverage 
under the primary mortgage insurance policy, or losses due to a failure to pay or denial of a claim under a primary 
mortgage insurance policy, irrespective of the reason therefor. 
 
 Mortgage pool insurance policies in general provide that no claim may validly be presented thereunder with 
respect to a mortgage loan unless: 
 
 • an acceptable primary mortgage insurance policy, if the initial loan-to-value ratio of the mortgage 

loan exceeded 80%, has been kept in force until the loan-to-value ratio is reduced to 80%; 
 
 • premiums on the primary hazard insurance policy have been paid by the insured and real estate 

taxes and foreclosure, protection and preservation expenses have been advanced by or on behalf of 
the insured, as approved by the insurer;  

 
 • if there has been physical loss or damage to the mortgaged property, it has been restored to its 

physical condition at the time the mortgage loan became insured under the mortgage pool 
insurance policy, subject to reasonable wear and tear; and 

 
 • the insured has acquired good and merchantable title to the mortgaged property, free and clear of 

all liens and encumbrances, except permitted encumbrances, including any right of redemption by 
or on behalf of the mortgagor, and if required by the insurer, has sold the property with the 
approval of the insurer. 

 
 Assuming the satisfaction of these conditions, the insurer has the option to either (a) acquire the property 
securing the defaulted mortgage loan for a payment equal to the principal balance of the defaulted mortgage loan 
plus accrued and unpaid interest at the interest rate on the mortgage loan to the date of acquisition and expenses 
described above advanced by or on behalf of the insured, on condition that the insurer must be provided with good 
and merchantable title to the mortgaged property, unless the property has been conveyed under the terms of the 
applicable primary mortgage insurance policy, or (b) pay the amount by which the sum of the principal balance of 
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the defaulted mortgage loan and accrued and unpaid interest at the interest rate to the date of the payment of the 
claim and the expenses exceed the proceeds received from a sale of the mortgaged property which the insurer has 
approved.  In both (a) and (b), the amount of payment under a mortgage pool insurance policy will be reduced by the 
amount of the loss paid under the primary mortgage insurance policy. 
 
 Unless earlier directed by the insurer, a claim under a mortgage pool insurance policy must be filed (a) in 
the case when a primary mortgage insurance policy is in force, within a specified number of days (typically, 60 
days) after the claim for loss has been settled or paid thereunder, or after acquisition by the insured or a sale of the 
property approved by the insurer, whichever is later, or (b) in the case when a primary mortgage insurance policy is 
not in force, within a specified number of days (typically, 60 days) after acquisition by the insured or a sale of the 
property approved by the insurer.  A claim must be paid within a specified period (typically, 30 days) after the claim 
is made by the insured. 
 
 The amount of coverage under each mortgage pool insurance policy will generally be reduced over the life 
of the securities of any series by the aggregate dollar amount of claims paid less the aggregate of the net amounts 
realized by the insurer upon disposition of all acquired properties.  The amount of claims paid includes certain 
expenses incurred by the master servicer as well as accrued interest on delinquent mortgage loans to the date of 
payment of the claim.  Accordingly, if aggregate net claims paid under a mortgage pool insurance policy reach the 
applicable policy limit, coverage thereunder will be exhausted and any further losses will be borne by 
securityholders of the related series.  See “Legal Aspects of Mortgage Assets—Foreclosure on Mortgages” and “—
Repossession with Respect to Manufactured Housing Contracts.” 
 
 If an insurer under a mortgage pool insurance policy ceases to be a private mortgage guaranty insurance 
company duly qualified as such under applicable laws and approved as an insurer by Freddie Mac or Fannie Mae 
and having a claims -paying ability acceptable to the rating agency or agencies, the master servicer will use its best 
reasonable efforts to obtain or cause to be obtained from another qualified insurer a replacement insurance policy 
comparable to the mortgage pool insurance policy with a total coverage equal to the then outstanding coverage of 
the mortgage pool insurance policy; provided, however, that if the cost of the replacement policy is greater than the 
cost of the original mortgage pool insurance policy, the coverage of the replacement policy may be reduced to the 
level that its premium rate does not exceed the premium rate on the original mortgage pool insurance policy.  
However, if the insurer ceases to be a qualified insurer solely because it ceases to be approved as an insurer by 
Freddie Mac or Fannie Mae, the master servicer will review, or cause to be reviewed, the financial condition of the 
insurer with a view towards determining whether recoveries under the mortgage pool insurance policy are 
jeopardized for reasons related to the financial condition of the insurer.  If the master servicer determines that 
recoveries are so jeopardized, it will exercise its best reasonable efforts to obtain from another qualified insurer a 
replacement policy, subject to the same cost limitation. 
 
 Because each mortgage pool insurance policy will require that the property subject to a defaulted mortgage 
loan be restored to its original condition prior to claiming against the insurer, the policy will not provide coverage 
against hazard losses.  As set forth in the immediately following paragraph, the primary hazard insurance policies 
covering the mortgage loans typically exclude from coverage physical damage resulting from a number of causes 
and, even when the damage is covered, may afford recoveries that are significantly less than the full replacement 
cost of the losses.  Further, a special hazard insurance policy, or a letter of credit that covers special hazard realized 
losses, will not cover all risks, and the coverage thereunder will be limited in amount.  These hazard risks will, as a 
result, be uninsured and will therefore be borne by securityholders. 
 
Special Hazard Insurance Policy 

 As to any series of securities to be covered by an insurance instrument that does not cover losses that are 
attributable to physical damage to the mortgaged properties of a type that is not covered by standard hazard 
insurance policies, in other words, special hazard realized losses, the related prospectus supplement may provide 
that the master servicer will exercise its best reasonable efforts to maintain or cause to be maintained a special 
hazard insurance policy in full force and effect covering the special hazard amount, unless coverage thereunder has 
been exhausted through payment of claims; provided, however, that the master servicer will be under no obligation 
to maintain the policy if any insurance instrument covering the series as to any realized losses on liquidated loans is 
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no longer in effect.  The premiums on each special hazard insurance policy will be paid as described in the related 
prospectus supplement. 
 
 Each special hazard insurance policy will, subject to the limitations described in the next paragraph, protect 
holders of securities of the related series from 
 
 • loss by reason of damage to mortgaged properties caused by certain hazards, including 

earthquakes and mudflows, not insured against under the primary hazard insurance policies or a 
flood insurance policy if the property is in a designated flood area, and 

 
 • loss from partial damage caused by reason of the application of the co-insurance clause contained 

in the primary hazard insurance policies. 
 
 Special hazard insurance policies usually will not cover losses occasioned by normal wear and tear, war, 
civil insurrection, governmental actions, errors in design, nuclear or chemical reaction or contamination, faulty 
workmanship or materials, flood, if the property is located in a designated flood area, and other risks. 
 
 Subject to the foregoing limitations, each special hazard insurance policy will provide that, when there has 
been damage to property securing a defaulted mortgage asset acquired by the insured and to the extent the damage is 
not covered by the related primary hazard insurance policy or flood insurance policy, the insurer will pay the lesser 
of: 
 

 (1) the cost of repair to the property; and 
 
 (2) upon transfer of the property to the insurer, the unpaid principal balance of the mortgage 
asset at the time of acquisition of the property by foreclosure, deed in lieu of foreclosure or repossession, 
plus accrued interest to the date of claim settlement and expenses incurred by or on behalf of the master 
servicer with respect to the property. 

 
 The amount of coverage under the special hazard insurance policy will be reduced by the sum of (a) the 
unpaid principal balance plus accrued interest and certain expenses paid by the insurer, less any net proceeds 
realized by the insurer from the sale of the property, plus (b) any amount paid as the cost of repair of the property. 
 
 Restoration of the property with the proceeds described under clause (1) of the second preceding paragraph 
will satisfy the condition under an insurance instrument providing coverage as to credit, or other non-hazard risks, 
that the property be restored before a claim thereunder may be validly presented with respect to the defaulted 
mortgage asset secured by the property.  The payment described under clause (2) of the immediately preceding 
paragraph will render unnecessary presentation of a claim in respect of the mortgage loan under an insurance 
instrument providing coverage as to credit, or other non-hazard risks, as to any realized losses on a liquidated loan.  
Therefore, so long as the insurance instrument providing coverage as to credit, or other non-hazard risks, remains in 
effect, the payment by the insurer of either of the above alternative amounts will not affect the total insurance 
proceeds paid to securityholders, but will affect the relative amounts of coverage remaining under any special hazard 
insurance policy and any credit insurance instrument. 
 
 The sale of a mortgaged property must be approved by the insurer under any special hazard insurance 
policy and funds received by the insured in excess of the unpaid principal balance of the mortgage asset plus interest 
thereon to the date of sale plus expenses incurred by or on behalf of the master servicer with respect to the property, 
not to exceed the amount actually paid by the insurer, must be refunded to the insurer and, to that extent, coverage 
under the special hazard insurance policy will be restored.  If aggregate claim payments under a special hazard 
insurance policy reach the policy limit, coverage thereunder will be exhausted and any further losses will be borne 
by securityholders. 
 
 A claim under a special hazard insurance policy generally must be filed within a specified number of days, 
typically 60 days, after the insured has acquired good and merchantable title to the property, and a claim payment is 
payable within a specified number of days, typically 30 days, after a claim is accepted by the insurer.  Special hazard 
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insurance policies provide that no claim may be paid unless primary hazard insurance policy premiums, flood 
insurance premiums, if the property is located in a federally designated flood area, and, as approved by the insurer, 
real estate property taxes, property protection and preservation expenses and foreclosure or repossession costs have 
been paid by or on behalf of the insured, and unless the insured has maintained the primary hazard insurance policy 
and, if the property is located in a federally designated flood area, flood insurance, as required by the special hazard 
insurance policy. 
 
 If a special hazard insurance policy is canceled or terminated for any reason, other than the exhaustion of 
total policy coverage, the master servicer will use its best reasonable efforts to obtain or cause to be obtained from 
another insurer a replacement policy comparable to that special hazard insurance policy with a total coverage that is 
equal to the then existing coverage of the replaced special hazard insurance policy; provided, however, that if the 
cost of the replacement policy is greater than the cost of that special hazard insurance policy, the coverage of the 
replacement policy may be reduced to a level so that its premium rate does not exceed the premium rate on that 
special hazard insurance policy. 
 
 Since each special hazard insurance policy is designed to permit full recoveries as to any realized losses on 
liquidated loans under a credit insurance instrument in circumstances in which recoveries would otherwise be 
unavailable because property has been damaged by a cause not insured against by a primary hazard insurance policy 
and thus would not be restored, each agreement governing the trust fund will provide that, if the related credit 
insurance instrument shall have lapsed or terminated or been exhausted through payment of claims, the master 
servicer will be under no further obligation to maintain the special hazard insurance policy. 
 
Bankruptcy Bond 

 As to any series of securities to be covered by a bankruptcy bond with respect to actions that may be taken 
by a bankruptcy court in connection with a mortgage asset, the master servicer will exercise its best reasonable 
efforts to maintain or cause to be maintained the bankruptcy bond in full force and effect, unless coverage 
thereunder has been exhausted through payment of claims.  The premiums for each bankruptcy bond on will be paid 
as described in the related prospectus supplement.  Subject to the limit of the dollar amount of coverage provided, 
each bankruptcy bond will cover certain losses resulting from an extension of the maturity of a mortgage asset, or a 
reduction by the bankruptcy court of the principal balance of or the interest rate on a mortgage asset, and the unpaid 
interest on the amount of a principal reduction during the pendency of a proceeding under the Bankruptcy Code.  
See “Legal Aspects Of Mortgage Assets —Foreclosure On Mortgages” and “—Repossession With Respect To 
Manufactured Housing Contracts.” 
 
Financial Guarantee Insurance 

 Financial guarantee insurance, if any, with respect to a series of securities will be provided by one or more 
insurance companies.  The financial guarantee insurance will guarantee, with respect to one or more classes of 
securities of a series, timely distributions of interest only, timely distributions of interest and ultimate distribution of 
principal or timely distributions of interest and distributions of principal on the basis of a schedule of principal 
distributions set forth in or determined in the manner specified in the related prospectus supplement.  If so specified 
in the related prospectus supplement, the financial guarantee insurance will also guarantee against any payment 
made to a securityholder that is subsequently recovered as a voidable preference payment under federal bankruptcy 
law.  A copy of the financial guarantee insurance policy for a series, if any, will be filed with the Commission as an 
exhibit to a Current Report on Form 8-K to be filed with the Commission within 15 days of issuance of the securities 
of the related series. 
 
Reserve Fund 

 If so provided in the related prospectus supplement, there will be deposited in an account, a reserve fund, 
any combination of cash, one or more irrevocable letters of credit or one or more permitted investments in specified 
amounts, or any other instrument satisfactory to the rating agency or agencies, which will be applied and maintained 
in the manner and under the conditions specified in the prospectus supplement.  In the alternative or in addition to a 
deposit, the prospectus supplement for a Senior/Subordinate Series may provide that, a reserve fund be funded 
through application of all or a portion of amounts otherwise payable on the subordinate securities.  Amounts in a 
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reserve fund may be distributed to securityholders, or applied to reimburse the master servicer for outstanding 
advances, or may be used for other purposes, in the manner specified in the related prospectus supplement.  A 
reserve fund will typically not be deemed to be part of the related trust fund. 
 
 Amounts deposited in any reserve fund for a series will be invested in permitted investments by, or at the 
direction of, the master servicer or any other person named in the related prospectus supplement. 
 
Overcollateralization 

 If so specified in the related prospectus supplement, interest collections on the mortgage assets may exceed 
interest payments on the securities for the related distribution date.  The excess interest may be deposited into a 
reserve fund or applied as an additional payment of principal on one or more classes of the securities of the related 
series.  If excess interest is applied as principal payments on the securities, the effect will be to reduce the principal 
balance of the securities relative to the outstanding balance of the mortgage loans, thereby creating 
overcollateralization and additional protection to the securityholders, as specified in the related prospectus 
supplement.  If so provided in the related prospectus supplement, overcollateralization may also be provided on the 
date of issuance of the securities by the issuance of securities in an initial aggregate principal amount which is less 
than the aggregate principal amount of the mortgage assets in the related trust fund. 
 
Cross-Support Features 

 If the trust fund assets for a series are divided into separate asset groups, the beneficial ownership of which 
is evidenced by a separate class or classes of a series, credit support may be provided by a cross-support feature 
which requires that distributions be made on senior securities evidencing the beneficial ownership of one asset group 
prior to distributions on subordinate securities evidencing the beneficial ownership interest in another asset group 
within the trust fund.  The related prospectus supplement for a series which includes a cross-support feature will 
describe the manner and conditions for applying that cross-support feature.  As to any trust fund that includes a 
cross-support feature, only assets of the trust fund will be used to provide cross-support, and cross-support will be 
provided only to securities issued by the trust fund.  A trust fund will not provide a cross-support feature that 
benefits securities issued by any other trust fund, and a trust fund will not receive cross-support from any other trust 
fund. 
 

Other Financial Obligations Related to the Securities 

Swaps and Yield Supplement Agreements 

 The trustee on behalf of a trust fund may enter into interest rate swaps and related caps, floors and collars to 
minimize the risk of securityholders from adverse changes in interest rates, which are collectively referred to as 
swaps, and other yield supplement agreements or similar yield maintenance arrangements that do not involve swap 
agreements or other notional principal contracts, which are collectively referred to as yield supplement agreements. 
 
 An interest rate swap is an agreement between two parties to exchange a stream of interest payments on an 
agreed hypothetical or “notional” principal amount.  No principal amount is exchanged between the counterparties 
to an interest rate swap.  In the typical swap, one party agrees to pay a fixed rate on a notional principal amount, 
while the counterparty pays a floating rate based on one or more reference interest rates including the London 
Interbank Offered Rate, or LIBOR, a specified bank’s prime rate or U.S. Treasury Bill rates.  Interest rate swaps also 
permit counterparties to exchange a floating rate obligation based upon one reference interest rate, such as LIBOR, 
for a floating rate obligation based upon another referenced interest rate, such as U.S. Treasury Bill rates. 
 
 Yield supplement agreements may be entered into to supplement the interest rate or other rates on one or 
more classes of the securities of any series.  Additionally, agreements relating to other types of derivative products 
that are designed to provide credit enhancement to the related series may be entered into by a trustee and one or 
more counterparties.  The terms of any derivative product agreement and any counterparties will be described in the 
accompanying prospectus supplement. 
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 There can be no assurance that the trustee will be able to enter into or offset swaps or enter into yield 
supplement agreements or derivative product agreements at any specific time or at prices or on other terms that are 
advantageous.  In addition, although the terms of the swaps and yield supplement agreements may provide for 
termination under various circumstances, there can be no assurance that the trustee will be able to terminate a swap 
or yield supplement agreement when it would be economically advantageous to the trust fund to do so. 
 
Purchase Obligations 

 Some types of trust assets and some classes of securities of any series, as specified in the accompanying 
prospectus supplement, may be subject to a purchase obligation that would become applicable on one or more 
specified dates, or upon the occurrence of one or more specified events, or on demand made by or on behalf of the 
applicable securityholders.  A purchase obligation may be in the form of a conditional or unconditional purchase 
commitment, liquidity facility, remarketing agreement, maturity guaranty, put option or demand feature.  The terms 
and conditions of each purchase obligation, including the purchase price, timing and payment procedure, will be 
described in the accompanying prospectus supplement.  A purchase obligation relating to trust assets may apply to 
those trust assets or to the related securities.  Each purchase obligation may be a secured or unsecured obligation of 
the provider thereof, which may include a bank or other financial institution or an insurance company.  Each 
purchase obligation will be evidenced by an instrument delivered to the trustee for the benefit of the applicable 
securityholders of the related series.  As specified in the accompanying prospectus supplement, each purchase 
obligation relating to trust assets will be payable solely to the trustee for the benefit of the securityholders of the 
related series.  Other purchase obligations may be payable to the trustee or directly to the holders of the securities to 
which that obligation relate. 
 

Description of Primary Insurance Policies 

 Each mortgage loan will be covered by a primary hazard insurance policy and, if so specified in the 
prospectus supplement, a primary mortgage insurance policy. 
 
Primary Mortgage Insurance Policies 

 Although the terms and conditions of primary mortgage insurance policies differ, each primary mortgage 
insurance policy will generally cover losses up to an amount equal to the excess of the unpaid principal amount of a 
defaulted mortgage loan, plus accrued and unpaid interest thereon and approved expenses, over a specified 
percentage of the value of the related mortgaged property. 
 
 As conditions to the filing or payment of a claim under a primary mortgage insurance policy, the insured 
will typically be required, in the event of default by the borrower, to: 
 
 • advance or discharge (1) hazard insurance premiums and (2) as necessary and approved in 

advance by the insurer, real estate taxes, property protection and preservation expenses and 
foreclosure and related costs, 

 
 • in the event of any physical loss or damage to the mortgaged property, have the mortgaged 

property restored to at least its condition at the effective date of the primary mortgage insurance 
policy, ordinary wear and tear excepted, and 

 
 • tender to the insurer good and merchantable title to, and possession of, the mortgaged property. 
 
 Multifamily loans, commercial loans and mixed-use loans will not be covered by primary mortgage 
insurance policies, regardless of the related loan-to-value ratio. 
 
Primary Hazard Insurance Policies  

 Each servicing agreement will require the master servicer to cause the borrower on each mortgage loan to 
maintain a primary hazard insurance policy providing for coverage of the standard form of fire insurance policy with 
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extended coverage customary in the state in which the mortgaged property is located.  The primary hazard coverage 
will be in general in an amount equal to the lesser of the principal balance owing on the mortgage loan and the 
amount necessary to fully compensate for any damage or loss to the improvements on the mortgaged property on a 
replacement cost basis, but in either case not less than the amount necessary to avoid the application of any co-
insurance clause contained in the hazard insurance policy.  The ability of the master servicer to assure that hazard 
insurance proceeds are appropriately applied may be dependent upon its being named as an additional insured under 
any primary hazard insurance policy and under any flood insurance policy referred to in the paragraph below, and 
upon the borrower furnishing information to the master servicer in respect of a claim.  All amounts collected by the 
master servicer under any primary hazard insurance policy, except for amounts to be applied to the restoration or 
repair of the mortgaged property or released to the borrower in accordance with the master servicer’s normal 
servicing procedures, and subject to the terms and conditions of the related Mortgage and mortgage note, will be 
deposited in the collection account.  The agreement will provide that the master servicer may satisfy its obligation to 
cause each borrower to maintain a hazard insurance policy by the master servicer’s maintaining a blanket policy 
insuring against hazard losses on the mortgage loans.  If the blanket policy contains a deductible clause, the master 
servicer will deposit in the collection account all sums that would have been deposited in the collection account but 
for that clause.  The master servicer also is required to maintain a fidelity bond and errors and omissions policy with 
respect to its officers and employees that provides coverage against losses that may be sustained as a result of an 
officer’s or employee’s misappropriation of funds or errors and omissions in failing to maintain insurance, subject to 
limitations as to amount of coverage, deductible amounts, conditions, exclusions and exceptions. 
 
 In general, the standard form of fire and extended coverage policy covers physical damage to or destruction 
of the improvements of the property by fire, lightning, explosion, smoke, windstorm and hail, and riot, strike and 
civil commotion, subject to the conditions and exclusions specified in each policy.  Although the policies relating to 
the mortgage loans will be underwritten by different insurers under different state laws in accordance with different 
applicable state forms, and therefore will not contain identical terms and conditions, the basic terms thereof are 
dictated by respective state laws, and most hazard insurance policies typically do not cover any physical damage 
resulting from the following:  war, revolution, governmental actions, floods and other water-related causes, earth 
movement, including earthquakes, landslides and mudflows, nuclear reactions, wet or dry rot, vermin, rodents, 
insects or domestic animals, theft and, in some cases, vandalism.  This list is merely indicative of the kinds of 
uninsured risks and is not intended to be all-inclusive.  When a mortgaged property is located at origination in a 
federally designated flood area and flood insurance is available, each agreement will require the master servicer to 
cause the borrower to acquire and maintain flood insurance in an amount equal in general to the lesser of (1) the 
amount necessary to fully compensate for any damage or loss to the improvements which are part of the mortgaged 
property on a replacement cost basis and (2) the maximum amount of insurance available under the federal flood 
insurance program, whether or not the area is participating in the program. 
 
 The hazard insurance policies covering the mortgaged properties typically contain a co-insurance clause 
that in effect requires the insured at all times to carry insurance of a specified percentage, generally 80% to 90%, of 
the full replacement value of the improvements on the property in order to recover the full amount of any partial 
loss.  If the insured’s coverage falls below this specified percentage, the co-insurance clause generally provides that 
the insurer’s liability in the event of partial loss does not exceed the lesser of (1) the replacement cost of the 
improvements less physical depreciation and (2) the proportion of the loss as the amount of insurance carried bears 
to the specified percentage of the full replacement cost of the improvements. 
 
 The master servicer will not require that a hazard or flood insurance policy be maintained for any 
cooperative loan.  Generally, the cooperative is responsible for maintenance of hazard insurance for the property 
owned by the cooperative, and the tenant-stockholders of that cooperative do not maintain individual hazard 
insurance policies.  However, if a cooperative and the related borrower on a cooperative note do not maintain hazard 
insurance or do not maintain adequate coverage or any insurance proceeds are not applied to the restoration of the 
damaged property, damage to the related borrower’s cooperative apartment or the cooperative’s building could 
significantly reduce the value of the collateral securing the cooperative note. 
 
 Since the amount of hazard insurance the master servicer will cause to be maintained on the improvements 
securing the mortgage loans declines as the principal balances owing thereon decrease, and since residential, 
commercial and mixed-use properties have historically appreciated in value over time, hazard insurance proceeds 
collected in connection with a partial loss may be insufficient to restore fully the damaged property.  The terms of 
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the mortgage loans provide that borrowers are required to present claims to insurers under hazard insurance policies 
maintained on the mortgaged properties.  The master servicer, on behalf of the trustee and securityholders, is 
obligated to present or cause to be presented claims under any blanket insurance policy insuring against hazard 
losses on mortgaged properties.  However, the ability of the master servicer to present or cause to be presented these 
claims is dependent upon the extent to which information in this regard is furnished to the master servicer by 
borrowers. 
 
FHA Insurance 

 The Federal Housing Admin istration is responsible for administering various federal programs, including 
mortgage insurance, authorized under The Housing Act and the United States Housing Act of 1937, as amended.  If 
so provided in the related prospectus supplement, a number of the mortgage loans will be insured by the FHA. 
 
 There are two primary FHA insurance programs that are available for multifamily mortgage loans.  
Sections 221(d)(3) and (d)(4) of the Housing Act allow HUD to insure mortgage loans that are secured by newly 
constructed and substantially rehabilitated multifamily rental projects.  Section 244 of the Housing Act provides for 
co-insurance of such mortgage loans made under Sections 221 (d)(3) and (d)(4) by HUD/FHA and a HUD-approved 
co-insurer.  Generally the term of such a mortgage loan may be up to 40 years and the ratio of the loan amount to 
property replacement cost can be up to 90%. 
 
 Section 223(f) of the Housing Act allows HUD to insure mortgage loans made for the purchase or 
refinancing of existing apartment projects which are at least three years old.  Section 244 also provides for co-
insurance of mortgage loans made under Section 223(f).  Under Section 223(f), the loan proceeds cannot be used for 
substantial rehabilitation work, but repairs may be made for up to, in general, the greater of 15% of the value of the 
project or a dollar amount per apartment unit established from time to time by HUD.  In general the loan term may 
not exceed 35 years and a loan to value ratio of no more than 85% is required for the purchase of a project and 70% 
for the refinancing of a project. 
 
 HUD has the option, in most cases, to pay insurance claims in cash or in debentures issued by HUD.  
Presently, claims are being paid in cash, and claims have not been paid in debentures since 1965.  HUD debentures 
issued in satisfaction of FHA insurance claims bear interest at the applicable HUD debenture interest rate. 
 
 The master servicer will be required to take steps as are reasonably necessary to keep FHA insurance in full 
force and effect. 
 
 Some of the mortgage loans contained in a trust fund may be Title I loans as described below and in the 
related prospectus supplement.  The regulations, rules and procedures promulgated by the FHA under Title I contain 
the requirements under which lenders approved for participation in the Title I Program may obtain insurance against 
a portion of losses incurred with respect to eligible loans that have been originated and serviced in accordance with 
FHA regulations, subject to the amount of insurance coverage available in such Title I lender’s FHA reserve, as 
described below and in the related prospectus supplement.  In general, an insurance claim against the FHA may be 
denied or surcharged if the Title I loan to which it relates does not strictly satisfy the requirements of the National 
Housing Act and FHA regulations but FHA regulations permit the Secretary of the Department of Housing and 
Urban Development, subject to statutory limitations, to waive a Title I lender’s noncompliance with FHA 
regulations if enforcement would impose an injustice on the lender. 
 
 Unless otherwise specified in the related prospectus supplement, the master servicer will either serve as or 
contract with the person specified in the prospectus supplement to serve as the admin istrator for FHA claims 
pursuant to an FHA claims administration agreement.  The FHA claims administrator will be responsible for 
administering, processing and submitting FHA claims with respect to the Title I loans.  The securityholders will be 
dependent on the FHA claims administrator to (1) make claims on the Title I loans in accordance with FHA 
regulations and (2) remit all FHA insurance proceeds received from the FHA in accordance with the related 
agreement.  The securityholders’ rights relating to the receipt of payment from and the administration, processing 
and submission of FHA claims by any FHA claims administrator is limited and governed by the related agreement 
and the FHA claims administration agreement and these functions are obligations of the FHA claims administrator, 
but not the FHA. 
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 Under Title I, the FHA maintains an FHA insurance coverage reserve account for each Title I lender.  The 
amount in each Title I lender’s FHA reserve is a maximum of 10% of the amounts disbursed, advanced or exp ended 
by a Title I lender in originating or purchasing eligible loans registered with the FHA for Title I insurance, with 
certain adjustments permitted or required by FHA regulations.  The balance of such FHA reserve is the maximum 
amount of insurance claims the FHA is required to pay to the related Title I lender.  Mortgage loans to be insured 
under Title I will be registered for insurance by the FHA.  Following either the origination or transfer of loans 
eligible under Title I, the Title I lender will submit such loans for FHA insurance coverage within its FHA reserve 
by delivering a transfer of note report or by an electronic submission to the FHA in the form prescribed under the 
FHA regulations.  The increase in the FHA insurance coverage for such loans in the Title I lender’s FHA reserve 
will occur on the date following the receipt and acknowledgment by the FHA of the transfer of note report for such 
loans.  The insurance available to any trust fund will be subject to the availability, from time to time, of amounts in 
each Title I lender’s FHA reserve, which will initially be limited to the amount specified in the related prospectus 
supplement. 
 
 If so provided in the related prospectus supplement the trustee or FHA claims administrator may accept an 
assignment of the FHA reserve for the related Title I loans, notify FHA of such assignment and request that the 
portion of the depositor’s FHA reserves allocable to the Title I loans be transferred to the trustee or the FHA claims 
administrator on the closing date.  Alternatively, in the absence of such provision, the FHA reserves may be retained 
by the depositor and, upon an insolvency and receivership of the depositor, the related trustee will notify FHA and 
request that the portion of the depositor’s FHA reserves allocable to the Title I loans be transferred to the trustee or 
the FHA claims administrator.  Although each trustee will request such a transfer of reserves, FHA is not obligated 
to comply with such a request, and may determine that it is not in FHA’s interest to permit a transfer of reserves.  In 
addition, FHA has not specified how insurance reserves would be allocated in a transfer, and there can be no 
assurance that any reserve amount, if transferred to the trustee or the FHA claims administrator, as the case may be, 
would not be substantially less than 10% of the outstanding principal amount of the related Title I loans.  It is likely 
that the depositor, the trustee or the FHA claims administrator would be the lender of record on other Title I loans, 
so that any FHA reserves that are retained, or permitted to be transferred, would become commingled with FHA 
reserves available for other Title I loans.  FHA also reserves the right to transfer reserves with “earmarking” 
(segregating reserves so that they will not be commingled with the reserves of the transferee) if it is in FHA’s 
interest to do so. 
 
 Under Title I, the FHA will reduce the insurance coverage available in a Title I lender’s FHA reserve with 
respect to loans insured under that Title I lender’s contract of insurance by (1) the amount of FHA insurance claims 
approved for payment related to those loans and (2) the amount of reduction of the Title I lender’s FHA reserve by 
reason of the sale, assignment or transfer of loans registered under the Title I lender’s contract of insurance.  The 
FHA insurance coverage also may be reduced for any FHA insurance claims previously disbursed to the Title I 
lender that are subsequently rejected by the FHA. 
 
 Unlike certain other government loan insurance programs, loans under Title I (other than loans in excess of 
$25,000) are not subject to prior review by the FHA.  The FHA disburses insurance proceeds with respect to 
defaulted loans for which insurance claims have been filed by a Title I lender prior to any review of those loans.  A 
Title I lender is required to repurchase a Title I loan from the FHA that is determined to be ineligible for insurance 
after insurance claim payments for such loan have been paid to the lender.  Under the FHA regulations, if the Title I 
lender’s obligation to repurchase the Title I loan is unsatisfied, the FHA is permitted to offset the unsatisfied 
obligation against future insurance claim payments owed by the FHA to such lender.  FHA regulations permit the 
FHA to disallow an insurance claim with respect to any loan that does not qualify for insurance for a period of up to 
two years after the claim is made and to require the Title I lender that has submitted the insurance claim to 
repurchase the loan. 
 
 The proceeds of loans under the Title I Program may be used only for permitted purposes, including the 
alteration, repair or improvement of residential property, the purchase of a manufactured home or lot (or cooperative 
interest therein) on which to place the home or the purchase of both a manufactured home and the lot (or cooperative 
interest therein) on which the home is placed. 
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 Subject to certain limitations described below, eligible Title I loans are generally insured by the FHA for 
90% of an amount equal to the sum of 
 
 • the net unpaid principal amount and the uncollected interest earned to the date of default, 
 
 • interest on the unpaid loan obligation from the date of default to the date of the initial submission 

of the insurance claim, plus 15 calendar days (the total period not to exceed nine months) at a rate 
of 7% per annum, 

 
 • uncollected court costs, 
 
 • title examination costs, 
 
 • fees for required inspections by the lenders or its agents, up to $75, and 
 
 • origination fees up to a maximum of 5% of the loan amount. 
 
 Accordingly if sufficient insurance coverage is available in such FHA reserve, then the Title I lender bears 
the risk of losses on a Title I loan for which a claim for reimbursement is paid by the FHA of at least 10% of the 
unpaid principal, uncollected interest earned to the date of default, interest from the date of default to the date of the 
initial claim submission and certain expenses. 
 
 In general, the FHA will insure home improvement contracts up to $25,000 for a single family property, 
with a ma ximum term of 20 years.  The FHA will insure loans of up to $17,500 for manufactured homes which 
qualify as real estate under applicable state law and loans of up to $12,000 per unit for a $48,000 limit for four units 
for owner-occupied multifamily homes.  If the loan amount is $15,000 or more, the FHA requires a drive-by 
appraisal, the current tax assessment value, or a full Uniform Residential Appraisal Report dated within 12 months 
of the closing to verify the property’s value.  The maximum loan amount on transactions requiring an appraisal is 
the amount of equity in the property shown by the market value determination of the property. 
 
 With respect to Title I loans, the FHA regulations do not require that a borrower obtain title or fire and 
casualty insurance.  However, if the related mortgaged property is located in a flood hazard area, flood insurance in 
an amount at least equal to the loan amount is required.  In addition, the FHA regulations do not require that the 
borrower obtain insurance against physical damage arising from earth movement (including earthquakes, landslides 
and mudflows).  Accordingly, if a mortgaged property that secures a Title I loan suffers any uninsured hazard or 
casualty losses, holders of the related series of securities that are secured in whole or in part by such Title I loan may 
bear the risk of loss to the extent that such losses are not recovered by foreclosure on the defaulted loans or from any 
FHA insurance proceeds.  Such loss may be otherwise covered by amounts available from the credit enhancement 
provided for the related series of securities, if specified in the related prospectus supplement. 
 
 Following a default on a Title I loan insured by the FHA, the master servicer may, subject to certain 
conditions and mandatory loss mitigation procedures, either commence foreclosure proceedings against the 
improved property securing the loan, if applicable, or submit a claim to FHA, but may submit a claim to FHA after 
proceeding against the improved property only with the prior approval of the Secretary of HUD.  The availability of 
FHA Insurance following a default on a Title I loan is subject to a number of conditions, including strict compliance 
with FHA regulations in originating and servicing the Title I loan.  Failure to comply with FHA regulations may 
result in a denial of or surcharge on the FHA insurance claim.  Prior to declaring a Title I loan in default and 
submitting a claim to FHA, the master servicer must take certain steps to attempt to cure the default, including 
personal contact with the borrower either by telephone or in a meeting and providing the borrower with 30 days’ 
written notice prior to declaration of default.  FHA may deny insurance coverage if the borrower’s nonpayment is 
related to a valid objection to faulty contractor performance.  In such event, the master servicer or other entity as 
specified in the related prospectus supplement will seek to obtain payment by or a judgment against the borrower, 
and may resubmit the claim to FHA following such a judgment. 
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VA Guarantees 

 The United States Department of Veterans Affairs is an Executive Branch Department of the United States, 
headed by the Secretary of Veterans Affairs.  The VA currently administers a variety of federal assistance programs 
on behalf of eligible veterans and their dependents and beneficiaries.  The VA administers a loan guaranty program 
under which the VA guarantees a portion of loans made to eligible veterans.  If so provided in the prospectus 
supplement, a number of the mortgage loans will be guaranteed by the VA. 
 
 Under the VA loan guaranty program, a VA loan may be made to any eligible veteran by an approved 
private sector mortgage lender.  The VA guarantees payment to the holder of that loan of a fixed percentage of the 
loan indebtedness, up to a maximum dollar amount, in the event of default by the veteran borrower.  When a 
delinquency is reported to the VA and no realistic alternative to foreclosure is developed by the loan holder or 
through the VA’s supplemental servicing of the loan, the VA determines, through an economic analysis, whether the 
VA will (a) authorize the holder to convey the property securing the VA loan to the Secretary of Veterans Affairs 
following termination or (b) pay the loan guaranty amount to the holder.  The decision as to disposition of properties 
securing defaulted VA loans is made on a case-by-case basis using the procedures set forth in 38 U.S.C. Section 
3732(c), as amended. 
 
 The master servicer will be required to take steps as are reasonably necessary to keep the VA guarantees in 
full force and effect. 
 

Legal Aspects of Mortgage Assets  

 The following discussion contains general summaries of legal aspects of loans secured by residential, 
commercial and mixed-use properties.  Because these legal aspects are governed in part by applicable state law, 
which laws may differ substantially from state to state, the summaries do not purport to be complete nor to reflect 
the laws of any particular state, nor to encompass the laws of all states in which the security for the mortgage assets 
is situated.  If there is a concentration of the mortgage assets included in a trust fund in a particular state, the 
prospectus supplement for the related series of securities will discuss any laws of that state that could materia lly 
impact the interest of the securityholders. 
 
Mortgage Loans 

 The single-family loans, multifamily loans, commercial loans and mixed-use loans will be secured by 
either mortgages, deeds of trust, security deeds or deeds to secure debt depending upon the type of security 
instrument customary to grant a security interest according to the prevailing practice in the state in which the 
property subject to that mortgage loan is located.  The filing of a mortgage or a deed of trust creates a lien upon or 
conveys title to the real property encumbered by that instrument and represents the security for the repayment of an 
obligation that is customarily evidenced by a promissory note.  It is not prior to the lien for real estate taxes and 
assessments.  Priority with respect to mortgages and deeds of trust depends on their terms and generally on the order 
of recording with the applicable state, county or municipal office.  There are two parties to a mortgage, the 
mortgagor, who is the borrower/homeowner or the land trustee, and the mortgagee, who is the lender.  Under the 
mortgage instrument, the mortgagor delivers to the mortgagee a note or bond and the mortgage.  In the case of a land 
trust, title to the property is held by a land trustee under a land trust agreement, while the borrower/homeowner is 
the beneficiary of the land trust; at origination of a mortgage loan, the borrower executes a separate undertaking to 
make payments on the mortgage note.  Although a deed of trust is similar to a mortgage, a deed of trust normally has 
three parties, the trustor, similar to a mortgagor, who may or may not be the borrower, the beneficiary, similar to a 
mortgagee, who is the lender, and the trustee, a third-party grantee.  Under a deed of trust, the trustor grants the 
property, irrevocably until the debt is paid, in trust, generally with a power of sale, to the trustee to secure payment 
of the obligation.  A security deed and a deed to secure debt are special types of deeds which indicate on their face 
that they are granted to secure an underlying debt.  By executing a security deed or deed to secure debt, the grantor 
conveys title to, as opposed to merely creating a lien upon, the subject property to the grantee until the time as the 
underlying debt is repaid.  The mortgagee’s authority under a mortgage and the trustee’s authority under a deed of 
trust, security deed or deed to secure debt are governed by the law of the state in which the real property is located, 
the express provisions of the mortgage, deed of trust, security deed or deed to secure debt and, sometimes, the 
directions of the beneficiary. 
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Cooperative Loans 

 The cooperative owns or has a leasehold interest in all the real property and owns in fee or leases the 
building and all separate dwelling units therein.  The cooperative is directly responsible for project management and, 
in most cases, payment of real estate taxes, other governmental impositions and hazard and liability insurance.  If 
there is a blanket mortgage on the cooperative apartment building and underlying land, or one or the other, the 
cooperative, as project mortgagor, is also responsible for meeting these blanket mortgage obligations.  A blanket 
mortgage is ordinarily incurred by the cooperative in connection with either the construction or purchase of the 
cooperative’s apartment building or the obtaining of capital by the cooperative.  There may be a lease on the 
underlying land and the cooperative, as lessee, is also responsible for meeting the rental obligation.  The interests of 
the occupants under proprietary leases or occupancy agreements as to which the cooperative is the landlord are 
generally subordinate to the interests of the holder of the blanket mortgage and to the interest of the holder of a land 
lease.  If the cooperative is unable to meet the payment obligations (a) arising under its blanket mortgage, the 
mortgagee holding the blanket mortgage could foreclose on that mortgage and terminate all subordinate proprietary 
leases and occupancy agreements or (b) arising under its land lease, the holder of the landlord’s interest under the 
land lease could terminate it and all subordinate proprietary leases and occupancy agreements.  Also, the blanket 
mortgage on a cooperative may provide financing in the form of a mortgage that does not fully amortize, with a 
significant portion of principal being due in one final payment at final maturity.  The inability of the cooperative to 
refinance this mortgage and its consequent inability to make the final payment could lead to foreclosure by the 
mortgagee.  Similarly, a land lease has an expiration date and the inability of the cooperative to extend its term or, in 
the alternative, to purchase the land could lead to termination of the cooperative’s interest in the property and 
termination of all proprietary leases and occupancy agreements.  In either event, foreclosure by the holder of the 
blanket mortgage or the termination of the underlying lease could eliminate or significantly diminish the value of 
any collateral held by the lender that financed the purchase by an individual tenant-stockholder of cooperative shares 
or, in the case of the trust fund, the collateral securing the cooperative loans. 
 
 The cooperative is owned by tenant-stockholders who, through ownership of stock, shares or membership 
certificates in the corporation, receive proprietary leases or occupancy agreements which confer exclusive rights to 
occupy specific units.  Generally, a tenant-stockholder of a cooperative must make a monthly payment to the 
cooperative representing the tenant-stockholder’s pro rata share of the cooperative’s payments for its blanket 
mortgage, real property taxes, maintenance expenses and other capital or ordinary expenses.  An ownership interest 
in a cooperative and accompanying occupancy rights is financed through a cooperative share loan evidenced by a 
promissory note and secured by an assignment of and a security interest in the occupancy agreement or proprietary 
lease and a security interest in the related cooperative shares.  The lender generally takes possession of the share 
certificate and a counterpart of the proprietary lease or occupancy agreement and a financing statement covering the 
proprietary lease or occupancy agreement and the cooperative shares is filed in the appropriate state and local offices 
to perfect the lender’s interest in its collateral.  Upon default of the tenant-stockholder, the lender may sue for 
judgment on the promissory note, dispose of the collateral at a public or private sale or otherwise proceed against the 
collateral or tenant-stockholder as an individual as provided in the security agreement covering the assignment of 
the proprietary lease or occupancy agreement and the pledge of cooperative shares as described under “—
Foreclosure on Cooperative Shares” below. 
 
Manufactured Housing Contracts 

 Under the laws of most states, manufactured housing that is not permanently affixed to its site constitutes 
personal property and is subject to the motor vehicle registration laws of the state or other jurisdiction in which the 
unit is located.  In a few states, where certificates of title are not required for manufactured homes, security interests 
are perfected by the filing of a financing statement under Article 9 of the UCC which has been adopted by all states.  
Financing statements which indicate they are filed in connection with a manufactured housing transaction are 
effective for thirty years and must be renewed within six months before the end of such period.  The certificate of 
title laws adopted by the majority of states provide that ownership of motor vehicles and manufactured housing shall 
be evidenced by a certificate of title issued by the motor vehicles department, or a similar entity, of the state.  In the 
states that have enacted certificate of title laws, a security interest in a unit of manufactured housing, so long as it is 
not attached to land in so permanent a fashion as to become a fixture, is generally perfected by the recording of the 
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interest on the certificate of title to the unit in the appropriate motor vehicle registration office or by delivery of the 
required documents and payment of a fee to such office, depending on state law. 
 
 The master servicer or depositor will be required under the related transaction documents to effect the 
notation or delivery of the required documents and fees, and to obtain possession of the certificate of title, as 
appropriate under the laws of the state in which any manufactured home is registered.  If the master servicer or 
depositor fails, due to clerical errors or otherwise, to effect the notation or delivery, or files the security interest 
under the wrong law, for example, under a motor vehicle title statute rather than under the UCC, in a few states, the 
trustee may not have a first priority security interest in the manufactured home securing a manufactured housing 
contract.  As manufactured homes have become larger and often have been attached to their sites without any 
apparent intention by the borrowers to move them, courts in many states have held that manufactured homes may 
become subject to real estate title and recording laws.  As a result, a security interest in a manufactured home could 
be rendered subordinate to the interests of other parties claiming an interest in the home under applicable state real 
estate law.  In order to perfect a security interest in a manufactured home under real estate laws, the holder of the 
security interest must file either a fixture filing under the provisions of the UCC or a real estate mortgage under the 
real estate laws of the state where the home is located.  These filings must be made in the real estate records office 
of the county where the home is located.  Generally, manufactured housing contracts will contain provisions 
prohibiting the obligor from permanently attaching the manufactured home to its site.  So long as the obligor does 
not violate this agreement, a security interest in the manufactured home will be governed by the certificate of title 
laws or the UCC, and the notation of the security interest on the certificate of title or the filing of a UCC financing 
statement will be effective to maintain the priority of the security interest in the manufactured home.  If, however, a 
manufactured home is permanently attached to its site, other parties could obtain an interest in the manufactured 
home that is prior to the security interest originally retained by the seller and transferred to the depositor. 
 
 In the absence of fraud, forgery or permanent affixation of the manufactured home to its site by the 
manufactured home owner, or administrative error by state recording officials, the notation of the lien of the 
mortgage loan seller or the depositor on the certificate of title or delivery of the required documents and fees will be 
sufficient to cause the lien of the mortgage loan seller to have priority over the rights of subsequent purchasers of a 
manufactured home or subsequent lenders who take a security interest in the manufactured home.  If there are any 
manufactured homes as to which the mortgage loan seller or the depositor has failed to perfect or cause to be 
perfected the security interest in the manufactured home, the security interest would be subordinate to subsequent 
purchasers for value of manufactured homes and holders of perfected security interests. 
 
Home Improvement Contracts 

 The home improvement contracts, other than those home improvement contracts that are unsecured or 
secured by mortgages on real estate, generally are “chattel paper” and may also constitute “purchase money security 
interests,” each as defined in the UCC.  Under the related agreement, the depositor will transfer physical possession 
of the contracts to the trustee or a designated custodian or may retain possession of the contracts as custodian for the 
trustee.  In addition, the depositor will make an appropriate filing of a UCC financing statement in the appropriate 
states to give notice of the trustee’s ownership of the contracts.  The contracts will not be stamped or otherwise 
marked to reflect their assignment from the depositor to the trustee.  Therefore, if through negligence, fraud or 
otherwise, a subsequent purchaser or secured creditor were able to take physical possession of the contracts without 
knowledge that the transfer violates the rights of the trustee, the trustee’s interest in the contracts could be defeated. 
 
 The contracts that are secured by the home improvements financed thereby grant to the originator of the 
contracts a purchase money security interest in such home improvements to secure all or part of the purchase price 
of the home improvements and related services.  A financing statement generally is not required to be filed to 
perfect a purchase money security interest in consumer goods.  Such purchase money security interests are 
assignable.  In general, a purchase money security interest grants to the holder a security interest that has priority 
over a conflicting security interest in the same collateral.  However, to the extent that the collateral subject to a 
purchase money security interest becomes a fixture, in order for the related purchase money security interest to take 
priority over a conflicting interest in the fixture, the holder’s interest in such home improvement must generally be 
perfected by a timely fixture filing.  The trustee will not file fixture filing financing statements.  In general, under the 
UCC, a security interest does not exist under the UCC in ordinary building material incorporated into an 
improvement on land.  In such circumstances, real estate law applies to a security interest in such building materials .  
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Home improvement contracts that finance lumber, bricks, other types of ordinary building material or other similar 
goods, upon incorporation of the materials into the related property, will not be secured by a security interest in the 
home improvement being financed. 
 
 So long as the home improvement has not become subject to real estate law, a creditor can repossess a 
home improvement securing a contract by voluntary surrender, “self-help” repossession that is “peaceful,” i.e., 
without breach of the peace, or, in the absence of voluntary surrender and the ability to repossess without breach of 
the peace, judicial process.  The holder of a contract must give the debtor a number of days’ notice, which varies 
from 10 to 30 days or more depending on the state, prior to commencement of any repossession.  The UCC and 
consumer protection laws in most states restrict repossession sales, including requiring prior notice to the debtor and 
commercial reasonableness in effecting such a sale.  The law in most states also requires that the debtor be given 
notice of any sale prior to resale of the related property so that the debtor may redeem it at or before such resale. 
 
 Under the laws applicable in most states, a creditor is entitled to obtain a deficiency judgment from a debtor 
for any deficiency on repossession and resale of the property securing the debtor’s loan.  However, some states 
impose prohibitions or limitations on deficiency judgments and in many cases the defaulting borrower would have 
no assets with which to pay a judgment. 
 
 Other statutory provisions, including federal and state bankruptcy and insolvency laws and general equity 
principles, may limit or delay the ability of a lender to repossess and resell collateral or enforce a deficiency 
judgment. 
 
Foreclosure on Mortgages 

 Foreclosure of a deed of trust is generally accomplished by a non-judicial trustee’s sale under a specific 
provision in the deed of trust, which authorizes the trustee to sell the property upon any default by the borrower 
under the terms of the note or deed of trust.  In several states, the trustee must record a notice of default and send a 
copy to the borrower-trustor and to any person who has recorded a request for a copy of a notice of default and 
notice of sale.  In addition, the trustee in several states must provide notice to any other individual having an interest 
in the real property, including any junior lienholder.  The trustor, borrower, or any person having a junior 
encumbrance on the real estate, may, during a reinstatement period, cure the default by paying the entire amount in 
arrears plus the costs and expenses incurred in enforcing the obligation.  Generally, state law controls the amount of 
foreclosure expenses and costs, including attorneys’ fees, that may be recovered by a lender.  If the deed of trust is 
not reinstated, a notice of sale must be posted in a public place and, in most states, published for a specific period of 
time in one or more newspapers.  In addition, several state laws require that a copy of the notice of sale be posted on 
the property, recorded and sent to all parties having an interest in the real property. 
 
 An action to foreclose a mortgage is an action to recover the mortgage debt by enforcing the mortgagee’s 
rights under the mortgage and in the mortgaged property.  It is regulated by statutes and rules and subject throughout 
to the court’s equitable powers.  A mortgagor is usually bound by the terms of the mortgage note and the mortgage 
as made and cannot be relieved from its own default.  However, since a foreclosure action is equitable in nature and 
is addressed to a court of equity, the court may relieve a mortgagor of a default and deny the mortgagee foreclosure 
on proof that the mortgagor’s default was neither willful nor in bad faith and that the mortgagee’s action established 
a waiver of fraud, bad faith, oppressive or unconscionable conduct warranted a court of equity to refuse affirmative 
relief to the mortgagee.  A court may relieve the mortgagor from an entirely technical default where the default was 
not willful. 
 
 A foreclosure action or sale in accordance with a power of sale is subject to most of the delays and 
expenses of other lawsuits if defenses or counterclaims are interposed, sometimes requiring up to several years to 
complete.  Moreover, recent judicial decisions suggest that a non-collusive, regularly conducted foreclosure sale or 
sale in accordance with a power of sale may be challenged as a fraudulent conveyance, regardless of the parties’ 
intent, if a court determines that the sale was for less than fair consideration and the sale occurred while the 
mortgagor was insolvent.  Similarly, a suit against the debtor on the mortgage note may take several years. 
 
 In case of foreclosure under either a mortgage or a deed of trust, the sale by the referee or other designated 
officer or by the trustee is a public sale.  However, because of the difficulty potential third party purchasers at the 
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sale have in determining the exact status of title and because the physical condition of the property may have 
deteriorated during the foreclosure proceedings, it is uncommon for a third party to purchase the property at the 
foreclosure sale.  Rather, it is common for the lender to purchase the property from the trustee or referee for an 
amount equal to the principal amount of the mortgage or deed of trust plus accrued and unpaid interest and the 
expenses of foreclosure. 
 
 Thereafter, the lender will assume the burdens of ownership, including obtaining casualty insurance, paying 
taxes and making repairs at its own expense as are necessary to render the property suitable for sale.  Depending 
upon market conditions, the ultimate proceeds of the sale of the property may not equal the lender’s investment in 
the property.  Any loss may be reduced by the receipt of any mortgage insurance proceeds. 
 
 A junior mortgagee may not foreclose on the property securing a junior mortgage unless it forecloses 
subject to the senior mortgages, in which case it may either pay the entire amount due on the senior mortgages to the 
senior mortgagees prior to or at the time of the foreclosure sale or undertake the obligation to make payments on the 
senior mortgages if the mortgagor is in default thereunder.  In either event the amounts expended will be added to 
the balance due on the junior loan, and may be subrogated to the rights of the senior mortgagees.  In addition, if the 
foreclosure of a junior mortgage triggers the enforcement of a due-on-sale clause in a senior mortgage, the junior 
mortgagee may be required to pay the full amount of the senior mortgages to the senior mortgagees.  Accordingly, 
with respect to those mortgage loans which are junior mortgage loans, if the lender purchases the property, the 
lender’s title will be subject to all senior liens and claims and some governmental liens.  The proceeds received by 
the referee or trustee from the sale are applied first to the costs, fees and expenses of sale, real estate taxes and then 
in satisfaction of the indebtedness secured by the mortgage or deed of trust under which the sale was conducted.  
Any remaining proceeds are generally payable to the holders of junior mortgages or deeds of trust and other liens 
and claims in order of their priority, whether or not the borrower is in default.  Any additional proceeds are generally 
payable to the mortgagor or trustor.  The payment of the proceeds to the holders of junior mortgages may occur in 
the foreclosure action of the senior mortgagee or may require the institution of separate legal proceedings. 
 
 If the master servicer were to foreclose on any junior lien it would do so subject to any related senior lien.  
In order for the debt related to the junior mortgage loan to be paid in full at the sale, a bidder at the foreclosure sale 
of the junior mortgage loan would have to bid an amount sufficient to pay off all sums due under the junior 
mortgage loan and the senior lien or purchase the mortgaged property subject to the senior lien.  If proceeds from a 
foreclosure or similar sale of the mortgaged property are insufficient to satisfy all senior liens and the junior 
mortgage loan in the aggregate, the trust fund as the holder of the junior lien and, accordingly, holders of one or 
more classes of related securities bear (1) the risk of delay in distributions while a deficiency judgment against the 
borrower is obtained and (2) the risk of loss if the deficiency judgment is not realized upon.  Moreover, deficiency 
judgments may not be available in a jurisdiction.  In addition, liquidation expenses with respect to defaulted junior 
mortgage loans do not vary directly with the outstanding principal balance of the loans at the time of default.  
Therefore, assuming that the master servicer took the same steps in realizing upon a defaulted junior mortgage loan 
having a small remaining principal balance as it would in the case of a defaulted junior mortgage loan having a large 
remaining principal balance, the amount realized after expenses of liquidation would be smaller as a percentage of 
the outstanding principal balance of the small junior mortgage loan than would be the case with the defaulted junior 
mortgage loan having a large remaining principal balance. 
 
 In foreclosure, courts have imposed general equitable principles.  The equitable principles are generally 
designed to relieve the borrower from the legal effect of its defaults under the loan documents.  Examples of judicial 
remedies that have been fashioned include judicial requirements that the lender undertake affirmative and expensive 
actions to determine the causes for the borrower’s default and the likelihood that the borrower will be able to 
reinstate the loan.  In a few cases, courts have substituted their judgment for the lender’s judgment and have required 
that lenders reinstate loans or recast payment schedules in order to accommodate borrowers who are suffering from 
temporary financial disability.  In other cases, courts have limited the right of a lender to foreclose if the default 
under the mortgage instrument is not monetary, for example, the borrower’s failure to adequately maintain the 
property or the borrower’s execution of a second mortgage or deed of trust affecting the property.  Finally, a few 
courts have been faced with the issue of whether or not federal or state constitutional provisions reflecting due 
process concerns for adequate notice require that borrowers under deeds of trust or mortgages receive notices in 
addition to the statutorily-prescribed minimums.  For the most part, these cases have upheld the notice provisions as 

Case 1:09-cv-01656-RMC   Document 55-4    Filed 11/22/10   Page 262 of 317



 

67 

being reasonable or have found that the sale by a trustee under a deed of trust, or under a mortgage having a power 
of sale, does not involve sufficient state action to afford constitutional protection to the borrower. 
 
Foreclosure on Mortgaged Properties Located in the Commonwealth of Puerto Rico 

 Under the laws of the Commonwealth of Puerto Rico the foreclosure of a real estate mortgage usually 
follows an ordinary civil action filed in the Superior Court for the district where the mortgaged property is located.  
If the defendant does not contest the action filed, a default judgment is rendered for the plaintiff and the mortgaged 
property is sold at public auction, after publication of the sale for two weeks, by posting written notice in three 
public places in the municipality where the auction will be held, in the tax collection office and in the public school 
of the municipality where the mortgagor resides, if known.  If the residence of the mortgagor is not known, 
publication in one of the newspapers of general circulation in the Commonwealth of Puerto Rico must be made at 
least once a week for two weeks.  There may be as many as three public sales of the mortgaged property.  If the 
defendant contests the foreclosure, the case may be tried and judgment rendered based on the merits of the case. 
 
 There are no redemption rights after the public sale of a foreclosed property under the laws of the 
Commonwealth of Puerto Rico.  Commonwealth of Puerto Rico law provides for a summary proceeding for the 
foreclosure of a mortgage, but it is very seldom used because of concerns regarding the validity of these actions.  
The process may be expedited if the mortgagee can obtain the consent of the defendant to the execution of a deed in 
lieu of foreclosure. 
 
 Under Commonwealth of Puerto Rico law, in the case of the public sale upon foreclosure of a mortgaged 
property that (1) is subject to a mortgage loan that was obtained for a purpose other than the financing or refinancing 
of the acquisition, construction or improvement of the property and (2) is occupied by the mortgagor as his principal 
residence, the mortgagor of the property has a right to be paid the first $1,500 from the proceeds obtained on the 
public sale of the property.  The mortgagor can claim this sum of money from the mortgagee at any time prior to the 
public sale or up to one year after the sale.  This payment would reduce the amount of sales proceeds available to 
satisfy the mortgage loan and may increase the amount of the loss. 
 
Foreclosure on Cooperative Shares 

 The cooperative shares and proprietary lease or occupancy agreement owned by the tenant-stockholder and 
pledged to the lender are, in almost all cases, subject to restrictions on transfer as set forth in the cooperative’s 
certificate of incorporation and by-laws, as well as in the proprietary lease or occupancy agreement, and may be 
canceled by the cooperative for failure by the tenant-stockholder to pay rent or other obligations or charges owed by 
the tenant-stockholder, including mechanics’ liens against the cooperative apartment building incurred by the tenant-
stockholder.  Typically, rent and other obligations and charges arising under a proprietary lease or occupancy 
agreement that are owed to the cooperative are made liens upon the shares to which the proprietary lease or 
occupancy agreement relates.  In addition, the proprietary lease or occupancy agreement generally permits the 
cooperative to terminate the lease or agreement in the event the tenant-stockholder fails to make payments or 
defaults in the performance of covenants required thereunder.  Typically, the lender and the cooperative enter into a 
recognition agreement that, together with any lender protection provisions contained in the proprietary lease, 
establishes the rights and obligations of both parties in the event of a default by the tenant-stockholder on its 
obligations under the proprietary lease or occupancy agreement.  A default by the tenant-stockholder under the 
proprietary lease or occupancy agreement will usually constitute a default under the security agreement between the 
lender and the tenant-stockholder. 
 
 The recognition agreement generally provides that, in the event that the tenant-stockholder has defaulted 
under the proprietary lease or occupancy agreement, the cooperative will take no action to terminate the lease or 
agreement until the lender has been provided with notice of and an opportunity to cure the default.  The recognition 
agreement typically provides that if the proprietary lease or occupancy agreement is terminated, the cooperative will 
recognize the lender’s lien against proceeds from a sale of the cooperative apartment, subject, however, to the 
cooperative’s right to sums due under the proprietary lease or occupancy agreement or that have become liens on the 
shares relating to the proprietary lease or occupancy agreement.  The total amount owed to the cooperative by the 
tenant-stockholder, which the lender generally cannot restrict and does not monitor, could reduce the value of the 
collateral below the outstanding principal balance of the cooperative loan and accrued and unpaid interest thereon. 
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 Recognition agreements also provide that in the event of a foreclosure on a cooperative loan, the lender 
must obtain the approval or consent of the cooperative as required by the proprietary lease before transferring the 
cooperative shares or assigning the proprietary lease.  Generally, the lender is not limited in any rights it may have 
to dispossess the tenant-stockholders. 
 
 Under the laws applicable in most states, foreclosure on the cooperative shares is accomplished by a sale in 
accordance with the provisions of Article 9 of the UCC and the security agreement relating to those shares.  Article 
9 of the UCC requires that a sale be conducted in a “commercially reasonable” manner.  Whether a foreclosure sale 
has been conducted in a commercially reasonable manner will depend on the facts in each case.  In determining 
commercial reasonableness, a court will look to the notice given the debtor and the method, manner, time, place and 
terms of the foreclosure. 
 
 Article 9 of the UCC provides that the proceeds of the sale will be applied first to pay the costs and 
expenses of the sale and then to satisfy the indebtedness secured by the lender’s security interest.  The recognition 
agreement, however, generally provides that the lender’s right to reimbursement is subject to the right of the 
cooperative corporation to receive sums due under the proprietary lease or occupancy agreement.  If there are 
proceeds remaining, the lender must account to the tenant-stockholder for the surplus.  Conversely, if a portion of 
the indebtedness remains unpaid, the tenant-stockholder is generally responsible for the deficiency.  See “—Anti-
Deficiency Legislation and Other Limitations on Lenders” below. 
 
Repossession with Respect to Manufactured Housing Contracts 

 Repossession of manufactured housing is governed by state law.  A few states have enacted legislation that 
requires that the debtor be given an opportunity to cure its default (typically 30 days to bring the account current) 
before repossession can commence.  Unless as a manufactured home has not become so attached to real estate that it 
would be treated as a part of the real estate under the law of the state where it is located, repossession of the 
manufactured home in the event of a default by the obligor will generally be governed by the UCC.  Article 9 of the 
UCC provides the statutory framework for the repossession of manufactured housing.  While the UCC as adopted by 
the various states may vary, the general repossession procedure established by the UCC is as follows: 
 
 • Except in those states where the debtor must receive notice of the right to cure a default, 

repossession can commence immediately upon default without prior notice.  Repossession may be 
effected either through self-help pursuant to a peaceable retaking without court order, voluntary 
repossession or through judicial process by means of repossession under a court-issued writ of 
replevin.  The self-help or voluntary repossession methods are more commonly employed, and are 
accomplished simply by retaking possession of the manufactured home.  In cases in which the 
debtor objects or raises a defense to repossession, a court order must be obtained from the 
appropriate state court, and the manufactured home must then be repossessed in accordance with 
that order.  Whether the method employed is self-help, voluntary repossession or judicial 
repossession, the repossession can be accomplished either by an actual physical removal of the 
manufactured home to a secure location for refurbishment and resale or by removing the 
occupants and their belongings from the manufactured home and maintaining possession of the 
manufactured home on the location where the occupants were residing.  Various factors may 
affect whether the manufactured home is physically removed or left on location, such as the nature 
and term of the lease of the site on which it is located and the condition of the unit.  In many cases, 
leaving the manufactured home on location is preferable if the home is already set up because the 
expenses of retaking and redelivery will be saved.  However, in those cases where the home is left 
on location, expenses for site rentals will usually be incurred. 

 
 • Once repossession has been achieved, preparation for the subsequent disposition of the 

manufactured home can commence.  The disposition may be by public or private sale provided the 
method, manner, time, place and terms of the sale are commercially reasonable. 
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 • Sale proceeds are to be applied first to repossession expenses like those expenses incurred in 
retaking, storage, preparing for sale including refurbishing costs and selling, and then to 
satisfaction of the indebtedness.  While all states impose prohibitions or limitations on deficiency 
judgments if the net proceeds from resale do not cover the full amount of the indebtedness, the 
remainder may be sought from the debtor in the form of a deficiency judgment subject to the 
provisions of the UCC unless there is a complete prohibition on deficiency judgments.  The 
deficiency judgment is a personal judgment against the debtor for the shortfall.  Occasionally, after 
resale of a manufactured home and payment of all expenses and indebtedness, there is a surplus of 
funds.  In that case, the UCC requires the secured party to remit the surplus to the debtor or to the 
holder of any junior lien.  Because the defaulting owner of a manufactured home generally has 
very little capital or income available following repossession, a deficiency judgment may not be 
sought in many cases or, if obtained, will be settled at a significant discount in light of the 
defaulting owner’s strained financial condition. 

 
Rights of Redemption with Respect to Mortgage Loans 

 In several states, after sale in accordance with a deed of trust or foreclosure of a mortgage, the trustor or 
mortgagor and foreclosed junior lienors are given a statutory period in which to redeem the property from the 
foreclosure sale.  The right of redemption should be distinguished from the equity of redemption, which is a 
nonstatutory right that must be exercised prior to the foreclosure sale.  In several states, redemption may occur only 
upon payment of the entire principal balance of the loan, accrued interest and expenses of foreclosure.  In other 
states, redemption may be authorized if the former borrower pays only a portion of the sums due.  The effect of a 
statutory right of redemption is to diminish the ability of the lender to sell the foreclosed property.  The right of 
redemption would defeat the title of any purchaser acquired at a public sale.  Consequently, the practical effect of a 
right of redemption is to force the lender to retain the property and pay the expenses of ownership and maintenance 
of the property until the redemption period has expired.  In several states, there is no right to redeem property after a 
trustee’s sale under a deed of trust. 
 
Notice of Sale; Redemption Rights with Respect to Manufactured Housing Contracts 

 While state laws do not usually require notice to be given to debtors prior to repossession, many states do 
require delivery of a notice of default and of the debtor’s right to cure defaults before repossession of a 
manufactured home.  The law in most states also requires that the debtor be given notice of sale prior to the resale of 
the home so that the owner may redeem at or before resale.  In addition, the sale must comply with the requirements 
of the UCC. 
 
Anti -Deficiency Legislation and Other Limitations on Lenders 

 Several states have imposed statutory prohibitions that limit the remedies of a beneficiary under a deed of 
trust or a mortgagee under a mortgage.  In several states, statutes limit the right of the beneficiary or mortgagee to 
obtain a deficiency judgment against the borrower following foreclosure or sale under a deed of trust.  A deficiency 
judgment is a personal judgment against the former borrower equal in most cases to the difference between the net 
amount realized upon the public sale of the real property and the amount due to the lender.  Other statutes require 
the beneficiary or mortgagee to exhaust the security afforded under a deed of trust or mortgage by foreclosure in an 
attempt to satisfy the full debt before bringing a personal action against the borrower.  Finally, other statutory 
provisions limit any deficiency judgment against the former borrower following a judicial sale to the excess of the 
outstanding debt over the fair market value of the property at the time of the public sale.  The purpose of these 
statutes is generally to prevent a beneficiary or a mortgagee from obtaining a large deficiency judgment against the 
former borrower as a result of low or no bids at the judicial sale. 
 
 In addition to laws limiting or prohibiting deficiency judgments, numerous other statutory provisions, 
including the federal bankruptcy laws and state laws affording relief to debtors, may interfere with or affect the 
ability of the secured mortgage lender to realize upon collateral or enforce a deficiency judgment.  For example, 
under federal bankruptcy law, the filing of a petition acts as a stay against any effort to collect any debt or to enforce 
any remedy.  Moreover, a bankruptcy court may permit a debtor to cure a monetary default with respect to a 
mortgage loan on a debtor’s residence by paying arrearages within a reasonable time period and reinstating the 
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original mortgage loan payment schedule even though the lender accelerated the mortgage loan and final judgment 
of foreclosure had been entered in state court (provided no sale of the property had yet occurred) prior to the filing 
of the debtor’s bankruptcy petition.  Bankruptcy courts have approved plans, based on the particular facts of the 
bankruptcy case, that effected the curing of a mortgage loan default by paying arrearages over a number of years. 
 
 Bankruptcy courts jurisdiction have also indicated that the terms of a mortgage loan secured by property of 
the debtor may be modified in bankruptcy.  These modifications may include reducing the amount of each monthly 
payment, changing the rate of interest, altering the repayment schedule and reducing the lender’s security interest to 
the value of the residence, thus leaving the lender a general unsecured creditor for the difference between the value 
of the residence and the outstanding balance of the loan.  The secured creditor is generally entitled to the value of its 
security plus post-petition interest, attorneys’ fees and costs to the extent the value of the security exceeds the debt. 
 
 Tax liens arising under the Internal Revenue Code, may have priority over the lien of a mortgage or deed of 
trust.  In addition, substantive requirements are imposed upon mortgage lenders in connection with the origination 
and the servicing of single family mortgage loans by numerous federal and state consumer protection laws.  These 
laws include the Federal Truth-in-Lending Act, Regulation Z, Real Estate Settlement Procedures Act, Regulation X, 
Equal Credit Opportunity Act, Regulation B, Fair Credit Billing Act, Fair Housing Act, Fair Credit Reporting Act 
and related statutes .  These federal laws impose specific statutory liabilities upon lenders who originate mortgage 
loans and who fail to comply with the provisions of the law.  This liability may affect assignees of the mortgage 
loans.  In particular, the originators’ failure to comply with requirements of the Federal Truth-in-Lending Act, as 
implemented by Regulation Z, could subject both originators and assignees of the obligations to monetary penalties 
and could result in obligors’ rescinding loans against either originators or assignees. 
 
 In addition, the mortgage loans included in a trust fund may also be subject to the Home Ownership and 
Equity Protection Act of 1994 (“HOEPA”), if the mortgage loans were originated on or after October 1, 1995, are 
not mortgage loans made to finance the purchase of the mortgaged property and have interest rates or origination 
costs in excess of prescribed levels.  HOEPA adds additional provisions to Regulation Z and requires additional 
disclosures, specifies the timing of the disclosures and limits or prohibits inclusion of specific provisions in 
mortgages subject to HOEPA.  Remedies available to the mortgagor include monetary penalties, as well as 
rescission rights if certain disclosures were not given as required or if the particular mortgage includes provisions 
prohibited by law.  HOEPA also provides that any purchaser or assignee of a mortgage covered by HOEPA is 
subject to all of the claims and defenses to loan payment, whether under the Federal Truth-in-Lending Act, as 
amended by HOEPA or other law, which the borrower could assert against the original lender unless the purchaser 
or assignee did not know and could not with reasonable diligence have determined that the mortgage loan was 
subject to the provisions of HOEPA.  The maximum damages that may be recovered under the HOEPA from an 
assignee is the remaining amount of indebtedness plus the total amount paid by the borrower in connection with the 
mortgage loan. 
 

In addition to HOEPA, a number of legislative proposals have been introduced at the federal, state and 
local government levels that are designed to discourage predatory lending practices.  Some state, counties and local 
governments have enacted, and other states or local governments may enact, laws that impose requirements and 
restrictions greater than those in HOEPA.  These laws prohibit inclusion of some provisions in mortgage loans that 
have interest rates or origination costs in excess of prescribed levels, and require that borrowers be given certain 
disclosures prior to the consummation of the mortgage loans.  Purchasers or assignees of a mortgage loan, including 
the related trust, could be exposed to all claims and defenses that the mortgagor could assert against the originator of 
the mortgage loan for a violation of state, county or local law.  Claims and defenses available to the borrower could 
include monetary penalties, rescission and defenses to a foreclosure action or an action to collect. 
 
For Cooperative Loans 

 Generally, Article 9 of the UCC governs foreclosure on cooperative shares and the related proprietary lease 
or occupancy agreement.  Several courts have interpreted former Section 9-504 of the UCC to prohibit a deficiency 
award unless the creditor establishes that the sale of the collateral, which, in the case of a cooperative loan, would be 
the shares of the cooperative and the related proprietary lease or occupancy agreement, was conducted in a 
commercially reasonable manner.  Under Revised Article 9 of the UCC, the repercussions for failure to conduct a 
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comme rcially reasonable foreclosure sale in a consumer transaction are left to the courts or non-UCC law.  See also 
“—Repossession with Respect to Manufactured Housing Contracts.” 
 
Junior Mortgages 

 The mortgage loans may be secured by junior mortgages or deeds of trust, which are junior to senior 
mortgages or deeds of trust which are not part of the trust fund.  The rights of the securityholders as the holders of a 
junior deed of trust or a junior mortgage are subordinate in lien priority and in payment priority to those of the 
holder of the senior mortgage or deed of trust, including the prior rights of the senior mortgagee or beneficiary to 
receive and apply hazard insurance and condemnation proceeds and, upon default of the mortgagor, to cause a 
foreclosure on the property.  Upon completion of the foreclosure proceedings by the holder of the senior mortgage 
or the sale in accordance with the deed of trust, the junior mortgagee’s or junior beneficiary’s lien will be 
extinguished unless the junior lienholder satisfies the defaulted senior loan or asserts its subordinate interest in a 
property in foreclosure proceedings.  See “—Foreclosure on Mortgages.” 
 
 Furthermore, the terms of the junior mortgage or deed of trust are subordinate to the terms of the senior 
mortgage or deed of trust.  Upon a failure of the mortgagor or trustor to perform any of its obligations, the senior 
mortgagee or beneficiary, subject to the terms of the senior mortgage or deed of trust, may have the right to perform 
the obligation itself.  Generally, all sums so expended by the mortgagee or beneficiary become part of the 
indebtedness secured by the mortgage or deed of trust.  To the extent a senior mortgagee expends sums, these sums 
will generally have priority over all sums due under the junior mortgage. 
 
Home Equity Line of Credit Loans 

 The form of credit line trust deed or mortgage generally used by most institutional lenders which make 
home equity line of credit loans typically contains a “future advance” clause, which provides, in essence, that 
additional amounts advanced to or on behalf of the borrower by the beneficiary or lender are to be secured by the 
deed of trust or mortgage.  The priority of the lien securing any advance made under the clause may depend in most 
states on whether the deed of trust or mortgage is called and recorded as a credit line deed of trust or mortgage.  If 
the beneficiary or lender advances additional amounts, the advance is entitled to receive the same priority as 
amounts initially advanced under the trust deed or mortgage, notwithstanding the fact that there may be junior trust 
deeds or mortgages and other liens which intervene between the date of recording of the trust deed or mortgage and 
the date of the future advance, and notwithstanding that the beneficiary or lender had actual knowledge of the 
intervening junior trust deeds or mortgages and other liens at the time of the advance.  In most states, the trust deed 
or mortgage liens securing mortgage loans of the type which includes home equity credit lines applies retroactively 
to the date of the original recording of the trust deed or mortgage, provided that the total amount of advances under 
the home equity credit line does not exceed the maximum specified principal amount of the recorded trust deed or 
mortgage, except as to advances made after a tax lien or judgment lien imposed on the property. 
 
Consumer Protection Laws with Respect to Manufactured Housing Contracts and Home Improvement 
Contracts 

 Numerous federal and state consumer protection laws impose substantial requirements upon creditors 
involved in consumer finance.  These laws include the Federal Truth-in-Lending Act, Regulation Z, the Equal Credit 
Opportunity Act, Regulation B, the Fair Credit Reporting Act, the Real Estate Settlement Procedures Act, 
Regulation X, the Fair Housing Act and related statutes.  These laws can impose specific statutory liabilities upon 
creditors who fail to comply with their provisions.  This liability may affect an assignee’s ability to enforce a 
contract.  In particular, the originators’ failure to comply with requirements of the Federal Truth-in-Lending Act, as 
implemented by Regulation Z, could subject both originators and assignees of the obligations to monetary penalties 
and could result in obligors’ rescinding the contracts against either the originators or assignees.  Further, if the 
manufactured housing contracts or home improvement contracts are deemed High Cost Loans within the meaning of 
HOEPA, they would be subject to the same provisions of HOEPA as mortgage loans as described in “—Anti-
Deficiency Legislation and Other Limitations on Lenders” above. 
 
 Manufactured housing contracts and home improvement contracts often contain provisions obligating the 
obligor to pay late charges if payments are not timely made.  Federal and state law may specifically limit the amount 
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of late charges that may be collected.  Unless the prospectus supplement indicates otherwise, under the related 
servicing agreement, late charges will be retained by the master servicer as additional servicing compensation, and 
any inability to collect these amounts will not affect payments to securityholders. 
 
 Courts have imposed general equitable principles upon repossession and litigation involving deficiency 
balances.  These equitable principles are generally designed to relieve a consumer from the legal consequences of a 
default. 
 
 In several cases, consumers have asserted that the remedies provided to secured parties under the UCC and 
related laws violate the due process protections provided under the 14th Amendment to the Constitution of the 
United States.  For the most part, courts have upheld the notice provisions of the UCC and related laws as 
reasonable or have found that the repossession and resale by the creditor does not involve sufficient state action to 
afford constitutional protection to consumers. 
 
 The so-called “Holder-in-Due-Course Rule” of the Federal Trade Commission, referred to herein as the  
“FTC Rule,” has the effect of subjecting a seller, and related creditors and their assignees, in a consumer credit 
transaction and any assignee of the creditor to all claims and defenses which the debtor in the transaction could 
assert against the seller of the goods.  Liability under the FTC Rule is limited to the amounts paid by a debtor on the 
contract, and the holder of the contract may also be unable to collect amounts still due thereunder. 
 
 Most of the manufactured housing contracts and home improvement contracts in a trust fund will be subject 
to the requirements of the FTC Rule.  Accordingly, the trustee, as holder of the manufactured housing contracts or 
home improvement contracts, will be subject to any claims or defenses that the purchaser of the related home or 
manufactured home may assert against the seller of the home or manufactured home, subject to a maximum liability 
equal to the amounts paid by the obligor on the manufactured housing contract or home improvement contract.  If an 
obligor is successful in asserting this type of claim or defense, and if the mortgage loan seller had or should have 
had knowledge of that claim or defense, the master servicer will have the right to require the mortgage loan seller to 
repurchase the manufactured housing contract or home improvement contract because of a breach of its mortgage 
loan seller’s representation and warranty that no claims or defenses exist that would affect the obligor’s obligation to 
make the required payments under the manufactured housing contract or home improvement contract. 
 
Enforceability of Provisions 

 The mortgage loans in a trust fund will in most cases contain due-on-sale clauses.  These clauses permit the 
lender to accelerate the maturity of the loan if the borrower sells, transfers, or conveys the property without the prior 
consent of the lender.  The enforceability of these clauses has been impaired in various ways in several states by 
statute or decisional law.  The ability of lenders and their assignees and transferees to enforce due-on-sale clauses 
was addressed by the Garn-St. Germain Depository Institutions Act of 1982.  This legislation, subject to exceptions, 
preempts state constitutional, statutory and case law that prohibits the enforcement of due-on-sale clauses.  The 
Garn-St. Germain Act does encourage lenders to permit assumptions of loans at the original rate of interest or at 
another rate less than the average of the original rate and the market rate. 
 
 The Garn-St. Germain Act also sets forth nine specific instances in which a mortgage lender covered by the 
Garn-St. Germain Act, including federal savings associations and federal savings banks, may not exercise a due-on-
sale clause, even though a transfer of the property may have occurred.  These include intra-family transfers, some 
transfers by operation of law, leases of fewer than three years and the creation of a junior encumbrance.  Regulations 
promulgated under the Garn-St. Germain Act also prohibit the imposition of a prepayment charge upon the 
acceleration of a loan in accordance with a due-on-sale clause. 
 
 The inability to enforce a due-on-sale clause may result in a mortgage loan bearing an interest rate below 
the current market rate being assumed by a new home buyer rather than being paid off, which may have an impact 
upon the average life of the mortgage loans related to a series and the number of mortgage loans that may be 
outstanding until maturity. 
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Transfer of Manufactured Homes under Manufactured Housing Contracts 

 Generally, manufactured housing contracts contain provisions prohibiting the sale or transfer of the related 
manufactured homes without the consent of the obligee on the contract and permitting the acceleration of the 
maturity of the contracts by the obligee on the contract upon any sale or transfer that is not consented to.  The master 
servicer will, to the extent it has knowledge of the conveyance or proposed conveyance, exercise or cause to be 
exercised its rights to accelerate the maturity of the related manufactured housing contract through enforcement of 
due-on-sale clauses, subject to applicable state law.  The transfer may be made by a delinquent obligor in order to 
avoid a repossession proceeding with respect to a manufactured home. 
 
 In the case of a transfer of a manufactured home as to which the master servicer desires to accelerate the 
maturity of the related manufactured housing contract, the master servicer’s ability to do so will depend on the 
enforceability under state law of the due-on-sale clause.  The Garn-St. Germain Act preempts, subject to exceptions 
and conditions, state laws prohibiting enforcement of due-on-sale clauses applicable to the manufactured homes.  
Consequently, the master servicer may be prohibited from enforcing a due-on-sale clause in respect of those 
manufactured homes. 
 
Prepayment Charges and Prepayments 

 Applicable regulations prohibit the imposition of a prepayment charge or equivalent fee for or in 
connection with the acceleration of a loan by exercise of a due-on-sale clause.  A mortgagee to whom a prepayment 
in full has been tendered may be compelled to give either a release of the mo rtgage or an instrument assigning the 
existing mortgage to a refinancing lender. 
 
 Some state laws restrict the imposition of prepayment charges even when the loans expressly provide for 
the collection of those charges. The Alternative Mortgage Transaction Parity Act of 1982, or the Parity Act, permits 
the collection of prepayment charges in connection with some types of loans subject to the Parity Act, or Parity Act 
loans, preempting any contrary state law prohibitions.  However, some states may not recognize the preemptive 
authority of the Parity Act or have opted out of the Parity Act.  Moreover, the OTS, the agency that administers the 
application of the Parity Act to some types of mortgage lenders that are not chartered under federal law, withdrew its 
favorable regulations and opinions that previously authorized those lenders, notwithstanding contrary state law, to 
charge prepayment charges and late fees on Parity Act loans in accordance with OTS rules.  The withdrawal is 
effective with respect to Parity Act loans originated on or after July 1, 2003.  The OTS’s action does not affect 
Parity Act loans originated before July 1, 2003.  It is possible that prepayment charges may not be collected even on 
loans that provide for the payment of these charges unless otherwise specified in the accompanying prospectus 
supplement. The master servicer or another entity identified in the accompanying prospectus supplement will be 
entitled to all prepayment charges and late payment charges received on the loans and these amounts will not be 
available for payment on the certificates. 
 
Leases and Rents 

 Mortgages that encumber income-producing property often contain an assignment of rents and leases 
and/or may be accompanied by a separate assignment of rents and leases, pursuant to which the borrower assigns to 
the lender the borrower’s right, title and interest as landlord under each lease and the income derived therefrom, and, 
unless rents are to be paid directly to the lender, retains a revocable license to collect the rents for so long as there is 
no default.  If the borrower defaults, the license terminates and the lender is entitled to collect the rents.  Local law 
may require that the lender take possession of the property and/or obtain a court-appointed receiver before becoming 
entitled to collect the rents.  In addition, if bankruptcy or similar proceedings are commenced by or in respect of the 
borrower, the lender’s ability to collect the rents may be adversely affected.  In the event of borrower default, the 
amount of rent the lender is able to collect from the tenants can significantly affect the value of the lender’s security 
interest. 
 
Subordinate Financing 

 When the mortgagor encumbers mortgaged property with one or more junior liens, the senior lender is 
subjected to additional risk.  First, the mortgagor may have difficulty servicing and repaying multiple loans.  In 
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addition, if the junior loan permits recourse to the mortgagor, as junior loans often do, and the senior loan does not, a 
mortgagor may be more like ly to repay sums due on the junior loan than those on the senior loan.  Second, acts of 
the senior lender that prejudice the junior lender or impair the junior lender’s security may create a superior equity in 
favor of the junior lender.  For example, if the mortgagor and the senior lender agree to an increase in the principal 
amount of or the interest rate payable on the senior loan, the senior lender may lose its priority to the extent an 
existing junior lender is harmed or the mortgagor is additionally burdened.  Third, if the mortgagor defaults on the 
senior loan or any junior loan, or both, the existence of junior loans and actions taken by junior lenders can impair 
the security available to the senior lender and can interfere with or delay the taking of action by the senior lender.  
Moreover, the bankruptcy of a junior lender may operate to stay foreclosure or similar proceeds by the senior lender. 
 
Applicability of Usury Laws  

 Title V of the Depository Institutions Deregulation and Monetary Control Act of 1980 provides that state 
usury limitations shall not apply to certain types of residential first mortgage loans originated by certain lenders after 
March 31, 1980.  A similar federal statute was in effect with respect to mortgage loans made during the first three 
months of 1980.  The statute authorized any state to reimpose interest rate limits by adopting before April 1, 1983 a 
law or constitutional provision that expressly rejects application of the federal law.  In addition, even where Title V 
is not so rejected, any state is authorized by the law to adopt a provision limiting discount points or other charges on 
mortgage loans covered by Title V.  Several states have taken action to reimpose interest rate limits or to limit 
discount points or other charges. 
 
 In any state in which application of Title V has been expressly rejected or a provision limiting discount 
points or other charges is adopted, no mortgage loans originated after the date of that state action will be eligible for 
inclusion in a trust fund if the mortgage loans bear interest or provide for discount points or charges in excess of 
permitted levels.  No mortgage loan originated prior to January 1, 1980 will bear interest or provide for discount 
points or charges in excess of permitted levels. 
 
 Title V also provides that state usury limitations do not apply to any loan that is secured by a first lien on 
specific kinds of manufactured housing if certain conditions are met, including the terms of any prepayments, late 
charges and deferral fees and requiring a 30-day notice period prior to instituting any action leading to repossession 
of or foreclosure with respect to the related unit.  Title V authorized any state to reimpose limitations on interest 
rates and finance charges by adopting before April 1, 1983 a law or constitutional provision which expressly rejects 
application of the federal law.  Fifteen states adopted such a law prior to the April 1, 1983 deadline.  In addition, 
even where Title V was not so rejected, any state is authorized by the law to adopt a provision limiting discount 
points or other charges on loans covered by Title V.  In any state in which application of Title V was expressly 
rejected or a provision limiting discount points or other charges has been adopted, no manufactured housing contract 
which imposes finance charges or provides for discount points or charges in excess of permitted levels has been 
included in the trust fund. 
 
Alternative Mortgage Instruments 

 ARM Loans and home equity revolving credit loans originated by non-federally chartered lenders have 
historically been subject to a variety of restrictions.  These restrictions differed from state to state, resulting in 
difficulties in determining whether a particular alternative mortgage instrument originated by a state-chartered 
lender complied with applicable law.  These difficulties were simplified substantially as a result of the enactment of 
Title VIII of the Garn-St. Germain Act.  Title VIII provides that, notwithstanding any state law to the contrary, 
 
 • state-chartered banks may originate alternative mortgage instruments, including ARM Loans, in 

accordance with regulations promulgated by the Comptroller of the Currency with respect to 
origination of alternative mortgage instruments by national banks, 

 
 • state-chartered credit unions may originate alternative mortgage instruments in accordance with 

regulations promulgated by the National Credit Union Administration with respect to origination 
of alternative mortgage instruments by federal credit unions, and 
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 • all other non-federally chartered housing creditors, including, without limitation, state-chartered 
savings and loan associations, savings banks and mutual savings banks and mortgage banking 
companies may originate alternative mortgage instruments in accordance with the regulations 
promulgated by the Federal Home Loan Bank Board, predecessor to the Office of Thrift 
Supervision, with respect to origination of alternative mortgage instruments by federal savings and 
loan associations. 

 
 Title VIII further provides that any state may reject applicability of the provisions of Title VIII by adopting 
prior to October 15, 1985 a law or constitutional provision expressly rejecting the applicability of these provisions.  
Several states have taken this type of action. 
 
 All of the ARM Loans and home equity revolving credit loans in a trust fund that were originated by a 
state-chartered lender after the enactment of a state law or constitutional provision rejecting the applicability of Title 
VIII will have complied with applicable state law.  All of the ARM Loans and home equity revolving credit loans in 
a trust fund that were originated by federally chartered lenders or that were originated by state-chartered lenders 
prior to enactment of a state law or constitutional provision rejecting the applicability of Title VIII will have been 
originated in compliance with all applicable federal regulations. 
 
Servicemembers Civil Relief Act 

 Under the terms of the Servicemembers Civil Relief Act, a borrower who enters military service after the 
origination of that borrower’s mortgage loan, including a borrower who was in reserve status and is called to active 
duty after origination of the mortgage loan, may not be charged interest, including fees and charges, in excess of 6% 
per annum during the period of that borrower’s active duty status.  In addition to adjusting the interest, the lender 
must forgive any such interest in excess of 6% per annum, unless a court or administrative agency of the United 
States or of any State orders otherwise upon application of the lender.  The Relief Act applies to borrowers who are 
members of the Army, Navy, Air Force, Marines, National Guard, Reserves, Coast Guard, and officers of the U.S. 
Public Health Service or the National Oceanic and Atmospheric Administration assigned to duty with the military.  
Because the Relief Act applies to borrowers who enter military service, including reservists who are called to active 
duty, after origination of the related mortgage loan no information can be provided as to the number of loans that 
may be affected by the Relief Act.  Application of the Relief Act would adversely affect, for an indeterminate period 
of time, the ability of the master servicer to collect full amounts of interest on the applicable mo rtgage loans.  Any 
shortfalls in interest collections resulting from the application of the Relief Act would result in a reduction of the 
amounts distributable to the holders of the related series of securities, and would not be covered by advances or, 
unless specified in the related prospectus supplement, any form of credit support provided in connection with the 
securities.  In addition, the Relief Act imposes limitations that would impair the ability of the master servicer to 
foreclose on or an enforce rights with respect to an affected mortgage asset, during the borrower’s period of active 
duty status, and, sometimes, during an additional three month period thereafter.  Thus, if the Relief Act applies to 
any mortgage asset that goes into default, there may be delays in payment and losses incurred by the related 
securityholders. 
 
Environmental Legislation 

 Under the federal Comprehensive Environmental Response, Compensation and Liability Act, as amended, 
and under several state laws, a secured party which takes a deed-in-lieu of foreclosure, purchases a mortgaged 
property at a foreclosure sale, or operates a mortgaged property may become liable for the costs of cleaning up 
hazardous substances regardless of whether they have contaminated the property.  CERCLA imposes strict as well 
as joint and several liability on several classes of potentially responsible parties, including current owners and 
operators of the property who did not cause or contribute to the contamination.  Furthermore, liability under 
CERCLA is not limited to the original or unamortized principal balance of a loan or to the value of the property 
securing a loan.  Lenders may be held liable under CERCLA as owners or operators unless they qualify for the 
secured creditor exemption to CERCLA.  This exemption exempts from the definition of owners and operators those 
who, without participating in the management of a facility, hold indicia of ownership primarily to protect a security 
interest in the facility.  What constitutes sufficient participation in the management of a property securing a loan or 
the business of a borrower to render the exemption unavailable to a lender has been a matter of interpretation by the 
courts.  CERCLA has been interpreted to impose liability on a secured party even absent foreclosure where the party 
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participated in the financial management of the borrower’s business to a degree indicating a capacity to influence 
waste disposal decisions.  However, court interpretations of the secured creditor exemption have been inconsistent.  
In addition, when lenders foreclose and become owners of collateral property, courts are inconsistent as to whether 
that ownership renders the secured creditor exemption unavailable.  Other federal and state laws may impose 
liability on a secured party which takes a deed-in-lieu of foreclosure, purchases a mortgaged property at a 
foreclosure sale, or operates a mortgaged property on which contaminants other than CERCLA hazardous 
substances are present, including petroleum, agricultural chemicals, hazardous wastes, asbestos, radon, and 
lead-based paint.  Environmental cleanup costs may be substantial.  It is possible that the cleanup costs could 
become a liability of a trust fund and reduce the amounts otherwise distributable to the holders of the related series 
of securities.  Moreover, there are federal statutes and state statutes that impose an environmental lien for any 
cleanup costs incurred by the state on the property that is the subject of the cleanup costs.  All subsequent liens on a 
property generally are subordinated to an environmental lien and in some states even prior recorded liens are 
subordinated to environmental liens.  In the latter states, the security interest of the trust fund in a related parcel of 
real property that is subject to an environmental lien could be adversely affected. 
 
 Traditionally, many residential mortgage lenders have not taken steps to evaluate whether contaminants are 
present with respect to any mortgaged property prior to the origination of the mortgage loan or prior to foreclosure 
or accepting a deed-in-lieu of foreclosure.  Accordingly, the master servicer has not made and will not make these 
kinds of evaluations prior to the origination of the mortgage loans.  Neither the master servicer nor any replacement 
servicer will be required by any servicing agreement to undertake any environmental evaluations prior to foreclosure 
or accepting a deed-in-lieu of foreclosure.  The master servicer will not make any representations or warranties or 
assume any liability with respect to the absence or effect of contaminants on any related real property or any 
casualty resulting from the presence or effect of contaminants.  The master servicer will not be obligated to foreclose 
on related real property or accept a deed-in-lieu of foreclosure if it knows or reasonably believes that there are 
material contaminated conditions on a property.  A failure so to foreclose may reduce the amounts otherwise 
available to securityholders of the related series. 
 
Forfeitures in Drug and RICO Proceedings 

 Federal law provides that property owned by persons convicted of drug-related crimes or of criminal 
violations of the Racketeer Influenced and Corrupt Organizations statute can be seized by the government if the 
property was used in or purchased with the proceeds of these crimes.  Under procedures contained in the 
Comprehensive Crime Control Act of 1984 the government may seize the property even before conviction.  The 
government must publish notice of the forfeiture proceeding and may give notice to all parties “known to have an 
alleged interest in the property,” including the holders of mortgage loans. 
 
 A lender may avoid forfeiture of its interest in the property if it establishes that:  (1) its mortgage was 
executed and recorded before commission of the crime upon which the forfeiture is based, or (2) the lender was at 
the time of execution of the mortgage “reasonably without cause to believe” that the property was used in or 
purchased with the proceeds of illegal drug or RICO activities. 
 
Negative Amortization Loans 

 A case decided by the United States Court of Appeals for the First Circuit held that state restrictions on the 
compounding of interest are not preempted by the provisions of the Depository Institutions Deregulation and 
Monetary Control Act of 1980 and as a result, a mortgage loan that provided for negative amortization violated New 
Hampshire’s requirement that first mortgage loans provide for computation of interest on a simple interest basis.  
The holding was limited to the effect of DIDMC on state laws regarding the compounding of interest and the court 
did not address the applicability of the Alternative Mortgage Transaction Parity Act of 1982, which authorizes a 
lender to make residential mortgage loans that provide for negative amortization.  The First Circuit’s decision is 
binding authority only on Federal District Courts in Maine, New Hampshire, Massachusetts, Rhode Island and 
Puerto Rico. 
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Installment Contracts 

 The trust fund may also consist of installment sales contracts.  Under an installment sales contract the 
seller, referred to in this section as the “lender,” retains legal title to the property and enters into an agreement with 
the purchaser, referred to in this section as the “borrower,” for the payment of the purchase price, plus interest, over 
the term of such contract.  Only after full performance by the borrower of the installment contract is the lender 
obligated to convey title to the property to the purchaser.  As with mortgage or deed of trust financing, during the 
effective period of the installment contract the borrower is generally responsible for maintaining the property in 
good condition and for paying real estate taxes, assessments and hazard insurance premiums associated with the 
property. 
 
 The method of enforcing the rights of the lender under an installment contract varies on a state-by-state 
basis depending upon the extent to which state courts are willing or able pursuant to state statute to enforce the 
contract strictly according to its terms.  The terms of installment contracts generally provide that upon a default by 
the borrower, the borrower loses his or her right to occupy the property, the entire indebtedness is accelerated and 
the buyer’s equitable interest in the property is forfeited.  The lender in such a situation is not required to foreclose 
in order to obtain title to the property, although in some cases a quiet title action is pursued if the borrower has filed 
the installment contract in local land records and an ejectment action may be necessary to recover possession.  In a 
few states, particularly in cases of borrower default during the early years of an installment contract, the courts will 
permit ejectment of the buyer and a forfeiture of his or her interest in the property.  However, most state legislatures 
have enacted provisions by analogy to mortgage law protecting borrowers under installment contracts from the harsh 
consequences of forfeiture.  Under such statutes a judicial or nonjudicial foreclosure may be required, the lender 
may be required to give notice of default and the borrower may be granted some grace period during which the 
installment contract may be reinstated upon full payment of the defaulted amount and the borrower may have a post-
foreclosure statutory redemption right.  In other states courts may permit a borrower with significant investment in 
the property under an installment contract for the sale of real estate to share in the proceeds of sale of the property 
after the indebtedness is repaid or may otherwise refuse to enforce the forfeiture clause.  Nevertheless, generally the 
lender’s procedures for obtaining possession and clear title under an installment contract in a given state are simpler 
and less time consuming and costly than are the procedures for foreclosing and obtaining clear title to a property 
subject to one or more liens. 
 

Material Federal Income Tax Consequences 

General 

 The following is a general discussion of the material federal income tax consequences of the purchase, 
ownership and disposition of the securities offered under this prospectus and the prospectus supplement.  This 
discussion is for securityholders that hold the securities as capital assets within the meaning of Section 1221 of the 
Code and does not purport to discuss all federal income tax consequences that may be applicable to particular 
individual circumstances, including those of banks, insurance companies, foreign investors, tax-exempt 
organizations, dealers in securities or currencies, mutual funds, real estate investment trusts, S corporations, estates 
and trusts, securityholders that hold the securities as part of a hedge, straddle, integrated or conversion transaction, 
or securityholders whose functional currency is not the United States dollar. 
 
 The authorities on which this discussion and the opinion referred to below are based are subject to change 
or differing interpretations which could apply retroactively.  Prospective investors should note that no rulings have 
been or will be sought from the IRS with respect to any of the federal income tax consequences discussed below, 
and no assurance can be given that the IRS will not take contrary positions.  Taxpayers and preparers of tax returns 
should be aware that under applicable Treasury regulations a provider of advice on specific issues of law is not 
considered an income tax return preparer unless the advice (1) is given with respect to events that have occurred at 
the time the advice is rendered and is not given with respect to the consequences of contemplated actions, and (2) is 
directly relevant to the determination of an entry on a tax return.  Accordingly, it is suggested that taxpayers consult 
their own tax advisors and tax return preparers regarding the preparation of any item on a tax return, even where the 
anticipated tax treatment has been discussed in this prospectus.  In addition to the federal income tax consequences 
described in this prospectus, potential investors should consider the state and local tax consequences, if any, of the 
purchase, ownership and disposition of the securities.  See “State and Other Tax Consequences.” 
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 The following discussion addresses securities of five general types: 
 
 • REMIC Certificates representing interests in a trust fund, or a portion thereof, that the trustee will 

elect to have treated as a REMIC under the REMIC Provisions of the Code, 
 
 • Notes representing indebtedness of an owner trust for federal income tax purposes, 
 
 • Grantor Trust Certificates representing interests in a Grantor Trust Fund as to which no REMIC or 

FASIT election will be made, 
 
 • Partnership Certificates representing interests in a Partnership Trust Fund which is treated as a 

partnership for federal income tax purposes, and 
 
 • FASIT Securities representing interests in a trust fund, or a portion thereof, that the trustee will 

elect to have treated as a FASIT under the FASIT Provisions of the Code. 
 
 The prospectus supplement for each series of certificates will indicate whether one or more REMIC or 
FASIT elections will be made for the related trust fund and will identify all regular interests and residual interests in 
the REMIC or REMICs or the “regular interests,” “high yield regular interests” or “ownership interests” in the 
FASIT, as the case may be.  For purposes of this tax discussion, references to a securityholder or a holder are to the 
beneficial owner of a security. 
 
 The following discussion is based in part upon the OID Regulations and in part upon the REMIC 
Regulations.  The OID Regulations do not adequately address issues relevant to the offered securities.  As described 
at “—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount,” in some instances the OID 
Regulations provide that they are not applicable to securities like the offered securities. 
 
REMICs 

 CLASSIFICATION OF REMICs.  On or prior to the date of the related prospectus supplement with respect 
to the issuance of each series of REMIC Certificates, one of Orrick, Herrington & Sutcliffe LLP or Heller Ehrman 
White & McAuliffe LLP, counsel to the depositor, will provide its opinion that, assuming compliance with all 
provisions of the related pooling and servicing agreement, for federal income tax purposes, the related trust fund or 
each applicable portion of the related trust fund will qualify as a REMIC and the offered REMIC Certificates will be 
considered to evidence ownership of REMIC regular interests or REMIC residual interests in that REMIC within the 
meaning of the REMIC Provisions. 
 
 If an entity electing to be treated as a REMIC fails to comply with one or more of the ongoing requirements 
of the Code for status as a REMIC during any taxable year, the Code provides that the entity will not be treated as a 
REMIC for that year or for later years.  In that event, the entity may be taxable as a corporation under Treasury 
regulations, and the related REMIC Certificates may not be accorded the status or given the tax treatment described 
under “—Taxation of Owners of REMIC Regular Certificates” and “—Taxation of Owners of REMIC Residual 
Certificates.”  The IRS may grant relie f from inadvertent terminations under certain circumstances.  In addition, the 
Treasury Department is authorized to issue regulations providing relief in the event of an inadvertent termination of 
REMIC status, although these regulations have not been issued.  If these regulations are issued, relief in the event of 
an inadvertent termination may be accompanied by sanctions, which may include the imposition of a corporate tax 
on all or a portion of the REMIC’s income for the period in which the requirements for status as a REMIC are not 
satisfied.  The pooling and servicing agreement with respect to each REMIC will include provisions designed to 
maintain the trust fund’s status as a REMIC under the REMIC Provisions.  It is not anticipated that the status of any 
trust fund as a REMIC will be inadvertently terminated. 
 
 CHARACTERIZATION OF INVESTMENTS IN REMIC CERTIFICATES.  Except as provided in the 
following sentence, the REMIC Certificates will be real estate assets within the meaning of Section 856(c)(5)(B) of 
the Code and assets described in Section 7701(a)(19)(C) of the Code in the same proportion as the assets of the 
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REMIC underlying the certificates.  If 95% or more of the assets of the REMIC qualify for either of the treatments 
described in the previous sentence at all times during a calendar year, the REMIC Certificates will qualify for the 
corresponding status in their entirety for that calendar year.  Interest, including original issue discount, on the 
REMIC Regular Certificates and income allocated to the class of REMIC Residual Certificates will be interest 
described in Section 856(c)(3)(B) of the Code to the extent that the certificates are treated as real estate assets within 
the meaning of Section 856(c)(5)(B) of the Code.  In addition, the REMIC Regular Certificates will be qualified 
mortgages within the meaning of Section 860G(a)(3) of the Code if transferred to another REMIC on its startup day 
in exchange for regular or residual interests of that REMIC.  The determination as to the percentage of the REMIC’s 
assets that constitute assets described in these sections of the Code will be made for each calendar quarter based on 
the average adjusted basis of each category of the assets held by the REMIC during the calendar quarter.  The 
Trustee will report those determinations to certificateholders in the manner and at the times required by Treasury 
regulations. 
 
 The assets of the REMIC will include mortgage loans, payments on mortgage loans held prior to the 
distribution of these payments to the REMIC Certificateholders and any property acquired by foreclosure held prior 
to the sale of such property, and may include amounts in reserve accounts.  It is unclear whether property acquired 
by foreclosure and amounts in reserve accounts would be considered to be part of the mortgage loans, or whether 
these assets otherwise would receive the same treatment as the mortgage loans for purposes of all of the Code 
sections discussed in the immediately preceding paragraph.  The related prospectus supplement will describe the 
mortgage loans that may not be treated entirely as assets described in the sections of the Code discussed in the 
immediately preceding paragraph.  The REMIC Regulations do provide, however, that cash received from payments 
on mortgage loans held pending distribution is considered part of the mortgage loans for purposes of Section 
856(c)(5)(B) of the Code.  Furthermore, foreclosure property will qualify as real estate assets under Section 
856(c)(5)(B) of the Code. 
 
 TIERED REMIC STRUCTURES.  For a series of REMIC Certificates, two or more separate elections may 
be made to treat designated portions of the related trust fund as REMICs for federal income tax purposes, creating a 
tiered REMIC structure.  As to each series of REMIC Certificates that is a tiered REMIC structure, in the opinion of 
counsel to the depositor, assuming compliance with all provisions of the related pooling and servicing agreement, 
each of the REMICs in that series will qualify as a REMIC and the REMIC Certificates issued by these REMICs 
will be considered to evidence ownership of REMIC regular interests or REMIC residual interests in the related 
REMIC within the meaning of the REMIC Provisions. 
 
 Solely for purposes of determining whether the REMIC Certificates will be real estate assets within the 
meaning of Section 856(c)(5)(B) of the Code, and loans secured by an interest in real property under Section 
7701(a)(19)(C) of the Code, and whether the income on the certificates is interest described in Section 856(c)(3)(B) 
of the Code, all of the REMICs in that series will be treated as one REMIC. 
 
Taxation of Owners of REMIC Regular Certificates 

 GENERAL.  Except as described in “—Taxation of Owners of REMIC Residual Certificates—Possible 
Pass-Through of Miscellaneous Itemized Deductions,” REMIC Regular Certificates will be treated for federal 
income tax purposes as debt instruments issued by the REMIC and not as ownership interests in the REMIC or its 
assets.  Moreover, holders of REMIC Regular Certificates that ordinarily report income under a cash method of 
accounting will be required to report income for REMIC Regular Certificates under an accrual method. 
 
 ORIGINAL ISSUE DISCOUNT.  A REMIC Regular Certificate may be issued with original issue discount 
within the meaning of Section 1273(a) of the Code.  Any holder of a REMIC Regular Certificate issued with 
original issue discount in excess of a de minimis amount will be required to include original issue discount in 
income as it accrues in advance of the receipt of the cash attributable to that income, in accordance with a constant 
yield method under Section 1272(a)(6) of the Code.  Regulations have not been issued under that section. 
 
 The Code requires that a reasonable Prepayment Assumption be used for mortgage loans held by a REMIC 
in computing the accrual of original issue discount on REMIC Regular Certificates issued by that REMIC, and that 
adjustments be made in the amount and rate of accrual of that discount to reflect differences between the actual 
prepayment rate and the Prepayment Assumption.  The Prepayment Assumption is to be determined in a manner 
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prescribed in Treasury regulations; as noted in the preceding paragraph, those regulations have not been issued.  The 
Congressional committee reports accompanying the enactment of Section 1272(a)(6) of the Code indicate that the 
regulations will provide that the Prepayment Assumption used for a REMIC Regular Certificate must be the same as 
that used in pricing the initial offering of the REMIC Regular Certificate.  The Prepayment Assumption used in 
reporting original issue discount for each series of REMIC Regular Certificates will be consistent with this standard 
and will be disclosed in the related prospectus supplement.  However, none of the depositor, the master servicer or 
the trustee will make any representation that the mortgage loans will in fact prepay at a rate conforming to the 
Prepayment Assumption or at any other rate. 
 
 The original issue discount, if any, on a REMIC Regular Certificate will be the excess of its stated 
redemption price at maturity over its issue price.  The issue price of a particular class of REMIC Regular Certificates 
will be the first cash price at which a substantial amount of REMIC Regular Certificates of that class is sold, 
excluding sales to bond houses, brokers and underwriters.  If less than a substantial amount of a class of REMIC 
Regular Certificates is sold for cash on or prior to the closing date, the issue price for that class that will be used in 
making reports to investors and the IRS will be the fair market value of that class on the closing date.  Under the 
OID Regulations, the stated redemption price of a REMIC Regular Certificate is equal to the total of all payments to 
be made on the certificate other than qualified stated interest.  Qualified stated interest is interest that is 
unconditionally payable at least annually during the entire term of the instrument at a single fixed rate, a qualified 
floating rate, an objective rate, or a combination of a single fixed rate and one or more qualified floating rates or one 
qualified inverse floating rate. 
 
 In the case of REMIC Regular Certificates bearing adjustable interest rates, the determination of the total 
amount of original issue discount and the timing of the inclusion thereof will vary according to the characteristics of 
the REMIC Regular Certificates.  If the original issue discount rules apply to the certificates in a particular series, 
the related prospectus supplement will describe the manner in which these rules will be applied with respect to the 
certificates in that series that bear an adjustable interest rate in preparing information returns to the certificateholders 
and the IRS. 
 
 The first interest payment on a REMIC Regular Certificate may be made more than one month after the 
date of issuance, which is a period longer than the subsequent monthly intervals between interest payments.  
Assuming the accrual period for original issue discount is each monthly period that ends on the day prior to each 
distribution date, as a consequence of this long first accrual period some or all interest payments may be required to 
be included in the stated redemption price of the REMIC Regular Certificate and accounted for as original issue 
discount.  Because interest on REMIC Regular Certificates must in any event be accounted for under an accrual 
method, applying this analysis would result in only a slight difference in the timing of the inclusion in income of the 
yield on the REMIC Regular Certificates. 
 
 If the accrued interest to be paid on the first distribution date is computed for a period that begins prior to 
the closing date, a portion of the purchase price paid for a REMIC Regular Certificate will reflect the accrued 
interest.  In these cases, information returns to the certificateholders and the IRS will take the position that the 
portion of the purchase price paid for the interest accrued for periods prior to the closing date is part of the overall 
cost of the REMIC Regular Certificate, and not a separate asset the cost of which is recovered entirely out of interest 
received on the next distribution date, and that portion of the interest paid on the first distribution date in excess of 
interest accrued for a number of days corresponding to the number of days from the closing date to the first 
distribution date should be included in the stated redemption price of the REMIC Regular Certificate.  However, the 
OID Regulations state that all or a portion of the accrued interest may be treated as a separate asset the cost of which 
is recovered entirely out of interest paid on the first distribution date.  It is unclear how an election to do so would be 
made under the OID Regulations and whether this election could be made unilaterally by a certificateholder. 
 
 Notwithstanding the general definit ion of original issue discount, original issue discount on a REMIC 
Regular Certificate will be considered to be de minimis if it is less than 0.25% of the stated redemption price of the 
REMIC Regular Certificate multiplied by its weighted average life.  For this purpose, the weighted average life of a 
REMIC Regular Certificate is computed as the sum of the amounts determined, as to each payment included in the 
stated redemption price of the REMIC Regular Certificate, by multiplying (1) the number of complete years from 
the issue date until that payment is expected to be made, presumably taking into account the Prepayment 
Assumption, by (2) a fraction, the numerator of which is the amount of the payment, and the denominator of which 
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is the stated redemption price at maturity of the REMIC Regular Certificate.  Under the OID Regulations, original 
issue discount of only a de minimis amount, other than de minimis original issue discount attributable to a teaser 
interest rate or an initial interest holiday, will be included in income as each payment of stated principal is made, 
based on the product of the total amount of the de minimis original issue discount attributable to that certificate and 
a fraction, the numerator of which is the amount of the principal payment and the denominator of which is the 
outstanding stated principal amount of the REMIC Regular Certificate.  The OID Regulations also would permit a 
certificateholder to elect to accrue de minimis original issue discount into income currently based on a constant yield 
method.  See “—Market Discount” for a description of this election under the OID regulations. 
 
 If original issue discount on a REMIC Regular Certificate is in excess of a de minimis amount, the holder 
of the certificate must include in ordinary gross income the sum of the daily portions of original issue discount for 
each day during its taxable year on which it held the REMIC Regular Certificate, including the purchase date but 
excluding the disposition date.  In the case of an original holder of a REMIC Regular Certificate, the daily portions 
of original issue discount will be determined as described in the following paragraph. 
 
 An accrual period is a period that ends on the day prior to a distribution date and begins on the first day 
following the immediately preceding accrual period, except that the first accrual period begins on the closing date.  
As to each accrual period, a calculation will be made of the portion of the original issue discount that accrued during 
the accrual period.  The portion of original issue discount that accrues in any accrual period will equal the excess of 
(1) the sum of (a) the present value, as of the end of the accrual period, of all of the distributions remaining to be 
made on the REMIC Regular Certificate in future periods and (b) the distributions made on the REMIC Regular 
Certificate during the accrual period of amounts included in the stated redemption price, over (2) the adjusted issue 
price of the REMIC Regular Certificate at the beginning of the accrual period.  The present value of the remaining 
distributions referred to in the preceding sentence will be calculated assuming that distributions on the REMIC 
Regular Certificate will be received in future periods based on the mortgage loans being prepaid at a rate equal to 
the Prepayment Assumption, using a discount rate equal to the original yield to maturity of the certificate and taking 
into account events, including actual prepayments, that have occurred before the close of the accrual period.  For 
these purposes, the original yield to maturity of the certificate will be calculated based on its issue price and 
assuming that distributions on the certificate will be made in all accrual periods based on the mortgage loans being 
prepaid at a rate equal to the Prepayment Assumption.  The adjusted issue price of a REMIC Regular Certificate at 
the beginning of any accrual period will equal the issue price of the certificate, increased by the aggregate amount of 
original issue discount that accrued with respect to the certificate in prior accrual periods, and reduced by the 
amount of any distributions made on the certificate in prior accrual periods of amounts included in the stated 
redemption price.  The original issue discount accruing during any accrual period will be allocated ratably to each 
day during the accrual period to determine the daily portion of original issue discount for that day. 
 
 If a REMIC Regular Certificate issued with original issue discount is purchased at a cost, excluding any 
portion of the cost attributable to accrued qualified stated interest, less than its remaining stated redemption price, 
the purchaser will also be required to include in gross income the daily portions of any original issue discount for the 
certificate.  However, if the cost of the certificate is in excess of its adjusted issue price, each daily portion will be 
reduced in proportion to the ratio the excess bears to the aggregate original issue discount remaining to be accrued 
on the REMIC Regular Certificate.  The adjusted issue price of a REMIC Regular Certificate on any given day 
equals the sum of (1) the adjusted issue price or, in the case of the first accrual period, the issue price, of the 
certificate at the beginning of the accrual period which includes that day and (2) the daily portions of original issue 
discount for all days during the accrual period prior to that day. 
 
 MARKET DISCOUNT.  A certificateholder that purchases a REMIC Regular Certificate at a market 
discount will recognize gain upon receipt of each distribution representing stated redemption price.  A REMIC 
Regular Certificate issued without original issue discount will have market discount if purchased for less than its 
remaining stated principal amount and a REMIC Regular Certificate issued with original issue discount will have 
market discount if purchased for less than its adjusted issue price.  Under Section 1276 of the Code, a 
certificateholder that purchases a REMIC Regular Certificate at a market discount in excess of a de minimis amount 
will be required to allocate the portion of each distribution representing stated redemption price first to accrued 
market discount not previously included in income, and to recognize ordinary income to that extent.  A 
certificateholder may elect to include market discount in income currently as it accrues rather than including it on a 
deferred basis.  If made, the election will apply to all market discount bonds acquired by the certificateholder on or 
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after the first day of the first taxable year to which the election applies.  In addition, the OID Regulations permit a 
certificateholder to elect to accrue all interest and discount in income as interest, and to amortize premium, based on 
a constant yield method.  If such an election were made with respect to a REMIC Regular Certificate with market 
discount, the certificateholder would be deemed to have made an election to include currently market discount in 
income with respect to all other debt instruments having market discount that the certificateholder acquires during 
the taxable year of the election or later taxable years, and possibly previously acquired instruments.  Similarly, a 
certificateholder that made this election for a certificate that is acquired at a premium would be deemed to have 
made an election to amortize bond premium with respect to all debt instruments having amortizable bond premium 
that the certificateholder owns or acquires.  Each of these elections to accrue interest, discount and premium with 
respect to a certificate on a constant yield method or as interest would be irrevocable, except with the approval of the 
IRS.  See “—Premium” below. 
 
 However, market discount with respect to a REMIC Regular Certificate will be considered to be de 
minimis for purposes of Section 1276 of the Code if the market discount is less than 0.25% of the remaining stated 
redemption price of the REMIC Regular Certificate multiplied by the number of complete years to maturity 
remaining after the date of its purchase.  In interpreting a similar rule with respect to original issue discount on 
obligations payable in installments, the OID Regulations refer to the weighted average maturity of obligations, and it 
is likely that the same rule will be applied with respect to market discount, presumably taking into account the 
Prepayment Assumption.  If market discount is treated as de minimis under this rule, it appears that the actual 
discount would be treated in a manner similar to original issue discount of a de minimis amount.  This treatment 
would result in discount being included in income at a slower rate than discount would be required to be included in 
income using the method described above.  See “—Original Issue Discount” above. 
 
 Section 1276(b)(3) of the Code specifically authorizes the Treasury Department to issue regulations 
providing for the method for accruing market discount on debt instruments, the principal of which is payable in 
more than one installment.  Until regulations are issued by the Treasury Department, the rules described in the 
committee report apply.  The Congressional committee reports accompanying the enactment of Section 1276(b)(3) 
of the Code indicate that in each accrual period market discount on REMIC Regular Certificates should accrue, at 
the certificateholder’s option: 
 

 (1) on the basis of a constant yield method, 
 
 (2) in the case of a REMIC Regular Certificate issued without original issue discount, in an 
amount that bears the same ratio to the total remaining market discount as the stated interest paid in the 
accrual period bears to the total amount of stated interest remaining to be paid on the REMIC Regular 
Certificate as of the beginning of the accrual period, or 
 
 (3) in the case of a REMIC Regular Certificate issued with original issue discount, in an 
amount that bears the same ratio to the total remaining market discount as the original issue discount 
accrued in the accrual period bears to the total original issue discount remaining on the REMIC Regular 
Certificate at the beginning of the accrual period. 

 
Moreover, the Prepayment Assumption used in calculating the accrual of original issue discount is also used in 
calculating the accrual of market discount.  Because the regulations referred to in this paragraph have not been 
issued, it is not possible to predict what effect these regulations might have on the tax treatment of a REMIC 
Regular Certificate purchased at a discount in the secondary market. 
 
 To the extent that REMIC Regular Certificates provide for monthly or other periodic distributions 
throughout their term, the effect of these rules may be to require market discount to be includible in income at a rate 
that is not significantly slower than the rate at which the discount would accrue if it were original issue discount.  
Moreover, in any event a holder of a REMIC Regular Certificate generally will be required to treat a portion of any 
gain on the sale or exchange of the certificate as ordinary income to the extent of the market discount accrued to the 
date of disposition under one of these methods, less any accrued market discount previously reported as ordinary 
income. 
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 Further, under Section 1277 of the Code a holder of a REMIC Regular Certificate may be required to defer 
a portion of its interest deductions for the taxable year attributable to any indebtedness incurred or continued to 
purchase or carry a REMIC Regular Certificate purchased with market discount.  For these purposes, the de minimis 
rule applies.  Any such deferred interest expense would not exceed the market discount that accrues during the 
taxable year and is, in general, allowed as a deduction not later than the year in which the market discount is 
includible in income.  If a holder elects to include market discount in income currently as it accrues on all market 
discount instruments acquired by the holder in that taxable year or later taxable years, the interest deferral rule will 
not apply. 
 
 PREMIUM.  A REMIC Regular Certificate purchased at a cost, excluding any portion of the cost 
attributable to accrued qualified stated interest, greater than its remaining stated redemption price will be considered 
to be purchased at a premium.  The holder of a REMIC Regular Certificate may elect under Section 171 of the Code 
to amortize the premium under a constant yield method over the life of the certificate.  If made, the election will 
apply to all debt instruments having amortizable bond premium that the holder owns or subsequently acquires.  
Amortizable premium will be treated as an offset to interest income on the related debt instrument, rather than as a 
separate interest deduction.  The OID Regulations also permit certificateholders to elect to include all interest, 
discount and premium in income based on a constant yield method, further treating the certificateholder as having 
made the election to amortize pre mium generally.  The Congressional committee reports accompanying the 
enactment of Section 1276(b)(3) of the Code state that the same rules that apply to accrual of market discount, 
which rules will require use of a Prepayment Assumption in accruing market discount with respect to REMIC 
Regular Certificates without regard to whether the certificates have original issue discount, will also apply in 
amortizing bond premium under Section 171 of the Code.  The IRS indicated that it may require that a prepayment 
assumption of zero be used in accruing premium on REMIC regular interests.  Prospective purchasers should consult 
their own tax advisors on this issue.  See “—Market Discount” above. 
 
 REALIZED LOSSES.  Under Section 166 of the Code, both corporate holders of the REMIC Regular 
Certificates and noncorporate holders of the REMIC Regular Certificates that acquire the certificates in connection 
with a trade or business should be allowed to deduct, as ordinary losses, any losses sustained during a taxable year in 
which their certificates become wholly or partially worthless as the result of one or more realized losses on the 
mortgage loans.  However, it appears that a noncorporate holder that does not acquire a REMIC Regular Certificate 
in connection with a trade or business will not be entitled to deduct a loss under Section 166 of the Code until the 
holder’s certificate becomes wholly worthless, i.e., until its outstanding principal balance has been reduced to zero, 
and that the loss will be characterized as a short-term capital loss. 
 
 Each holder of a REMIC Regular Certificate will be required to accrue interest and original issue discount 
with respect to the certificate, without giving effect to any reduction in distributions attributable to defaults or 
delinquencies on the mortgage loans or the certificate underlying the REMIC Certificates, as the case may be, until 
it can be established that the reduction ultimately will not be recoverable.  As a result, the amount of taxable income 
reported in any period by the holder of a REMIC Regular Certificate could exceed the amount of economic income 
actually realized by that holder in the period.  Although the holder of a REMIC Regular Certificate eventually will 
recognize a loss or reduction in income attributable to previously accrued and included income that as the result of a 
realized loss ultimately will not be realized, the law is unclear with respect to the timing and character of this loss or 
reduction in income. 
 
Taxation of Owners of REMIC Residual Certificates 

 GENERAL.  Although a REMIC is a separate entity for federal income tax purposes, a REMIC is not 
subject to entity-level taxation, except with regard to prohibited transactions and some other transactions.  Rather, 
the taxable income or net loss of a REMIC is generally taken into account by the holder of the REMIC Residual 
Certificates.  Accordingly, the REMIC Residual Certificates will be subject to tax rules that differ significantly from 
those that would apply if the REMIC Residual Certificates were treated for federal income tax purposes as direct 
ownership interests in the mortgage loans or as debt instruments issued by the REMIC.  See “—Prohibited 
Transactions and Other Possible REMIC Taxes” below. 
 
 A holder of a REMIC Residual Certificate generally will be required to report its daily portion of the 
taxable income or, subject to the limitations noted in this discussion, the net loss of the REMIC for each day during 
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a calendar quarter that the holder owned the REMIC Residual Certificate.  For this purpose, the taxable income or 
net loss of the REMIC will be allocated to each day in the calendar quarter ratably using a 30 days per month/90 
days per quarter/360 days per year convention unless otherwise disclosed in the related prospectus supplement.  The 
daily amounts so allocated will then be allocated among the REMIC Residual Certificateholders in proportion to 
their respective ownership interests on that day.  Any amount included in the gross income or allowed as a loss of 
any REMIC Residual Certificateholder by virtue of this paragraph will be treated as ordinary income or loss.  The 
taxable income of the REMIC will be determined under the rules described below in “—Taxable Income of the 
REMIC” and will be taxable to the REMIC Residual Certificateholders without regard to the timing or amount of 
cash distributions by the REMIC.  Ordinary income derived from REMIC Residual Certificates will be portfolio 
income for purposes of the taxation of taxpayers subject to limitations under Section 469 of the Code on the 
deductibility of passive losses. 
 
 A holder of a REMIC Residual Certificate that purchased the certificate from a prior holder of that 
certificate also will be required to report on its federal income tax return amounts representing its daily share of the 
taxable income, or net loss, of the REMIC for each day that it holds the REMIC Residual Certificate.  Those daily 
amounts generally will equal the amounts of taxable income or net loss.  The Congressional committee reports 
accompanying enactment of the REMIC Provisions indicate that some modifications of the general rules may be 
necessary to reduce, or increase, the income of a REMIC Residual Certificateholder that purchased the REMIC 
Residual Certificate from a prior holder of the certificate at a price greater than, or less than, the adjusted basis, the 
REMIC Residual Certificate would have had in the hands of an original holder of the certificate.  The REMIC 
Regulations, however, do not provide for any such modifications. 
 
 Any payments received by a holder of a REMIC Residual Certificate in connection with the acquisition of 
such REMIC Residual Certificate will be taken into account in determining the income of such holder for federal 
income tax purposes.  Although the timing of such income is uncertain under current law and certain court cases 
suggest that, in the absence of other authority, any such payment would be includible in income immediately upon 
its receipt, the IRS has issued proposed regulations that, if adopted as final regulations, would require such payment 
to be included in income over time according to an amortization schedule that reasonably reflects the costs and 
benefits of holding the REMIC Residual Certificate over its expected life.  The proposed regulations also would 
provide two more specific methods that would be accepted as meeting the general test set forth above for 
determining the timing and amount of income inclusion.  One generally follows the method of inclusion used by the 
taxpayer for GAAP purposes, but not over a period shorter than the period over which the REMIC is expected to 
generate income.  The other calls for ratable inclusion over the remaining anticipated weighted average life of the 
REMIC as of the time the REMIC Residual Certificate is transferred to the taxpayer.  Because of the uncertainty 
concerning the treatment of such payments, holders of REMIC Residual Certificates should consult their tax 
advisors concerning the treatment of such payments for income tax purposes. 
 
 The amount of income REMIC Residual Certificateholders will be required to report, or the tax liability 
associated with the income, may exceed the amount of cash distributions received from the REMIC for the 
corresponding period.  Consequently, REMIC Residual Certificateholders should have other sources of funds 
sufficient to pay any federal income taxes due as a result of their ownership of REMIC Residual Certificates or 
unrelated deductions against which income may be offset, subject to the rules relating to excess inclusions, and 
noneconomic residual interests discussed at “—Noneconomic REMIC Residual Certificates.”  The fact that the tax 
liability associated with the income allocated to REMIC Residual Certificateholders may exceed the cash 
distributions received by the REMIC Residual Certificateholders for the corresponding period may significantly 
adversely affect the REMIC Residual Certificateholders’ after-tax rate of return.  This disparity between income and 
distributions may not be offset by corresponding losses or reductions of income attributable to the REMIC Residual 
Certificateholder until subsequent tax years and, then, may not be completely offset due to changes in the Code, tax 
rates or character of the income or loss. 
 
 TAXABLE INCOME OF THE REMIC.  The taxable income of the REMIC will equal the income from the 
mortgage loans and other assets of the REMIC plus any cancellation of indebtedness income due to the allocation of 
realized losses to REMIC Regular Certificates, less the deductions allowed to the REMIC for interest, including 
original issue discount and reduced by any premium on issuance, on the REMIC Regular Certificates, whether or not 
offered by the prospectus, amortization of any premium on the mortgage loans, bad debt losses with respect to the 
mortgage loans and, except as described below, for servicing, administrative and other expenses. 
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 For purposes of determining its taxable income, the REMIC will have an initial aggregate basis in its assets 
equal to the sum of the issue prices of all REMIC Certificates, or if a class of REMIC Certificates is not sold 
initially, their fair market values.  The aggregate basis will be allocated among the mortgage loans and the other 
assets of the REMIC in proportion to their respective fair market values.  The issue price of any offered REMIC 
Certificates will be determined in the manner described above under “—Taxation of Owners of REMIC Regular 
Certificates—Original Issue Discount.” The issue price of a REMIC Certificate received in exchange for an interest 
in the mortgage loans or other property will equal the fair market value of the interests in the mortgage loans or 
other property.  Accordingly, if one or more classes of REMIC Certificates are retained initially rather than sold, the 
Trustee may be required to estimate the fair market value of the interests in order to determine the basis of the 
REMIC in the mortgage loans and other property held by the REMIC. 
 
 Subject to possible application of the de minimis rules, the method of accrual by the REMIC of original 
issue discount income and market discount income with respect to mortgage loans that it holds will be equivalent to 
the method for accruing original issue discount income for holders of REMIC Regular Certificates.  However, a 
REMIC that acquires loans at a market discount must include the market discount in income currently, as it accrues, 
on a constant yield basis.  See “—Taxation of Owners of REMIC Regular Certificates” above, which describes a 
method for accruing discount income that is analogous to that required to be used by a REMIC as to mortgage loans 
with market discount that it holds. 
 
 A mortgage loan will be deemed to have been acquired with either discount or premium to the extent that 
the REMIC’s basis in the mortgage loan is either less than or greater than its stated redemption price.  Any discount 
will be includible in the income of the REMIC as it accrues, in advance of receipt of the cash attributable to the 
income, under a method similar to the method described above for accruing original issue dis count on the REMIC 
Regular Certificates.  It is anticipated that each REMIC will elect under Section 171 of the Code to amortize any 
premium on the mortgage loans.  Premium on any mortgage loan to which the election applies may be amortized 
under a constant yield method, presumably taking into account a Prepayment Assumption.  This election would not 
apply to any mortgage loan originated on or before September 27, 1985, premium on which should be allocated 
among the principal payments on that mortgage loan and be deductible by the REMIC as those payments become 
due or upon the prepayment of the mortgage loan. 
 
 A REMIC will be allowed deductions for interest, including original issue discount, on the REMIC Regular 
Certificates, whether or not offered by this  prospectus, equal to the deductions that would be allowed if these 
REMIC Regular Certificates were indebtedness of the REMIC.  Original issue discount will be considered to accrue 
for this purpose as described above under “—Taxation of Owners of REMIC Regular Certificates—Original Issue 
Discount,” except that the de minimis rule and the adjustments for subsequent holders of these REMIC Regular 
Certificates will not apply. 
 
 Issue premium is the excess of the issue price of a REMIC Regular Certificate over its stated redemption 
price.  If a class of REMIC Regular Certificates is issued with issue premium, the net amount of interest deductions 
that are allowed the REMIC in each taxable year for the REMIC Regular Certificates of that class will be reduced by 
an amount equal to the portion of the issue premium that is considered to be amortized or repaid in that year.  
Although the matter is not entirely clear, it is likely that issue premium would be amortized under a constant yield 
method in a manner analogous to the method of accruing original issue discount described above under “—Taxation 
of Owners of REMIC Regular Certificates—Original Issue Discount.” 
 
 Subject to the exceptions described in the following sentences, the taxable income of a REMIC will be 
determined in the same manner as if the REMIC were an individual having the calendar year as its taxable year and 
using the accrual method of accounting.  However, no item of income, gain, loss or deduction allocable to a 
prohibited transaction will be taken into account.  See “—Prohibited Transactions and Other Possible REMIC 
Taxes” below. 
 
 Further, the limitation on miscellaneous itemized deductions imposed on individuals by Section 67 of the 
Code, allowing these deductions only to the extent they exceed in the aggregate two percent of the taxpayer’s 
adjusted gross income, will not be applied at the REMIC level and the REMIC will be allowed deductions for 
servicing, administrative and other non-interest expenses in determining its taxable income.  These exp enses will be 
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allocated as a separate item to the holders of REMIC Certificates, subject to the limitation of Section 67 of the Code.  
If the deductions allowed to the REMIC exceed its gross income for a calendar quarter, the excess will be the net 
loss for the REMIC for that calendar quarter.  See “—Possible Pass-Through of Miscellaneous Itemized 
Deductions” below. 
 
 BASIS RULES, NET LOSSES AND DISTRIBUTIONS.  The adjusted basis of a REMIC Residual 
Certificate will be equal to the amount paid for the REMIC Residual Certificate, increased by amounts included in 
the income of the REMIC Residual Certificateholder and decreased, but not below zero, by distributions made, and 
by net losses allocated, to the REMIC Residual Certificateholder. 
 
 A REMIC Residual Certificateholder is not allowed to take into account any net loss for any calendar 
quarter to the extent the net loss exceeds the REMIC Residual Certificateholder’s adjusted basis in its REMIC 
Residual Certificate as of the close of the calendar quarter, determined without regard to the net loss.  Any loss that 
is not currently deductible by reason of this limitation may be carried forward indefinitely to future calendar quarters 
and, subject to the same limitation, may be used only to offset income from the REMIC Residual Certificate.  The 
ability of REMIC Residual Certificateholders to deduct net losses may be subject to additional limitations under the 
Code, as to which REMIC Residual Certificateholders should consult their tax advisors. 
 
 Any distribution on a REMIC Residual Certificate will be treated as a non-taxable return of capital to the 
extent it does not exceed the holder’s adjusted basis in the REMIC Residual Certificate.  To the extent a distribution 
on a REMIC Residual Certificate exceeds this adjusted basis, it will be treated as gain from the sale of the REMIC 
Residual Certificate.  Holders of REMIC Residual Certificates may be entitled to distributions early in the term of 
the related REMIC under circumstances in which their bases in the REMIC Residual Certificates will not be 
sufficiently large that the distributions will be treated as nontaxable returns of capital.  Their bases in the REMIC 
Residual Certificates will initially equal the amount paid for the REMIC Residual Certificates and will be increased 
by the REMIC Residual Certificateholders’ allocable shares of taxable income of the REMIC.  However, these bases 
increases may not occur until the end of the calendar quarter, or perhaps the end of the calendar year, with respect to 
which the REMIC taxable income is allocated to the REMIC Residual Certificateholders.  To the extent the REMIC 
Residual Certificateholders’ initial bases are less than the distributions to the REMIC Residual Certificateholders, 
and increases in initial bases either occur after the distributions or, together with their initial bases, are less than the 
amount of the distributions, gain will be recognized by the REMIC Residual Certificateholders on these distributions 
and will be treated as gain from the sale of their REMIC Residual Certificates. 
 
 The effect of these rules is that a REMIC Residual Certificateholder may not amortize its basis in a REMIC 
Residual Certificate, but may only recover its basis through distributions, through the deduction of any net losses of 
the REMIC or upon the sale of its REMIC Residual Certificate.  See “—Sales of REMIC Certificates” below. 
 
 For a discussion of possible modifications of these rules that may require adjustments to the income of a 
holder of a REMIC Residual Certificate other than an original holder in order to reflect any difference between the 
cost of the REMIC Residual Certificate to the REMIC Residual Certificateholder and the adjusted basis the REMIC 
Residual Certificate would have in the hands of an original holder.  See “—General” above. 
 
 EXCESS INCLUSIONS.  Any excess inclusions with respect to a REMIC Residual Certificate will be 
subject to federal income tax in all events. 
 
 In general, the excess inclusions with respect to a REMIC Residual Certificate for any calendar quarter will 
be the excess, if any, of 
 

 (1) the daily portions of REMIC taxable income allocable to the REMIC Residual Certificate 
over 
 
 (2) the sum of the daily accruals for each day during the quarter that the REMIC Residual 
Certificate was held by the REMIC Residual Certificateholder. 

 
 The daily accruals of a REMIC Residual Certificateholder will be determined by allocating to each day 
during a calendar quarter its ratable portion of the product of the adjusted issue price of the REMIC Residual 
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Certificate at the beginning of the calendar quarter and 120% of the long-term Federal rate in effect on the closing 
date.  For this purpose, the adjusted issue price of a REMIC Residual Certificate as of the beginning of any calendar 
quarter will be equal to the issue price of the REMIC Residual Certificate, increased by the sum of the daily accruals 
for all prior quarters and decreased, but not below zero, by any distributions made with respect to the REMIC 
Residual Certificate before the beginning of that quarter.  The issue price of a REMIC Residual Certificate is the 
initial offering price to the public, excluding bond houses and brokers, at which a substantial amount of the REMIC 
Residual Certificates were sold.  The long-term Federal rate is an average of current yields on Treasury securities 
with a remaining term of greater than nine years, computed and published monthly by the IRS.  Although it has not 
done so, the Treasury has authority to issue regulations that would treat the entire amount of income accruing on a 
REMIC Residual Certificate as an excess inclusion if the REMIC Residual Certificates are considered not to have 
significant value. 
 
 For REMIC Residual Certificateholders, an excess inclusion: 
 

 (1) will not be permitted to be offset by deductions, losses or loss carryovers from other 
activities, 
 
 (2) will be treated as unrelated business taxable income to an otherwise tax-exempt 
organization and 
 
 (3) will not be eligible for any rate reduction or exemption under any applicable tax treaty 
with respect to the 30% United States withholding tax imposed on distributions to REMIC Residual 
Certificateholders that are foreign investors.  See, however, “—Foreign Investors in REMIC Certificates,” 
below. 

 
 Furthermore, for purposes of the alternative minimum tax, excess inclusions will not be permitted to be 
offset by the alternative tax net operating loss deduction and alternative minimum taxable income may not be less 
than the taxpayer’s excess inclusions.  The latter rule has the effect of preventing nonrefundable tax credits from 
reducing the taxpayer’s income tax to an amount lower than the alternative minimum tax on excess inclusions. 
 
 In the case of any REMIC Residual Certificates held by a real estate investment trust, the aggregate excess 
inclusions with respect to the REMIC Residual Certificates, as reduced, but not below zero, by the real estate 
investment trust taxable income, will be allocated among the shareholders of the trust in proportion to the dividends 
received by the shareholders from the trust, and any amount so allocated will be treated as an excess inclusion with 
respect to a REMIC Residual Certificate as if held directly by the shareholder.  “Real estate investment trust taxable 
income” is defined by Section 857(b)(2) of the Code, and as used in the prior sentence does not include any net 
capital gain.  Treasury regulations yet to be issued could apply a similar rule to regulated investment companies, 
common trust funds and cooperatives; the REMIC Regulations currently do not address this subject. 
 
 NONECONOMIC REMIC RESIDUAL CERTIFICATES.  Under the REMIC Regulations, transfers of 
noneconomic REMIC Residual Certificates will be disregarded for all federal income tax purposes if “a significant 
purpose of the transfer was to enable the transferor to impede the assessment or collection of tax.” If the transfer is 
disregarded, the purported transferor will continue to remain liable for any taxes due with respect to the income on 
the noneconomic REMIC Residual Certificate.  The REMIC Regulations provide that a REMIC Residual Certificate 
is “noneconomic” unless, at the time of transfer, based on the Prepayment Assumption and on any required or 
permitted clean up calls, or required liquidation provided for in the REMIC’s organizational documents, the present 
value of the expected future distributions on the REMIC Residual Certificate, discounted using the applicable 
Federal rate for obligations whose term ends on the close of the last quarter in which excess inclusions are expected 
to accrue with respect to the REMIC Residual Certificate, equals at least the product of the present value of the 
anticipated excess inclusions and the highest marginal corporate tax rate, and the transferor reasonably expects that 
the transferee will receive dis tributions with respect to the REMIC Residual Certificate at or after the time the taxes 
accrue on the anticipated excess inclusions in an amount sufficient to satisfy the accrued taxes.  Accordingly, all 
transfers of REMIC Residual Certificates that may constitute noneconomic residual interests will be subject to 
restrictions under the terms of the related pooling and servicing agreement that are intended to reduce the possibility 
of a transfer of REMIC Residual Certificates being disregarded.  These restrictions will require each party to a 
transfer to provide an affidavit that no purpose of the transfer is to impede the assessment or collection of tax, 
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including representations as to the financial condition of the prospective transferee, for which the transferor is also 
required to make a reasonable investigation to determine the transferee’s historic payment of its debts and ability to 
continue to pay its debts as they come due in the future.  The Treasury Department recently finalized changes to the 
REMIC Regulations that add to the conditions necessary to assure that a transfer of a noneconomic residual interest 
is respected.  The additional condition requires that either (i) the present value of the net tax detriment attributable to 
holding the residual interest not exceed the sum of the present value of any amount received by the transferee, plus 
the present value of any expected tax savings from losses on the residual interest, or (ii) the transferee be a domestic 
taxable corporation with large amounts  of gross and net assets that agrees that all future transfers will be to taxable 
domestic corporations and, among other things, the facts and circumstances known to the transferor at the time of 
transfer would not indicate to a reasonable person that the taxes with respect to the residual interest will not be paid.  
If the amount paid to the transferee is unreasonably low, the transferor is deemed to know that the transferee cannot 
or will not pay the tax.  These changes are effective for transfers of residual interests occurring after February 4, 
2000.  Prior to purchasing a REMIC Residual Certificate, a prospective purchaser should consider the possibility 
that a purported transfer of the REMIC Residual Certificate by that prospective purchaser to another purchaser at a 
future date may be disregarded, which would result in the retention of tax liability by the prospective purchaser. 
 
 The related prospectus supplement will disclose whether offered REMIC Residual Certificates may be 
considered noneconomic residual interests under the REMIC Regulations; provided, however, that any disclosure 
that a REMIC Residual Certificate will not be considered noneconomic will be based upon assumptions, and the 
depositor will make no representation that a REMIC Residual Certificate will not be considered noneconomic for 
purposes of the rules described in the preceding paragraph.  See “—Foreign Investors in REMIC Certificates” below 
for additional restrictions applicable to transfers of REMIC Residual Certificates to foreign persons. 
 
 MARK-TO-MARKET RULES.  In general, all securities owned by a dealer, except to the extent that the 
dealer has specifically identified a security as held for investment, must be marked to market in accordance with the 
applicable Code provision and the related regulations.  However, IRS regulations provide that for purposes of this 
mark-to-market requirement a REMIC Residual Certificate acquired after January 4, 1995 is not treated as a security 
and thus may not be marked to market.  Prospective purchasers of a REMIC Residual Certificate should consult 
their tax advisors regarding the possible application of the mark-to-market requirement to REMIC Residual 
Certificates. 
 
 POSSIBLE PASS-THROUGH OF MISCELLANEOUS ITEMIZED DEDUCTIONS.  Fees and expenses 
of a REMIC generally will be allocated to the holders of the related REMIC Residual Certificates.  The applicable 
Treasury regulations indicate, however, that in the case of a REMIC that is similar to a single class grantor trust, all 
or a portion of these fees and expenses should be allocated to the holders of the related REMIC Regular Certificates.  
Except as stated in the related prospectus supplement, these fees and expenses will be allocated to holders of the 
related REMIC Residual Certificates in their entirety and not to the holders of the related REMIC Regular 
Certificates. 
 
 With respect to REMIC Residual Certificates or REMIC Regular Certificates the holders of which receive 
an allocation of fees and expenses in accordance with the preceding paragraph, if any holder thereof is an individual, 
estate or trust, or a pass-through entity beneficially owned by one or more individuals, estates or trusts, 
 
 • an amount equal to the individual’s, estate’s or trust’s share of the fees and expenses will be added 

to the gross income of the holder, and 
 
 • the individual’s, estate’s or trust’s share of the fees and expenses will be treated as a miscellaneous 

itemized deduction allowable subject to the limitation of Section 67 of the Code. 
 
 Section 67 of the Code permits these deductions only to the extent they exceed in the aggregate two percent 
of a taxpayer’s adjusted gross income.  In addition, Section 68 of the Code provides that the amount of itemized 
deductions otherwise allowable for an individual whose adjusted gross income exceeds a specified amount will be 
reduced.  The amount of additional taxable income reportable by REMIC Certificateholders that are subject to the 
limitations of either Section 67 or Section 68 of the Code may be substantial.  Furthermore, in determining the 
alternative minimum taxable income of a holder of a REMIC Certificate that is an individual, estate or trust, or a 
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pass-through entity beneficially owned by one or more individuals, estates or trusts, no deduction will be allowed for 
the holder’s allocable portion of servicing fees and other miscellaneous itemized deductions of the REMIC, even 
though an amount equal to the amount of the fees and other deductions will be included in the holder’s gross 
income.  Accordingly, these REMIC Certificates may not be appropriate investments for individuals, estates, or 
trusts, or pass-through entities beneficially owned by one or more individuals, estates or trusts.  Prospective 
investors should consult with their own tax advisors prior to making an investment in the certificates. 
 
Matters Relevant to Holders of All REMIC Certificates 

 SALES OF REMIC CERTIFICATES.  If a REMIC Certificate is sold, the selling Certificateholder will 
recognize gain or loss equal to the difference between the amo unt realized on the sale and its adjusted basis in the 
REMIC Certificate.  The adjusted basis of a REMIC Regular Certificate generally will be: 
 
 • equal to the cost of the REMIC Regular Certificate to the certificateholder, 
 
 • increased by income reported by such certificateholder with respect to the REMIC Regular 

Certificate, including original issue discount and market discount income, and 
 
 • reduced, but not below zero, by distributions on the REMIC Regular Certificate received by the 

certificateholder and by any amortized premium. 
 
 The adjusted basis of a REMIC Residual Certificate will be determined as described under “—Basis Rules, 
Net Losses and Distributions.”  Except as provided in the following four paragraphs, gain or loss from the sale of a 
REMIC Certificate will be capital gain or loss, provided the REMIC Certificate is held as a capital asset within the 
meaning of Section 1221 of the Code. 
 
 Gain from the sale of a REMIC Regular Certificate that might otherwise be capital gain will be treated as 
ordinary income to the extent the gain does not exceed the excess, if any, of (1) the amount that would have been 
includible in the seller’s income with respect to the REMIC Regular Certificate assuming that income had accrued 
thereon at a rate equal to 110% of the applicable Federal rate, determined as of the date of purchase of the REMIC 
Regular Certificate, over (2) the amount of ordinary income actually includible in the seller’s income prior to the 
sale.  In addition, gain recognized on the sale of a REMIC Regular Certificate by a seller who purchased the REMIC 
Regular Certificate at a market discount will be taxable as ordinary income in an amount not exceeding the portion 
of the discount that accrued during the period the REMIC Certificate was held by the holder, reduced by any market 
discount included in income under the rules described above under “—Taxation of Owners of REMIC Regular 
Certificates—Market Discount” and “—Premium.” 
 
 REMIC Certificates will be evidences of indebtedness within the meaning of Section 582(c)(1) of the 
Code, so that gain or loss recognized from the sale of a REMIC Certificate by a bank or thrift institution to which 
this section applies will be ordinary income or loss. 
 
 A portion of any gain from the sale of a REMIC Regular Certificate that might otherwise be capital gain 
may be treated as ordinary income to the extent that the certificate is held as part of a conversion transaction within 
the meaning of Section 1258 of the Code.  A conversion transaction includes a transaction in which the taxpayer has 
taken two or more positions in the same or similar property that reduce or eliminate market risk, if substantially all 
of the taxpayer’s return is attributable to the time value of the taxpayer’s net investment in the transaction.  The 
amount of gain so realized in a conversion transaction that is recharacterized as ordinary income generally will not 
exceed the amount of interest that would have accrued on the taxpayer’s net investment at 120% of the appropriate 
applicable Federal rate at the time the taxpayer enters into the conversion transaction, subject to appropriate 
reduction for prior inclusion of interest and other ordinary income items from the transaction. 
 
 Finally, a taxpayer may elect to have net capital gain taxed at ordinary income rates rather than capital 
gains rates in order to include the net capital gain in total net investment income for the taxable year, for purposes of 
the rule that limits the deduction of interest on indebtedness incurred to purchase or carry property held for 
investment to a taxpayer’s net investment income. 
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 Except as may be provided in Treasury regulations yet to be issued, if the seller of a REMIC Residual 
Certificate reacquires the REMIC Residual Certificate, or acquires any other residual interest in a REMIC or any 
similar interest in a taxable mortgage pool, as defined in Section 7701(i) of the Code, during the period beginning 
six months before, and ending six months after, the date of the sale, such sale will be subject to the wash sale rules 
of Section 1091 of the Code.  In that event, any loss realized by the REMIC Residual Certificateholder on the sale 
will not be deductible, but instead will be added to the REMIC Residual Certificateholder’s adjusted basis in the 
newly-acquired asset. 
 
 PROHIBITED TRANSACTIONS AND OTHER POSSIBLE REMIC TAXES.  In the event a REMIC 
engages in a prohibited transaction, the Code imposes a 100% tax on the income derived by the REMIC from the 
prohibited transaction.  A prohibited transaction may occur upon the disposition of a mortgage loan, the receipt of 
income from a source other than a mortgage loan or other permitted investments, the receipt of compensation for 
services, or gain from the disposition of an asset purchased with the payments on the mortgage loans for temporary 
investment pending distribution on the REMIC Certificates.  It is not anticipated that any REMIC will engage in any 
prohibited transactions in which it would recognize a material amount of net income. 
 
 In addition, a contribution to a REMIC made after the day on which the REMIC issues all of its interests 
could result in the imposition on the REMIC of a tax equal to 100% of the value of the contributed property.  Each 
pooling and servicing agreement will include provisions designed to prevent the acceptance of any contributions that 
would be subject to this tax. 
 
 REMICs also are subject to federal income tax at the highest corporate rate on net income from foreclosure 
property, determined by reference to the rules applicable to real estate investment trusts.  Net income from 
foreclosure property generally means the excess over related deductions of the sum of gain from the sale of 
foreclosure property that is inventory and the gross income from foreclosure property other than qualifying rents and 
other qualifying income for a real estate investment trust.  It is not anticipated that any REMIC will recognize net 
income from foreclosure property subject to federal income tax. 
 
 To the extent permitted by then applicable laws, any tax resulting from a prohibited transaction, tax 
resulting from a contribution made after the closing date, tax on net income from foreclosure property or state or 
local income or franchise tax that may be imposed on the REMIC will be borne by the related master servicer or 
trustee in either case out of its own funds, provided that the master servicer or the trustee has sufficient assets to do 
so, and provided that the tax arises out of a breach of the master servicer’s or the trustee’s obligations under the 
related pooling and servicing agreement and in respect of compliance with applicable laws and regulations.  Any of 
these taxes not borne by the master servicer or the trustee will be charged against the related trust fund resulting in a 
reduction in amounts payable to holders of the related REMIC Certificates. 
 
 TAX AND RESTRICTIONS ON TRANSFERS OF REMIC RESIDUAL CERTIFICATES TO CERTAIN 
ORGANIZATIONS.  If a REMIC Residual Certificate is transferred to a disqualified organization, a tax would be 
imposed in an amount equal to the product of: 
 
 • the present value, discounted using the applicable Federal rate for obligations whose term ends on 

the close of the last quarter in which excess inclusions are expected to accrue with respect to the 
REMIC Residual Certificate, of the total anticipated excess inclusions with respect to the REMIC 
Residual Certificate for periods after the transfer and 

 
 • the highest marginal federal income tax rate applicable to corporations. 
 
 The anticipated excess inclusions must be determined as of the date that the REMIC Residual Certificate is 
transferred and must be based on events that have occurred up to the time of the transfer, the Prepayment 
Assumption and any required or permitted clean up calls or required liquidation provided for in the REMIC’s 
organizational documents.  The tax would be imposed on the transferor of the REMIC Residual Certificate, except 
that where the transfer is through an agent for a disqualified organization, the tax would instead be imposed on the 
agent.  However, a transferor of a REMIC Residual Certificate would in no event be liable for the tax with respect to 
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a transfer if the transferee furnishes to the transferor an affidavit that the transferee is not a disqualified organization 
and, as of the time of the transfer, the transferor does not have actual knowledge that the affidavit is false.  
Moreover, an entity will not qualify as a REMIC unless there are reasonable arrangements designed to ensure that  
 
 • residual interests in the entity are not held by disqualified organizations and 
 
 • information necessary for the application of the tax described in this prospectus will be made 

available.  Restrictions on the transfer of REMIC Residual Certificates and other provisions that 
are intended to meet this requirement will be included in the pooling and servicing agreement, and 
will be discussed more fully in any prospectus supplement relating to the offering of any REMIC 
Residual Certificate. 

 
 In addition, if a pass-through entity includes in income excess inclusions with respect to a REMIC Residual 
Certificate, and a disqualified organization is the record holder of an interest in the entity, then a tax will be imposed 
on the entity equal to the product of (1) the amount of excess inclusions on the REMIC Residual Certificate that are 
allocable to the interest in the pass-through entity held by the disqualified organization and (2) the highest marginal 
federal income tax rate imposed on corporations.  A pass-through entity will not be subject to this  tax for any period, 
however, if each record holder of an interest in the pass-through entity furnishes to the pass-through entity 
 
 • the holder’s social security number and a statement under penalties of perjury that the social 

security number is that of the record holder or 
 
 • a statement under penalties of perjury that the record holder is not a disqualified organization.  

Notwithstanding the preceding two sentences, in the case of a REMIC Residual Certificate held by 
an electing large partnership, as defined in Section 775 of the Code, all interests in the partnership 
shall be treated as held by disqualified organizations, without regard to whether the record holders 
of the partnership furnish statements described in the preceding sentence, and the amo unt that is 
subject to tax under the second preceding sentence is excluded from the gross income of the 
partnership allocated to the partners, in lieu of allocating to the partners a deduction for the tax 
paid by the partnership. 

 
 For these purposes, a disqualified organization means: 
 
 • the United States, any State or political subdivision thereof, any foreign government, any 

international organization, or any agency or instrumentality of the foregoing, not including, 
however, instrumentalities described in Section 168(h)(2)(D) of the Code or the Federal Home 
Loan Mortgage Corporation, 

 
 • any organization, other than a cooperative described in Section 521 of the Code, that is exempt 

from federal income tax, unless it is subject to the tax imposed by Section 511 of the Code or 
 
 • any organization described in Section 1381(a)(2)(C) of the Code. 
 
 For these purposes, a pass-through entity means any regulated investment company, real estate investment 
trust, trust, partnership or other entity described in Section 860E(e)(6)(B) of the Code.  In addition, a person holding 
an interest in a pass-through entity as a nominee for another person will, with respect to the interest, be treated as a 
pass-through entity. 
 
 TERMINATION.  A REMIC will terminate immediately after the distribution date following receipt by the 
REMIC of the final payment in respect of the mortgage loans or upon a sale of the REMIC’s assets following the 
adoption by the REMIC of a plan of complete liquidation.  The last distribution on a REMIC Regular Certificate 
will be treated as a payment in retirement of a debt instrument.  In the case of a REMIC Residual Certificate, if the 
last distribution on the REMIC Residual Certificate is less than the REMIC Residual Certificateholder’s adjusted 
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basis  in the Certificate, the REMIC Residual Certificateholder should, but may not, be treated as realizing a loss 
equal to the amount of the difference, and the loss may be treated as a capital loss. 
 
 REPORTING AND OTHER ADMINISTRATIVE MATTERS.  Solely for purposes of the administrative 
provisions of the Code, the REMIC will be treated as a partnership and REMIC Residual Certificateholders will be 
treated as partners.  The Trustee or other party specified in the related prospectus supplement will file REMIC 
federal income tax returns on behalf of the related REMIC, and under the terms of the related Agreement, will either 
(1) be irrevocably appointed by the holders of the largest percentage interest in the related REMIC Residual 
Certificates as their agent to perform all of the duties of the tax matters person with respect to the REMIC in all 
respects or (2) be designated as and will act as the tax matters person with respect to the related REMIC in all 
respects and will hold at least a nominal amount of REMIC Residual Certificates. 
 
 The Trustee, as the tax matters person or as agent for the tax matters person, subject to notice requirements 
and various restrictions and limitations, generally will have the authority to act on behalf of the REMIC and the 
REMIC Residual Certificateholders in connection with the administrative and judicial review of items of income, 
deduction, gain or loss of the REMIC, as well as the REMIC’s classification.  REMIC Residual Certificateholders 
generally will be required to report such REMIC items consistently with their treatment on the REMIC’s tax return 
and may be bound by a settlement agreement between the Trustee, as either tax matters person or as agent for the tax 
matters person, and the IRS concerning any REMIC item subject to that settlement agreement.  Adjustments made to 
the REMIC tax return may require a REMIC Residual Certificateholder to make corresponding adjustments on its 
return, and an audit of the REMIC’s tax return, or the adjustments resulting from an audit, could result in an audit of 
a REMIC Residual Certificateholder’s return.  Any person that holds a REMIC Residual Certificate as a nominee for 
another person may be required to furnish the REMIC, in a manner to be provided in Treasury regulations, with the 
name and address of the person and other information. 
 
 Reporting of interest income, including any original issue discount, with respect to REMIC Regular 
Certificates is required annually, and may be required more frequently under Treasury regulations.  These 
information reports generally are required to be sent to individual holders of REMIC regular interests and the IRS; 
holders of REMIC Regular Certificates that are corporations, trusts, securities dealers and some other non-
individuals will be provided interest and original issue discount income information and the information set forth in 
the following paragraph upon request in accordance with the requirements of the applicable regulations.  The 
information must be provided by the later of 30 days (41 days under proposed regulations) after the end of the 
quarter for which the information was requested, or two weeks after the receipt of the request.  The REMIC must 
also comply with rules requiring a REMIC Regular Certificate issued with original issue discount to disclose on its 
face the amount of original issue discount and the issue date, and requiring the information to be reported to the IRS.  
Reporting with respect to the REMIC Residual Certificates, including income, excess inclusions, investment 
expenses and relevant information regarding qualification of the REMIC’s assets will be made as required under the 
Treasury regulations, generally on a quarterly basis. 
 
 The REMIC Regular Certificate information reports will include a statement of the adjusted issue price of 
the REMIC Regular Certificate at the beginning of each accrual period.  In addition, the reports will include 
information required by regulations with respect to computing the accrual of any market discount.  Because exact 
computation of the accrual of market discount on a constant yield method would require information relating to the 
holder’s purchase price that the REMIC may not have, Treasury regulations only require that information pertaining 
to the appropriate proportionate method of accruing market discount be provided.  See “—Taxation of Owners of 
REMIC Regular Certificates—Market Discount.” 
 
 The responsibility for complying with the foregoing reporting rules will be borne by the Trustee or other 
party designated in the related prospectus supplement. 
 
 BACKUP WITHHOLDING WITH RESPECT TO REMIC CERTIFICATES.  Payments of interest and 
principal, as well as payments of proceeds from the sale of REMIC Certificates, may be subject to the backup 
withholding tax under Section 3406 of the Code if recipients of the payments fail to furnish to the payor information 
including their taxpayer identification numbers, or otherwise fail to establish an exemption from the backup 
withholding tax.  Any amounts deducted and withheld from a distribution to a recipient would be allowed as a credit 
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against the recipient’s federal income tax.  Furthermore, penalties may be imposed by the IRS on a recipient of 
payments that is required to supply information but does not do so in the proper manner. 
 
 FOREIGN INVESTORS IN REMIC CERTIFICATES.  A REMIC Regular Certificateholder that is not a 
United States Person and is not subject to federal income tax as a result of any direct or indirect connection to the 
United States in addition to its ownership of a REMIC Regular Certificate will not be subject to United States 
federal income or withholding tax in respect of a distribution on a REMIC Regular Certificate, provided that the 
holder complies to the extent necessary with identification requirements, including delivery of a statement signed by 
the certificateholder under penalties of perjury certifying that the certificateholder is not a United States Person and 
providing the name and address of the certificateholder.  The IRS may assert that the foregoing tax exemption 
should not apply with respect to a REMIC Regular Certificate held by a REMIC Residual Certificateholder that 
owns directly or indirectly a 10% or greater interest in the REMIC Residual Certificates or with respect to payments 
that are subject to certain contingencies.  If the holder does not qualify for exemption, distributions of interest, 
including distributions in respect of accrued original issue discount, to the holder may be subject to a tax rate of 
30%, subject to reduction under any applicable tax treaty. 
 
 Special rules apply to partnerships, estates and trusts, and in certain circumstances certifications as to 
foreign status and other matters may be required to be provided by partners and beneficiaries thereof. 
 
 In addition, the foregoing rules will not apply to exempt a United States shareholder of a controlled foreign 
corporation from taxation on the United States shareholder’s allocable portion of the interest income received by the 
controlled foreign corporation. 
 
 Further, it appears that a REMIC Regular Certificate would not generally be included in the estate of a non-
resident alien individual and would not be subject to United States estate taxes.  However, it is suggested that 
certificateholders who are non-resident alien individuals consult their tax advisors concerning this question. 
 
 Except as stated in the related prospectus supplement, transfers of REMIC Residual Certificates to 
investors that are not United States Persons will be prohibited under the related pooling and servicing agreement. 
 
Withholding Regulations 

 The IRS has issued regulations which provide procedures for complying with, or obtaining exemptions 
under, the withholding, backup withholding and information reporting rules described above.  The regulations 
attempt to unify certification requirements and reliance standards.  Prospective investors are urged to consult their 
tax advisors regarding the procedures for obtaining an exemption from withholding under the regulations. 
 
Notes 

 GENERAL.  On or prior to the date of the related prospectus supplement with respect to the proposed 
issuance of each series of notes, counsel to the depositor will provide its opinion that, assuming compliance with all 
provisions of the indenture, owner trust agreement and other related documents , for federal income tax purposes (1) 
the notes will be treated as indebtedness and (2) the issuer, as created under the owner trust agreement, will not be 
characterized as an association or publicly traded partnership taxable as a corporation or as a taxa ble mortgage pool.  
For purposes of this tax discussion, references to a noteholder or a holder are to the beneficial owner of a note. 
 
 STATUS AS REAL PROPERTY LOANS.  Notes held by a domestic building and loan association will 
not constitute “loans .  .  .  secured by an interest in real property” within the meaning of Code Section 
7701(a)(19)(C)(v).  Notes held by a real estate investment trust will not constitute real estate assets within the 
meaning of Code Section 856(c)(5)(B).  Interest on notes will not be considered “interest on obligations secured by 
mortgages on real property” within the meaning of Code Section 856(c)(3)(B). 
 
 TAXATION OF NOTEHOLDERS.  Notes generally will be subject to the same rules of taxation as 
REMIC Regular Certificates issued by a REMIC, except that (1) income reportable on the notes is not required to be 
reported under the accrual method unless the holder otherwise uses the accrual method and (2) the special rule 
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treating a portion of the gain on sale or exchange of a REMIC Regular Certificate as ordinary income is inapplicable 
to the notes.  See “—Taxation of Owners of REMIC Regular Certificates” and “Sales of REMIC Certificates.” 
 
Grantor Trust Funds  

 Classification of Grantor Trust Funds 
 
 On or prior to the date of the related prospectus supplement with respect to the proposed issuance of each 
series of Grantor Trust Certificates, counsel to the depositor will provide its opinion that, assuming compliance with 
all provisions of the related pooling and servicing agreement, the related Grantor Trust Fund will be classified as a 
grantor trust under subpart E, part I of subchapter J of Chapter 1 of the Code and not as a partnership or an 
association taxable as a corporation. 
 
 Characterization of Investments in Grantor Trust Certificates 
 
 GRANTOR TRUST FRACTIONAL INTEREST CERTIFICATES.  In the case of Grantor Trust Fractional 
Interest Certificates, except as disclosed in the related prospectus supplement, counsel to the depositor will provide 
its opinion that Grantor Trust Fractional Interest Certificates will represent interests in “loans .  .  .  secured by an 
interest in real property” within the meaning of Section 7701(a)(19)(C)(v) of the Code; “obligation[s] (including any 
participation or certificate of beneficial ownership therein) which .  .  .  [are] principally secured by an interest in 
real property” within the meaning of Section 860G(a)(3) of the Code; and real estate assets within the meaning of 
Section 856(c)(5)(B) of the Code.  In addition, counsel to the depositor will deliver its opinion that interest on 
Grantor Trust Fractional Interest Certificates will to the same extent be considered “interest on obligations secured 
by mortgages on real property or on interests in real property” within the meaning of Section 856(c)(3)(B) of the 
Code. 
 
 The assets constituting certain Grantor Trust Funds may include buydown mortgage loans.  The 
characterization of an investment in buydown mortgage loans will depend upon the precise terms of the related 
buydown agreement, but to the extent that the buydown mortgage loans are secured by a bank account or other 
personal property, they may not be treated in their entirety as assets described in the preceding paragraph.  No 
directly applicable precedents exist with respect to the federal income tax treatment or the characterization of 
investments in buydown mortgage loans.  Accordingly, holders of Grantor Trust Certificates should consult their 
own tax advisors with respect to the characterization of investments in Grantor Trust Certificates representing an 
interest in a Grantor Trust Fund that includes buydown mortgage loans. 
 
 GRANTOR TRUST STRIP CERTIFICATES.  Even if Grantor Trust Strip Certificates evidence an interest 
in a Grantor Trust Fund consisting of mortgage loans that are “loans .  .  .  secured by an interest in real property” 
within the meaning of Section 7701(a)(19)(C)(v) of the Code, and real estate assets within the meaning of Section 
856(c)(5)(B) of the Code, and the interest on the mortgage loans is “interest on obligations secured by mortgages on 
real property” within the meaning of Section 856(c)(3)(B) of the Code, it is unclear whether the Grantor Trust Strip 
Certificates, and income from the Grantor Trust Strip Certificates will be characterized the same way.  However, the 
policies underlying these Sections, to encourage or require investments in mortgage loans by thrift institutions and 
real estate investment trusts, suggest that this characterization is appropriate.  Counsel to the depositor will not 
deliver any opinion on these questions.  It is suggested that prospective purchasers to which the characterization of 
an investment in Grantor Trust Strip Certificates is material consult their tax advisors regarding whether the Grantor 
Trust Strip Certificates, and the income therefrom, will be so characterized. 
 
 The Grantor Trust Strip Certificates will be “obligation[s] (including any participation or certificate of 
beneficial ownership therein) which .  .  .  [are] principally secured by an interest in real property” within the 
meaning of Section 860G(a)(3)(A) of the Code. 
 
 TAXATION OF OWNERS OF GRANTOR TRUST FRACTIONAL INTEREST CERTIFICATES.  
Holders of a particular series of Grantor Trust Fractional Interest Certificates generally will be required to report on 
their federal income tax returns their shares of the entire income from the mortgage loans, including amounts used to 
pay reasonable servicing fees and other expenses, and will be entitled to deduct their shares of any reasonable 
servicing fees and other expenses.  Because of stripped interests, market or original issue discount, or premium, the 
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amount includible in income on account of a Grantor Trust Fractional Interest Certificate may differ significantly 
from the amount distributable on the same certificate representing interest on the mortgage loans.  Under Section 67 
of the Code, an individual, estate or trust holding a Grantor Trust Fractional Interest Certificate directly or through 
some pass-through entities will be allowed a deduction for the reasonable servicing fees and expenses only to the 
extent that the aggregate of the holder’s miscellaneous itemized deductions exceeds two percent of the holder’s 
adjusted gross income.  In addition, Section 68 of the Code provides that the amount of itemized deductions 
otherwise allowable for an individual whose adjusted gross income exceeds a specified amount will be reduced by 
the lesser of (1) 3% of the excess of the individual’s adjusted gross income over the amount or (2) 80% of the 
amount of itemized deductions otherwise allowable for the taxable year.  The amount of additional taxable income 
reportable by holders of Grantor Trust Fractional Interest Certificates who are subject to the limitations of either 
Section 67 or Section 68 of the Code may be substantial.  Further, certificateholders other than corporations subject 
to the alternative minimum tax may not deduct miscellaneous itemized deductions in determining the holder’s 
alternative minimum taxable income.  Although it is not entirely clear, it appears that in transactions in which 
multiple classes of Grantor Trust Certificates, including Grantor Trust Strip Certificates, are issued, the fees and 
expenses should be allocated among the classes of Grantor Trust Certificates using a method that recognizes that 
each class benefits from the related services.  In the absence of statutory or administrative clarification as to the 
method to be used, it is intended to base information returns or reports to the IRS and certificateholders on a method 
that allocates the expenses among classes of Grantor Trust Certificates with respect to each period on the 
distributions made to each class during that period. 
 
 The federal income tax treatment of Grantor Trust Fractional Interest Certificates of any series will depend 
on whether they are subject to the stripped bond rules of Section 1286 of the Code.  Grantor Trust Fractional Interest 
Certificates may be subject to those rules if (1) a class of Grantor Trust Strip Certificates is issued as part of the 
same series of certificates or (2) the depositor or any of its affiliates retains, for its own account or for purposes of 
resale, a right to receive a specified portion of the interest payable on the mortgage loans.  Further, the IRS has ruled 
that an unreasonably high servicing fee retained by a seller or servicer will be treated as a retained ownership 
interest in mortgages that constitutes a stripped coupon.  For purposes of determining what constitutes reasonable 
servicing fees for various types of mortgages the IRS has established safe harbors.  The servicing fees paid with 
respect to the mortgage loans for a series of Grantor Trust Certificates may be higher than those safe harbors and, 
accordingly, may not constitute reasonable servicing compensation.  The related prospectus supplement will include 
information regarding servicing fees paid to the master servicer, any subservicer or their respective affiliates 
necessary to determine whether the safe harbor rules apply. 
 
 IF STRIPPED BOND RULES APPLY.  If the stripped bond rules apply, each Grantor Trust Fractional 
Interest Certificate will be treated as having been issued with original issue discount within the meaning of Section 
1273(a) of the Code, subject, however, to the discussion in the eighth following paragraph regarding the possible 
treatment of stripped bonds as market discount bonds and the discussion regarding de minimis market discount.  See 
“—Market Discount” below. 
 
 Under the stripped bond rules, the holder of a Grantor Trust Fractional Interest Certificate, whether a cash 
or accrual method taxpayer, will be required to report interest income from its Grantor Trust Fractional Interest 
Certificate for each month in an amount equal to the income that accrues on the certificate in that month calculated 
under a constant yield method, in accordance with the rules of the Code relating to original issue discount. 
 
 The original issue discount on a Grantor Trust Fractional Interest Certificate will be the excess of the 
certificate’s stated redemption price over its issue price.  The issue price of a Grantor Trust Fractional Interest 
Certificate as to any purchaser will be equal to the price paid by the purchaser for the Grantor Trust Fractional 
Interest Certificate.  The stated redemption price of a Grantor Trust Fractional Interest Certificate will be the sum of 
all payments to be made on the certificate, other than qualified stated interest, if any, as well as the certificate’s share 
of reasonable servicing fees and other expenses.  See “—If Stripped Bond Rules Do Not Apply” below for a 
definition of qualified stated interest. 
 
 In general, the amount of the income that accrues in any month equals the product of the holder’s adjusted 
basis in the Grantor Trust Fractional Interest Certificate at the beginning of the month, see “—Sales of Grantor Trust 
Certificates,” and the yield of the Grantor Trust Fractional Interest Certificate to the holder.  This yield is equal to a 
rate that, compounded based on the regular interval between distribution dates and used to discount the holder’s 
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share of future payments on the mortgage loans, causes the present value of those future payments to equal the price 
at which the holder purchased the certificate.  In computing yield under the stripped bond rules, a certificateholder’s 
share of future payments on the mortgage loans will not include any payments made in respect of any ownership 
interest in the mortgage loans retained by the depositor, the master servicer, any subservicer or their respective 
affiliates, but will include the certificateholder’s share of any reasonable servicing fees and other expenses. 
 
 To the extent the Grantor Trust Fractional Interest Certificates represent an interest in any pool of debt 
instruments the yield on which may be affected by reason of prepayments, Section 1272(a)(6) of the Code requires 
(1) the use of a reasonable Prepayment Assumption in accruing original issue discount and (2) adjustments in the 
accrual of original issue discount when prepayments do not conform to the Prepayment Assumption.  It is unclear 
whether those provisions would be applicable to the Grantor Trust Fractional Interest Certificates that do not 
represent an interest in any pool of debt instruments the yield on which may be affected by reason of prepayments, 
or whether use of a reasonable Prepayment Assumption may be required or permitted without reliance on these 
rules.  It is also uncertain, if a Prepayment Assumption is used, whether the assumed prepayment rate would be 
determined based on conditions at the time of the first sale of the Grantor Trust Fractional Interest Certificate or, for 
a particular holder, at the time of purchase of the Grantor Trust Fractional Interest Certificate by that holder.  It is 
suggested that Certificateholders consult their own tax advisors concerning reporting original issue discount with 
respect to Grantor Trust Fractional Interest Certificates and, in particular, whether a Prepayment Assumption should 
be used in reporting original issue discount. 
 
 In the case of a Grantor Trust Fractional Interest Certificate acquired at a price equal to the principal 
amount of the mortgage loans allocable to the certificate, the use of a Prepayment Assumption generally would not 
have any significant effect on the yield used in calculating accruals of interest income.  In the case, however, of a 
Grantor Trust Fractional Interest Certificate acquired at a price less than or greater than the principal amount of the 
certificate, that is, at a discount or a premium, the use of a reasonable Prepayment Assumption would increase or 
decrease the yield, and thus accelerate or decelerate, respectively, the reporting of income. 
 
 If a Prepayment Assumption is not used, then when a mortgage loan prepaid in full, the holder of a Grantor 
Trust Fractional Interest Certificate acquired at a discount or a premium generally will recognize ordinary income or 
loss equal to the difference between the portion of the prepaid principal amount of the mortgage loan that is 
allocable to the certificate and the portion of the adjusted basis of the certificate that is allocable to the 
certificateholder’s interest in the mortgage loan.  If a Prepayment Assumption is used, it appears that no separate 
item of income or loss should be recognized upon a prepayment.  Instead, a prepayment should be treated as a 
partial payment of the stated redemption price of the Grantor Trust Fractional Interest Certificate and accounted for 
under a method similar to that described for taking account of original issue discount on REMIC Regular 
Certificates.  It  is unclear whether any other adjustments would be required to reflect differences between an 
assumed prepayment rate and the actual rate of prepayments.  See “—Taxation of Owners of REMIC Regular 
Certificates—Original Issue Discount.” 
 
 It is intended to base information reports or returns to the IRS and certificateholders in transactions subject 
to the stripped bond rules on a Prepayment Assumption that will be disclosed in the related prospectus supplement 
and on a constant yield computed using a representative initial offering price for each class of certificates.  However, 
none of the depositor, the master servicer or the trustee will make any representation that the mortgage loans will in 
fact prepay at a rate conforming to the Prepayment Assumption or any other rate and certificateholders should bear 
in mind that the use of a representative initial offering price will mean that the information returns or reports, even if 
otherwise accepted as accurate by the IRS, will in any event be accurate only as to the initial certificateholders of 
each series who bought at that price. 
 
 Under Treasury Regulation Section 1.1286-1, stripped bonds may be treated as market discount bonds and 
any purchaser of a stripped bond treated as a market discount bond is to account for any discount on the bond as 
market discount rather than original issue discount.  This treatment only applies, however, if immediately after the 
most recent disposition of the bond by a person stripping one or more coupons from the bond and disposing of the 
bond or coupon (1) there is no, or only a de minimis amount of, original issue discount or (2) the annual stated rate 
of interest payable on the original bond is no more than one percentage point lower than the gross interest rate 
payable on the original mortgage loan, before subtracting any servicing fee or any stripped coupon.  If interest 
payable on a Grantor Trust Fractional Interest Certificate is more than one percentage point lower than the gross 
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interest rate payable on the mortgage loans, the related prospectus supplement will disclose that fact.  If the original 
issue discount or market discount on a Grantor Trust Fractional Interest Certificate determined under the stripped 
bond rules is less than 0.25% of the stated redemption price multiplied by the weighted average maturity of the 
mortgage loans, then that original issue discount or market discount will be considered to be de minimis.  Original 
issue discount or market discount of only a de minimis amount will be included in income in the same manner as de 
minimis original issue and market discount described in “—If Stripped Bond Rules Do Not Apply” and “—Market 
Discount” below. 
 
 IF STRIPPED BOND RULES DO NOT APPLY.  Subject to the discussion below on original issue 
discount, if the stripped bond rules do not apply to a Grantor Trust Fractional Interest Certificate, the 
certificateholder will be required to report its share of the interest income on the mortgage loans in accordance with 
the certificateholder’s normal method of accounting.  The original issue discount rules will apply to a Grantor Trust 
Fractional Interest Certificate to the extent it evidences an interest in mortgage loans issued with original issue 
discount. 
 
 The original issue discount, if any, on the mortgage loans will equal the difference between the stated 
redemption price of the mortgage loans and their issue price.  Under the OID Regulations, the stated redemption 
price is equal to the total of all payments to be made on the mortgage loan other than qualified stated interest.  
Qualified stated interest is interest that is unconditionally payable at least annually at a single fixed rate, a qualified 
floating rate, an objective rate, or a combination of a single fixed rate and one or more qualified floating rates or one 
qualified inverse floating rate.  In general, the issue price of a mortgage loan will be the amount received by the 
borrower from the lender under the terms of the mortgage loan, less any points paid by the borrower, and the stated 
redemption price of a mortgage loan will equal its principal amount, unless the mortgage loan provides for an initial 
below-market rate of interest or the acceleration or the deferral of interest payments.  The determination as to 
whether original issue discount will be considered to be de minimis will be calculated using the test described in the 
REMIC discussion.  See “—Taxation of Owners of REMIC Regular Certificates—Original Issue Discount” above. 
 
 In the case of mortgage loans bearing adjustable or variable interest rates, the related prospectus 
supplement will describe the manner in which the rules will be applied with respect to those mortgage loans by the 
master servicer or the trustee in preparing information returns to the certificateholders and the IRS. 
 
 If original issue discount is in excess of a de minimis amount, a portion of the original issue discount with 
respect to a mortgage loan will be required to be accrued and reported in income each month, based on a constant 
yield.  Section 1272(a)(6) of the Code requires that a Prepayment Assumption be made in computing yield with 
respect to any pool of debt instruments the yield on which may be affected by reason of prepayments.  Accordingly, 
for certificates backed by these pools, it is intended to base information reports and returns to the IRS and 
certificateholders on the use of a Prepayment Assumption.  However, in the case of certificates not backed by these 
pools, it currently is not intended to base the reports and returns on the use of a Prepayment Assumption.  It is 
suggested that certificateholders consult their own tax advisors concerning whether a Prepayment Assumption 
should be used in reporting original issue discount with respect to Grantor Trust Fractional Interest Certificates.  
Certificateholders should refer to the related prospectus supplement with respect to each series to determine whether 
and in what manner the original issue discount rules will apply to mortgage loans in the series. 
 
 A purchaser of a Grantor Trust Fractional Interest Certificate that purchases the Grantor Trust Fractional 
Interest Certificate at a cost less than the certificate’s allocable portion of the aggregate remaining stated redemption 
price of the mortgage loans held in the related trust fund will also be required to include in gross income the 
certificate’s daily portions of any original issue discount with respect to the mortgage loans.  However, the daily 
portion will be reduced, if the cost of the Grantor Trust Fractional Interest Certificate to the purchaser is in excess of 
the certificate’s allocable portion of the aggregate adjusted issue prices of the mortgage loans held in the related trust 
fund, approximately in proportion to the ratio the excess bears to the certificate’s allocable portion of the aggregate 
original issue discount remaining to be accrued on the mortgage loans.  The adjusted issue price of a mortgage loan 
on any given day equals the sum of (1) the adjusted issue price, or, in the case of the first accrual period, the issue 
price, of the mortgage loan at the beginning of the accrual period that includes that day and (2) the daily portions of 
original issue discount for all days during the accrual period prior to that day.  The adjusted issue price of a 
mortgage loan at the beginning of any accrual period will equal the issue price of the mortgage loan, increased by 
the aggregate amount of original issue discount with respect to the mortgage loan that accrued in prior accrual 
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periods, and reduced by the amount of any payments made on the mortgage loan in prior accrual periods of amounts 
included in its stated redemption price. 
 
 In addition to its regular reports, the master servicer or the trustee, except as provided in the related 
prospectus supplement, will provide to any holder of a Grantor Trust Fractional Interest Certificate such information 
as the holder may reasonably request from time to time with respect to original issue discount accruing on Grantor 
Trust Fractional Interest Certificates.  See “—Grantor Trust Reporting” below. 
 
 MARKET DISCOUNT.  If the stripped bond rules do not apply to the Grantor Trust Fractional Interest 
Certificate, a certificateholder may be subject to the market discount rules of Sections 1276 through 1278 of the 
Code to the extent an interest in a mortgage loan is considered to have been purchased at a market discount, that is, 
in the case of a mortgage loan issued without original issue discount, at a purchase price less than its remaining 
stated redemption price, or in the case of a mortgage loan issued with original issue discount, at a purchase price less 
than its adjusted issue price.  If market discount is in excess of a de minimis amount, the holder generally will be 
required to include in income in each month the amount of the discount that has accrued through the month that has 
not previously been included in income, but limited, in the case of the portion of the discount that is allocable to any 
mortgage loan, to the payment of stated redemption price on the mortgage loan that is received by, or, in the case of 
accrual basis certificateholders, due to, the trust fund in that month. 
 
 A certificateholder may elect to include market discount in income currently as it accrues under a constant 
yield method based on the yield of the certificate to the holder rather than including it on a deferred basis under rules 
similar to those described in “—Taxation of Owners of REMIC Regular Certificates—Market Discount” above. 
 
 Section 1276(b)(3) of the Code authorizes the Treasury Department to issue regulations providing for the 
method for accruing market discount on debt instruments, the principal of which is payable in more than one 
installment.  Until regulations are issued by the Treasury Department, rules described in the committee report will 
apply.  Under those rules, in each accrual period market discount on the mortgage loans should accrue, at the 
certificateholder’s option:  (1) on the basis of a constant yield method, (2) in the case of a mortgage loan issued 
without original issue discount, in an amount that bears the same ratio to the total remaining market discount as the 
stated interest paid in the accrual period bears to the total stated interest remaining to be paid on the mortgage loan 
as of the beginning of the accrual period, or (3) in the case of a mortgage loan issued with original issue discount, in 
an amount that bears the same ratio to the total remaining market discount as the original issue discount accrued in 
the accrual period bears to the total original issue discount remaining at the beginning of the accrual period.  The 
Prepayment Assumption, if any, used in calculating the accrual of original issue discount is to be used in calculating 
the accrual of market discount.  The effect of using a Prepayment Assumption could be to accelerate the reporting of 
the discount income.  Because the regulations referred to in this paragraph have not been issued, it is not possible to 
predict what effect the regulations might have on the tax treatment of a mortgage loan purchased at a discount in the 
secondary market. 
 
 Because the mortgage loans will provide for periodic payments of stated redemption price, the market 
discount may be required to be included in income at a rate that is not significantly slower than the rate at which the 
discount would be included in income if it were original issue discount. 
 
 Market discount with respect to mortgage loans may be considered to be de minimis and, if so, will be 
includible in income under de minimis rules similar to those described above in “—Taxation of Owners of REMIC 
Regular Certificates—Original Issue Discount” with the exception that it is less likely that a Prepayment 
Assumption will be used for purposes of these rules with respect to the mortgage loans. 
 
 Further, under the rules described in “—Taxation of Owners of REMIC Regular Certificates—Market 
Discount,” above, any discount that is not original issue discount and exceeds a de minimis amount may require the 
deferral of interest expense deductions attributable to accrued market discount not yet includible in income, unless 
an election has been made to report market discount currently as it accrues.  This rule applies without regard to the 
origination dates of the mortgage loans. 
 
 PREMIUM.  If a certificateholder is treated as acquiring the underlying mortgage loans at a premium, that 
is, at a price in excess of their remaining stated redemption price, the certificateholder may elect under Section 171 
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of the Code to amortize using a constant yield method the portion of the premium allocable to mortgage loans 
originated after September 27, 1985.  Amortizable premium is treated as an offset to interest income on the related 
debt instrument, rather than as a separate interest deduction.  However, premium allocable to mortgage loans 
originated before September 28, 1985 or to mortgage loans for which an amortization election is not made, should 
be allocated among the payments of stated redemption price on the mortgage loan and be allowed as a deduction as 
these payments are made, or, for a certificateholder using the accrual method of accounting, when the payments of 
stated redemption price are due. 
 
 It is unclear whether a Prepayment Assumption should be used in computing amortization of premium 
allowable under Section 171 of the Code.  If premium is not subject to amortization using a Prepayment Assumption 
and a mortgage loan prepaid in full, the holder of a Grantor Trust Fractional Interest Certificate acquired at a 
premium should recognize a loss, equal to the difference between the portion of the prepaid principal amount of the 
mortgage loan that is allocable to the certificate and the portion of the adjusted basis of the certificate that is 
allocable to the mortgage loan.  If a Prepayment Assumption is used to amortize this premium, it appears that this 
loss would be unavailable.  Instead, if a Prepayment Assumption is used, a prepayment should be treated as a partial 
payment of the stated redemption price of the Grantor Trust Fractional Interest Certificate and accounted for under a 
method similar to that described for taking account of original issue discount on REMIC Regular Certificates.  It is 
unclear whether any other adjustments would be required to reflect differences between the Prepayment Assumption 
used, and the actual rate of prepayments.  See “—Taxation of Owners of REMIC Regular Certificates—Original 
Issue Discount.” 
 
 TAXATION OF OWNERS OF GRANTOR TRUST STRIP CERTIFICATES.  The stripped coupon rules 
of Section 1286 of the Code will apply to the Grantor Trust Strip Certificates.  Except as described above in “—If 
Stripped Bond Rules Apply,” no regulations or published rulings under Section 1286 of the Code have been issued 
and uncertainty exists as to how it will be applied to securities like the Grantor Trust Strip Certificates.  
Accordingly, it is suggested that holders of Grantor Trust Strip Certificates consult their own tax advisors 
concerning the method to be used in reporting income or loss with respect to the certificates. 
 
 The OID Regulations do not apply to stripped coupons, although they provide general guidance as to how 
the original issue discount sections of the Code will be applied.  In addition, the discussion below is subject to the 
discussion under “—Possible Application of Contingent Payment Rules” and assumes that the holder of a Grantor 
Trust Strip Certificate will not own any Grantor Trust Fractional Interest Certificates. 
 
 Under the stripped coupon rules, it appears that original issue discount will be required to be accrued in 
each month on the Grantor Trust Strip Certificates based on a constant yield method.  In effect, each holder of 
Grantor Trust Strip Certificates would include as interest income in each month an amount equal to the product of 
the holder’s adjusted basis in the Grantor Trust Strip Certificate at the beginning of that month and the yield of the 
Grantor Trust Strip Certificate to the holder.  The yield would be calculated based on the price paid for that Grantor 
Trust Strip Certificate by its holder and the payments remaining to be made thereon at the time of the purchase, plus 
an allocable portion of the servicing fees and expenses to be paid with respect to the mortgage loans.  See “—If 
Stripped Bond Rules Apply” above. 
 
 As noted, Section 1272(a)(6) of the Code requires that a Prepayment Assumption be used in computing the 
accrual of original issue discount with respect to some categories of debt instruments, and that adjustments be made 
in the amount and rate of accrual of the discount when prepayments do not conform to the Prepayment Assumption.  
To the extent the Grantor Trust Strip Certificates represent an interest in any pool of debt instruments the yield on 
which may be affected by reason of prepayments, those provisions apply to Grantor Trust Strip Certificates.  It is 
unclear whether those provisions would be applicable to the Grantor Trust Strip Certificates that do not represent an 
interest in any such pool, or whether use of a Prepayment Assumption may be required or permitted in the absence 
of these provisions.  It is also uncertain, if a Prepayment Assumption is used, whether the assumed prepayment rate 
would be determined based on conditions at the time of the first sale of the Grantor Trust Strip Certificate or, with 
respect to any subsequent holder, at the time of purchase of the Grantor Trust Strip Certificate by that holder. 
 
 The accrual of income on the Grantor Trust Strip Certificates will be significantly slower if a Prepayment 
Assumption is permitted to be made than if yield is computed assuming no prepayments.  It currently is intended to 
base information returns or reports to the IRS and certificateholders on the Prepayment Assumption disclosed in the 
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related prospectus supplement and on a constant yield computed using a representative initial offering price for each 
class of certificates.  However, none of the depositor, the master servicer or the trustee will make any representation 
that the mortgage loans will in fact prepay at a rate conforming to the Prepayment Assumption or at any other rate 
and certificateholders should bear in mind that the use of a representative initial offering price will mean that the 
information returns or reports, even if otherwise accepted as accurate by the IRS, will in any event be accurate only 
as to the initial certificateholders of each series who bought at that price.  Prospective purchasers of the Grantor 
Trust Strip Certificates should consult their own tax advisors regarding the use of the Prepayment Assumption. 
 
 It is unclear under what circumstances, if any, the prepayment of a mortgage loan will give rise to a loss to 
the holder of a Grantor Trust Strip Certificate.  If a Grantor Trust Strip Certificate is treated as a single instrument 
rather than an interest in discrete mortgage loans and the effect of prepayments is taken into account in computing 
yield with respect to the Grantor Trust Strip Certificate, it appears that no loss may be available as a result of any 
particular prepayment unless prepayments occur at a rate faster than the Prepayment Assumption.  However, if a 
Grantor Trust Strip Certificate is treated as an interest in discrete mortgage loans, or if the Prepayment Assumption 
is not used, then, when a mortgage loan is prepaid, the holder of a Grantor Trust Strip Certificate should be able to 
recognize a loss equal to the portion of the adjusted issue price of the Grantor Trust Strip Certificate that is allocable 
to the mortgage loan. 
 
 POSSIBLE APPLICATION OF CONTINGENT PAYMENT RULES.  The coupon stripping rules’ general 
treatment of stripped coupons is to regard them as newly issued debt instruments in the hands of each purchaser.  To 
the extent that payments on the Grantor Trust Strip Certificates would cease if the mortgage loans were prepaid in 
full, the Grantor Trust Strip Certificates could be considered to be debt instruments providing for contingent 
payments.  Under the OID Regulations, debt instruments providing for contingent payments are not subject to the 
same rules as debt instruments providing for noncontingent payments.  Regulations were promulgated in 1996, 
regarding contingent payment debt instruments, the “Contingent Payment Regulations,” but it appears that Grantor 
Trust Strip Certificates, to the extent subject to Section 1272(a)(6) of the Code as described above, or due to their 
similarity to other mortgage-backed securities, such as REMIC regular interests and debt instruments subject to 
Section 1272(a)(6) of the Code, that are expressly excepted from the application of the Contingent Payment 
Regulations, are or may be excepted from these regulations.  Like the OID Regulations, the Contingent Payment 
Regulations do not specifically address securities, like the Grantor Trust Strip Certificates, that are subject to the 
stripped bond rules of Section 1286 of the Code. 
 
 If the contingent payment rules under the Contingent Payment Regulations were to apply, the holder of a 
Grantor Trust Strip Certificate would be required to apply the noncontingent bond method.  Under the noncontingent 
bond method, the issuer of a Grantor Trust Strip Certificate determines a projected payment schedule on which 
interest will accrue.  Holders of Grantor Trust Strip Certificates are bound by the issuer’s projected payment 
schedule.  The projected payment schedule consists of all noncontingent payments and a projected amount for each 
contingent payment based on the projected yield of the Grantor Trust Strip Certificate. 
 
 The projected amount of each payment is determined so that the projected payment schedule reflects the 
projected yield.  The projected amount of each payment must reasonably reflect the relative expected values of the 
payments to be received by the holder of a Grantor Trust Strip Certificate.  The projected yield referred to above is a 
reasonable rate, not less than the applicable Federal rate, that as of the issue date reflects general market conditions, 
the credit quality of the issuer, and the terms and conditions of the mortgage loans.  The holder of a Grantor Trust 
Strip Certificate would be required to include as interest income in each month the adjusted issue price of the 
Grantor Trust Strip Certificate at the beginning of the period multiplied by the projected yield, and would add to, or 
subtract from, the income any variation between the payment actually received in that month and the payment 
originally projected to be made in that month. 
 
 Assuming that a Prepayment Assumption were used, if the Contingent Payment Regulations or their 
principles were applied to Grantor Trust Strip Certificates, the amount of income reported with respect thereto 
would be substantially similar to that described under “—Taxation of Owners of Grantor Trust Strip Certificates.”  
Certificateholders should consult their tax advisors concerning the possible application of the contingent payment 
rules to the Grantor Trust Strip Certificates. 
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 SALES OF GRANTOR TRUST CERTIFICATES.  Any gain or loss (equal to the difference between the 
amount realized and adjusted basis) recognized on the sale or exchange of a Grantor Trust Certificate by an investor 
who holds the Grantor Trust Certificate as a capital asset will be capital gain or loss, except to the extent of accrued 
and unrecognized market discount, which will be treated as ordinary income, and, in the case of banks and other 
financial institutions, except as provided under Section 582(c) of the Code.  The adjusted basis of a Grantor Trust 
Certificate generally will equal its cost, increased by any income reported by the seller, including original issue 
discount and market discount income, and reduced, but not below zero, by any previously reported losses, any 
amortized premium and any distributions with respect to the Grantor Trust Certificate. 
 
 Gain or loss from the sale of a Grantor Trust Certificate may be partially or wholly ordinary and not capital 
in some circumstances.  Gain attributable to accrued and unrecognized market discount will be treated as ordinary 
income, as will gain or loss recognized by banks and other financial institutions subject to Section 582(c) of the 
Code.  Furthermore, a portion of any gain that might otherwise be capital gain may be treated as ordinary income to 
the extent that the Grantor Trust Certificate is held as part of a conversion transaction within the meaning of Section 
1258 of the Code.  A conversion transaction generally is one in which the taxpayer has taken two or more positions 
in the same or similar property that reduce or eliminate market risk, if substantially all of the taxpayer’s return is 
attributable to the time value of the taxpayer’s net investment in the transaction.  The amount of gain realized in a 
conversion transaction that is recharacterized as ordinary income generally will not exceed the amount of interest 
that would have accrued on the taxpayer’s net investment at 120% of the appropriate applicable Federal rate at the 
time the taxpayer enters into the conversion transaction, subject to appropriate reduction for prior inclusion of 
interest and other ordinary income items from the transaction.  Finally, a taxpayer may elect to have net capital gain 
taxed at ordinary income rates rather than capital gains rates in order to include the net capital gain in total net 
investment income for that taxable year, for purposes of the rule that limits the deduction of interest on indebtedness 
incurred to purchase or carry property held for investment to a taxpayer’s net investment income. 
 
 GRANTOR TRUST REPORTING.  The master servicer or the trustee will furnish to each holder of a 
Grantor Trust Fractional Interest Certificate with each distribution a statement setting forth the amount of the 
distribution allocable to principal on the underlying mortgage loans and to interest thereon at the related pass-
through rate.  In addition, the master servicer or the trustee will furnish, within a reasonable time after the end of 
each calendar year, to each holder of a Grantor Trust Certificate who was a holder at any time during that year, 
information regarding the amount of any servicing compensation received by the master servicer and subservicer 
and any other customary factual information the master servicer or the trustee deems necessary or desirable to 
enable holders of Grantor Trust Certificates to prepare their tax returns and will furnish comparable information to 
the IRS as and when required by law to do so.  Because the rules for accruing discount and amortizing premium 
with respect to the Grantor Trust Certificates are uncertain in various respects, there is no assurance the IRS will 
agree with the trust fund’s information reports of these items of income and expense.  Moreover, these information 
reports, even if otherwise accepted as accurate by the IRS, will in any event be accurate only as to the initial 
certificateholders that bought their certificates at the representative initial offering price used in preparing the 
reports. 
 
 Except as disclosed in the related prospectus supplement, the responsibility for complying with the 
foregoing reporting rules will be borne by the master servicer or the trustee. 
 
 BACKUP WITHHOLDING.  In general, the rules described in “—REMICS—Backup Withholding with 
Respect to REMIC Certificates” will also apply to Grantor Trust Certificates. 
 
 FOREIGN INVESTORS.  In general, the discussion with respect to REMIC Regular Certificates in “—
Taxation of Owners of REMIC Residual Certificates—Foreign Investors in REMIC Certificates” applies to Grantor 
Trust Certificates except that Grantor Trust Certificates will, except as disclosed in the related prospectus 
supplement, be eligible for exemption from U.S. withholding tax, subject to the conditions described in the 
discussion, only to the extent the related mortgage loans were originated after July 18, 1984 and only to the extent 
such mortgage loans have not been converted to real property. 
 
 To the extent that interest on a Grantor Trust Certificate would be exempt under Sections 871(h)(1) and 
881(c) of the Code from United States withholding tax, and the Grantor Trust Certificate is not held in connection 
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with a certificateholder’s trade or business in the United States, the Grantor Trust Certificate will not be subject to 
United States estate taxes in the estate of a non-resident alien individual. 
 
Partnership Trust Funds  

 CLASSIFICATION OF PARTNERSHIP TRUST FUNDS.  With respect to each series of Partnership 
Certificates, counsel to the depositor will provide its opinion that the trust fund will not be a taxable mortgage pool 
or an association, or publicly traded partnership, taxable as a corporation for federal income tax purposes.  This 
opinion will be based on the assumption that the terms of the related pooling and servicing agreement and related 
documents will be complied with, and on counsel’s conclusions that the nature of the income of the trust fund will 
exempt it from the rule that certain publicly traded partnerships are taxable as corporations.   
 
 If the trust fund were taxable as a corporation for federal income tax purposes, the trust fund would be 
subject to corporate income tax on its taxable income.  The trust fund’s taxable income would include all its income 
on the related mortgage loans, possibly reduced by its interest expense on any outstanding debt securities.  Any 
corporate income tax could materially reduce cash available to make distributions on the Partnership Certificates and 
certificateholders could be liable for any tax that is unpaid by the trust fund. 
 
 CHARACTERIZATION OF INVESTMENTS IN PARTNERSHIP CERTIFICATES.  For federal income 
tax purposes, 
 

 (1) Partnership Certificates held by a thrift institution taxed as a domestic building and loan 
association will not constitute “loans ...  secured by an interest in real property” within the meaning of Code 
Section 7701(a)(19)(C)(v); 
 
 (2) Partnership Certificates held by a real estate investment trust will constitute real estate 
assets within the meaning of Code Section 856(c)(5)(B) and interest on Partnership Certificates will be 
treated as “interest on obligations secured by mortgages on real property or on interests in real property” 
within the meaning of Code Section 856(c)(3)(B), based on the real estate investments trust’s proportionate 
interest in the assets of the Partnership Trust Fund based on capital accounts; and 
 
 (3) Partnership Certificates held by a regulated investment company will not constitute 
Government securities within the meaning of Code Section 851(b)(3)(A)(i). 

 
 Taxation of Owners of Partnership Certificates 
 
 TREATMENT OF THE PARTNERSHIP TRUST FUND AS A PARTNERSHIP.  If specified in the 
prospectus supplement, the depositor will agree, and the certificateholders will agree by their purchase of 
Certificates, to treat the Partnership Trust Fund as a partnership for purposes of federal and state income tax, 
franchise tax and any other tax measured in whole or in part by income, with the assets of the partnership being the 
assets held by the Partnership Trust Fund and the partners of the partnership being the certificateholders, including 
the depositor.  However, the proper characterization of the arrangement involving the Partnership Trust Fund, the 
Partnership Certificates and the depositor is not clear, because there is no authority on transactions closely 
comparable to that contemplated in the prospectus. 
 
 A variety of alternative characterizations are possible.  For example, because one or more of the classes of 
Partnership Certificates have certain features characteristic of debt, the Partnership Certificates might be considered 
debt of the depositor or the Partnership Trust Fund.  Any alternative characterization would not result in materially 
adverse tax consequences to Certificateholders as compared to the consequences from treatment of the Partnership 
Certificates as equity in a partnership.  The following discussion assumes that the Partnership Certificates represent 
equity interests in a partnership. 
 
 PARTNERSHIP TAXATION.  As a partnership, the Partnership Trust Fund will not be subject to federal 
income tax.  Rather, each Certificateholder will be required to separately take into account the holder’s allocated 
share of income, gains, losses, deductions and credits of the Partnership Trust Fund.  It is anticipated that the 
Partnership Trust Fund’s income will consist primarily of interest earned on the mortgage loans, including 
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appropriate adjustments for market discount, original issue discount and bond premium, as described above under 
“—Grantor Trust Funds—Characterization of Investments in Grantor Trust Certificates—If Stripped Bond Rules Do 
Not Apply,” “—Market Discount” and “—Premium,” and any gain upon collection or disposition of mortgage 
loans.  The Partnership Trust Fund’s deductions will consist primarily of interest accruing with respect to any 
outstanding debt securities, servicing and other fees, and losses or deductions upon collection or disposition of any 
outstanding debt securities. 
 
 The tax items of a partnership are allocable to the partners in accordance with the Code, Treas ury 
regulations and the partnership agreement, which will include a pooling and servicing agreement and related 
documents.  The pooling and servicing agreement will provide, in general, that the Certificateholders will be 
allocated taxable income of the Partnership Trust Fund for each Due Period equal to the sum of (1) the interest that 
accrues on the Partnership Certificates in accordance with their terms for the Due Period, including interest accruing 
at the applicable pass-through rate for the Due Period and interest on amounts previously due on the Partnership 
Certificates but not yet distributed; (2) any Partnership Trust Fund income attributable to discount on the mortgage 
loans that corresponds to any excess of the principal amount of the Partnership Certificates over their initial issue 
price; and (3) any other amounts of income payable to the certificateholders for the Due Period.  The allocation will 
be reduced by any amortization by the Partnership Trust Fund of premium on mortgage loans that corresponds to 
any excess of the issue price of Partnership Certificates over their principal amount.  All remaining taxable income 
of the Partnership Trust Fund will be allocated to the depositor.  Based on the economic arrangement of the parties, 
this approach for allocating Partnership Trust Fund income should be permissible under applicable Treasury 
regulations, although no assurance can be given that the IRS would not require a greater amount of income to be 
allocated to certificateholders.  Moreover, even under that method of allocation, certificateholders may be allocated 
income equal to the entire pass-through rate plus the other items described under that method even though the 
Partnership Trust Fund might not have sufficient cash to make current cash distributions of these amounts.  Thus, 
cash basis holders will in effect be required to report income from the Partnership Certificates on the accrual basis 
and certificateholders may become liable for taxes on Partnership Trust Fund income even if they have not received 
cash from the Partnership Trust Fund to pay these taxes. 
 
 Some or all of the taxable income allocated to a certificateholder that is a pension, profit sharing or 
employee benefit plan or other tax-exempt entity, including an individual retirement account, may constitute 
unrelated business taxable income generally taxable to that holder under the Code. 
 
 A share of expenses of the Partnership Trust Fund, including fees of the master servicer but not interest 
expense, allocable to an individual, estate or trust certificateholder would be miscellaneous itemized deductions 
subject to the limitations described above under “—Grantor Trust Funds—Taxation of Owners of Grantor Trust 
Fractional Interest Certificates.” Accordingly, deductions for these expenses might be disallowed to the individual in 
whole or in part and might result in that holder being taxed on an amount of income that exceeds the amount of cash 
actually distributed to the holder over the life of the Partnership Trust Fund. 
 
 Discount income or premium amortization with respect to each mortgage loan would be calculated in a 
manner similar to the description under “—Grantor Trust Funds—Taxation of Owners of Grantor Trust Fractional 
Interest Certificates - If Stripped Bond Rules Do Not Apply.” Notwithstanding this description, it is intended that the 
Partnership Trust Fund will make all tax calculations relating to income and allocations to certificateholders on an 
aggregate basis for all mortgage loans held by the Partnership Trust Fund rather than on a mortgage loan-by-
mortgage loan basis.  If the IRS were to require that these calculations be made separately for each mortgage loan, 
the Partnership Trust Fund might be required to incur additional expense, but it is believed that there would not be a 
material adverse effect on certificateholders. 
 
 DISCOUNT AND PREMIUM.  Unless indicated otherwise in the applicable prospectus supplement, it is 
not anticipated that the mortgage loans will have been issued with original issue discount and, therefore, the 
Partnership Trust Fund should not have original issue discount income.  However, the purchase price paid by the 
Partnership Trust Fund for the mortgage loans may be greater or less than the remaining principal balance of the 
mortgage loans at the time of purchase.  If so, the mortgage loans will have been acquired at a premium or discount, 
as the case may be.  As stated in the previous paragraph, the Partnership Trust Fund intends to make any calculation 
of original issue discount on an aggregate basis, but might be required to recompute it on a mortgage loan-by-
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mortgage loan basis.  See “—Grantor Trust Funds—Characterization of Investments in Grantor Trust Certificates—
Market Discount” and “—Premium.” 
 
 If the Partnership Trust Fund acquires the mortgage loans at a market discount or premium, the Partnership 
Trust Fund will elect to include any discount in income currently as it accrues over the life of the mortgage loans or 
to offset any premium against interest income on the mortgage loans.  As stated in the second preceding paragraph, a 
portion of the market discount income or premium deduction may be allocated to certificateholders. 
 
 SECTION 708 TERMINATION.  Under Section 708 of the Code, the Partnership Trust Fund will be 
deemed to terminate for federal income tax purposes if 50% or more of the capital and profits interests in the 
Partnership Trust Fund are sold or exchanged within a 12-month period.  A 50% or greater transfer would cause a 
deemed contribution of the assets of a Partnership Trust Fund, the old partnership, to a new Partnership Trust Fund, 
the new partnership, in exchange for interests in the new partnership.  These interests would be deemed distributed 
to the partners of the old partnership in liquidation thereof, which would not constitute a sale or exchange. 
 
 DISPOSITION OF CERTIFICATES.  Generally, capital gain or loss will be recognized on a sale of 
Partnership Certificates in amount equal to the difference between the amount realized and the seller’s tax basis in 
the Partnership Certificates sold.  A certificateholder’s tax basis in a Partnership Certificate will generally equal the 
holder’s cost increased by the holder’s share of Partnership Trust Fund income includible in income and decreased 
by any distributions received with respect to the Partnership Certificate.  In addition, both the tax basis in the 
Partnership Certificates and the amount realized on a sale of a Partnership Certificate would include the holder’s 
share of any liabilities of the Partnership Trust Fund.  A holder acquiring Partnership Certificates at different prices 
may be required to maintain a single aggregate adjusted tax basis in such Partnership Certificates, and, upon sale or 
other disposition of some of the Partnership Certificates, allocate a portion of the aggregate tax basis to the 
Partnership Certificates sold, rather than maintaining a separate tax basis in each Partnership Certificate for purposes 
of computing gain or loss on a sale of that Partnership Certificate. 
 
 Any gain on the sale of a Partnership Certificate attributable to the holder’s share of unrecognized accrued 
market discount on the mortgage loans would generally be treated as ordinary income to the holder and would give 
rise to special tax reporting requirements.  The Partnership Trust Fund does not expect to have any other assets that 
would give rise to such special reporting considerations.  Thus, to avoid those special reporting requirements, the 
Partnership Trust Fund will elect to include market discount in income as it accrues. 
 
 If a certificateholder is required to recognize an aggregate amount of income, not including income 
attributable to disallowed itemized deductions, over the life of the Partnership Certificates that exceeds the aggregate 
cash distributions with respect thereto, the excess will generally give rise to a capital loss upon the retirement of the 
Partnership Certificates. 
 
 ALLOCATIONS BETWEEN TRANSFERORS AND TRANSFEREES.  In general, the Partnership Trust 
Fund’s taxable income and losses will be determined each Due Period and the tax items for a particular Due Period 
will be apportioned among the certificateholders in proportion to the principal amount of Partnership Certificates 
owned by them as of the close of the last day of such Due Period.  As a result, a holder purchasing Partnership 
Certificates may be allocated tax items which will affect its tax liability and tax basis attributable to periods before 
the actual transaction. 
 
 The use of a Due Period convention may not be permitted by existing regulations.  If a Due Period 
convention is not allowed or may be used only for transfers of less than all of the partner’s interest, taxable income 
or losses of the Partnership Trust Fund might be reallocated among the certificateholders.  The depositor will be 
authorized to revise the Partnership Trust Fund’s method of allocation between transferors and transferees to 
conform to a method permitted by future regulations. 
 
 SECTION 731 DISTRIBUTIONS.  In the case of any distribution to a certificateholder, no gain will be 
recognized to that certificateholder to the extent that the amount of any money distributed with respect to the 
Partnership Certificate does not exceed the adjusted basis of the certificateholder’s interest in the Partnership 
Certificate.  To the extent that the amount of money distributed exceeds the certificateholder’s adjusted basis, gain 
will be currently recognized.  In the case of any distribution to a certificateholder, no loss will be recognized except 
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upon a distribution in liquidation of a certificateholder’s interest.  Any gain or loss recognized by a certificateholder 
will be capital gain or loss. 
 
 SECTION 754 ELECTION.  In the event that a certificateholder sells its Partnership Certificates at a profit, 
the purchasing certificateholder will have a higher basis in the Partnership Certificates than the selling 
certificateholder had.  An opposite result will follow if the Partnership Certificate is sold at a loss.  The tax basis of 
the Partnership Trust Fund’s assets would not be adjusted to reflect that higher or lower basis unless the Partnership 
Trust Fund were to file an election under Section 754 of the Code.  In order to avoid the administrative complexities 
that would be involved in keeping accurate accounting records, as well as potentially onerous information reporting 
requirements, the Partnership Trust Fund will not make such election.  As a result, a certificateholder might be 
allocated a greater or lesser amount of Partnership Trust Fund income than would be appropriate based on their own 
purchase price for Partnership Certificates. 
 
 ADMINISTRATIVE MATTERS.  The trustee is required to keep or have kept complete and accurate 
books of the Partnership Trust Fund.  Such books will be maintained for financial reporting and tax purposes on an 
accrual basis and the fiscal year of the Partnership Trust Fund will be the calendar year.  The trustee will file a 
partnership information return, IRS Form 1065, with the IRS for each taxable year of the Partnership Trust Fund and 
will report each certificateholder’s allocable share of items of Partnership Trust Fund income and expense to holders 
and the IRS on Schedule K-1.  The trustee will provide the Schedule K-1 information to nominees that fail to 
provide the Partnership Trust Fund with the information statement described below and the nominees will be 
required to forward this information to the beneficial owners of the Partnership Certificates.  Generally, holders 
must file tax returns that are consistent with the information return filed by the Partnership Trust Fund or be subject 
to penalties unless the holder notifies the IRS of all such inconsistencies. 
 
 Under Section 6031 of the Code, any person that holds Partnership Certificates as a nominee at any time 
during a calendar year is  required to furnish the Partnership Trust Fund with a statement containing information on 
the nominee, the beneficial owners and the Partnership Certificates so held.  Such information includes (1) the name, 
address and taxpayer identification number of the nominee and (2) as to each beneficial owner (x) the name, address 
and identification number of that person, (y) whether that person is a United States Person, a tax-exempt entity or a 
foreign government, an international organization, or any wholly-owned agency or instrumentality of either of the 
foregoing, and (z) information relating to Partnership Certificates that were held, bought or sold on behalf of that 
person throughout the year.  In addition, brokers and financial institutions that hold Partnership Certificates through 
a nominee are required to furnish directly to the trustee information as to themselves and their ownership of 
Partnership Certificates.  A clearing agency registered under Section 17A of the Securities Exchange Act of 1934 is 
not required to furnish any information statement to the Partnership Trust Fund.  The information referred to above 
for any calendar year must be furnished to the Partnership Trust Fund on or before the following January 31.  
Nominees, brokers and financial institutions that fail to provide the Partnership Trust Fund with the information 
described above may be subject to penalties. 
 
 The depositor will be designated as the tax matters partner in the pooling and servicing agreement and will 
be responsible for representing the certificateholders in any dispute with the IRS.  The Code provides for 
administrative examination of a partnership as if the partnership were a separate and distinct taxpayer.  Generally, 
the statute of limitations for partnership items does  not expire until three years after the date on which the 
partnership information return is filed.  Any adverse determination following an audit of the return of the 
Partnership Trust Fund by the appropriate taxing authorities could result in an adjustment of the returns of the 
certificateholders, and a certificateholder may be precluded from separately litigating a proposed adjustment to the 
items of the Partnership Trust Fund.  An adjustment could also result in an audit of a certificateholder’s returns and 
adjustments of items not related to the income and losses of the Partnership Trust Fund. 
 
 TAX CONSEQUENCES TO FOREIGN CERTIFICATEHOLDERS.  It is not clear whether the 
Partnership Trust Fund would be considered to be engaged in a trade or business in the United States for purposes of 
federal withholding taxes with respect to non-United States Persons, because there is no clear authority dealing with 
that issue under facts substantially similar to those in this case.  Although it is not expected that the Partnership Trust 
Fund would be engaged in a trade or business in the United States for these purposes, the Partnership Trust Fund 
will withhold as if it were so engaged in order to protect the Partnership Trust Fund from possible adverse 
consequences of a failure to withhold.  The Partnership Trust Fund expects to withhold on the portion of its taxable 
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income that is allocable to foreign certificateholders pursuant to Section 1446 of the Code as if this income were 
effectively connected to a U.S. trade or business.  Amounts withheld will be deemed distributed to the foreign 
certificateholders.  Subsequent adoption of Treasury regulations or the issuance of other administrative 
pronouncements may require the Partnership Trust Fund to change its withholding procedures.  In determining a 
holder’s withholding status, the Partnership Trust Fund may rely on IRS Form W-8BEN, IRS Form W-8ECI, IRS 
Form W-9 or the holder’s certification of nonforeign status signed under penalties of perjury. 
 
 Each foreign holder might be required to file a U.S. individual or corporate income tax return, including, in 
the case of a corporation, the branch profits tax, on its share of the Partnership Trust Fund’s income.  Each foreign 
holder must obtain a taxpayer identification number from the IRS and submit that number to the Partnership Trust 
Fund on Form W-8 BEN or Form W-8ECI in order to assure appropriate crediting of the taxes withheld.  A foreign 
holder generally would be entitled to file with the IRS a claim for refund with respect to taxes withheld by the 
Partnership Trust Fund, taking the position that no taxes were due because the Partnership Trust Fund was not 
engaged in a U.S. trade or business.  However, interest payments made or accrued to a certificateholder who is a 
foreign person generally will be considered guaranteed payments to the extent such payments are determined 
without regard to the income of the Partnership Trust Fund.  If these interest payments are properly characterized as 
guaranteed payments, then the interest will not be considered portfolio interest.  As a result, certificateholders who 
are foreign persons will be subject to United States federal income tax and withholding tax at a rate of 30 percent, 
unless reduced or eliminated pursuant to an applicable treaty.  In that event, a foreign holder would only be entitled 
to claim a refund for that portion of the taxes in excess of the taxes that should be withheld with respect to the 
guaranteed payments. 
 
 BACKUP WITHHOLDING.  Distributions made on the Partnership Certificates and proceeds from the 
sale of the Partnership Certificates will be subject to a backup withholding tax if the certificateholder fails to comply 
with certain identification procedures, unless the holder is an exempt recipient under applicable provisions of the 
Code. 
 
 It is suggested that prospective purchasers consult their tax advisors with respect to the tax consequences to 
them of the purchase, ownership and disposition of REMIC Certificates, Notes, Grantor Trust Certificates and 
Partnership Certificates, including the tax consequences under state, local, foreign and other tax laws and the 
possible effects of changes in federal or other tax laws. 
 
FASIT Securities 

 The FASIT Provisions were enacted by the Small Business Job Protection Act of 1996 and create a new 
elective statutory vehicle for the issuance of mortgage-backed and asset-backed securities.  With respect to each 
series of FASIT securities, the related prospectus supplement will provide a detailed discussion regarding the federal 
income tax consequences associated with the particular transaction. 
 

State and Other Tax Consequences 

 In addition to the federal income tax consequences described in “Material Federal Income Tax 
Consequences,” potential investors should consider the state and local tax consequences of the acquisition, 
ownership, and disposition of the securities offered hereunder.  State tax law may differ substantially from the 
corresponding federal tax law, and the discussion described under “Material Federal Income Tax Consequences” 
does not purport to describe any aspect of the tax laws of any state or other jurisdiction.  Therefore, prospective 
investors should consult their own tax advisors with respect to the various tax consequences of investments in the 
securities offered hereunder. 
 

ERISA Considerations 

 Sections 404 and 406 of ERISA impose fiduciary and prohibited transaction restrictions on ERISA Plans 
and on certain other retirement plans and arrangements, including individual retirement accounts and annuities, 
Keogh plans, bank collective investment funds and insurance depositor general and separate accounts in which such 
ERISA Plans are invested.  Section 4975 of the Code imposes essentially the same prohibited transaction restrictions 
on Tax-Favored Plans. 
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 Certain employee benefit plans, such as governmental plans (as defined in Section 3(32) of ERISA) and, if 
no election has been made under Section 410(d) of the Code, church plans (as defined in Section 3(33) of ERISA), 
are not subject to ERISA or Section 4975 of the Code.  Accordingly, assets of such plans may be invested in 
securities without regard to the ERISA considerations described below, subject to the provisions of applicable 
federal and state law.  However, any such plan that is a tax-qualified plan and exempt from taxation under Sections 
401(a) and 501(a) of the Code is subject to the prohibited transaction restrictions imposed under Section 503 of the 
Code. 
 
 In addition to imposing general fiduciary standards, including those of investment prudence and 
diversification and the requirement that a Plan’s investment be made in accordance with the documents governing 
the Plan, Section 406 of ERISA and Section 4975 of the Code prohibit a broad range of transactions involving “plan 
assets” of Plans and Parties in Interest, unless a statutory, regulatory or administrative exemption is available.  
Certain Parties in Interest that participate in a prohibited transaction may be subject to penalties and/or excise taxes 
imposed under ERISA and/or Section 4975 of the Code, unless a statutory, regulatory or administrative exemption is 
available with respect to any such transaction. 
 
Plan Asset Regulation 

 An investment of Plan Assets in securities may cause the underlying mortgage loans, cooperative loans, 
agency securities, private securities, and/or other assets held in a trust to be deemed “plan assets” of such Plan.  The 
DOL has issued the DOL Regulation for purposes of applying the general fiduciary standards of ERISA and the 
prohibited transaction provisions of ERISA and Section 4975 of the Code when a Plan acquires an equity interest 
(such as a security) in such entity.  Because of the factual nature of certain rules in the DOL Regulation, it cannot be 
predicted whether the assets of a Plan will be deemed to include either (i) an interest in the assets of a entity in 
which the Plan holds an equity interest (such as a trust), or (ii) merely the Plan’s interest in the instrument 
evidencing such interest.  Therefore, neither Plans nor certain entities in which assets of Plans are invested should 
acquire or hold securities in reliance upon the availability of any exception under the DOL Regulation. 
 
 Under the DOL Regulation, the prohibited transaction provisions of Section 406 of ERISA and Section 
4975 of the Code may apply to a trust and cause the depositor, the master servicer, any other servicer, any trustee, 
the obligor under any credit enhancement mechanism and certain of their affiliates to be considered or become 
Parties in Interest with respect to a Plan investing in the securities, whether directly or through an entity holding 
Plan Assets.  In such circumstances, the acquisition or holding of securities by or with Plan Assets of the investing 
Plan could also give rise to a prohibited transaction under ERISA and/or Section 4975 of the Code, unless a 
statutory, regulatory or administrative exemption is available.  Under the DOL Regulation, the assets of a Plan 
which holds a security would include such security and may also be deemed to include the mortgage loans and/or 
other assets held in the related trust.  Special caution should be exercised before Plan Assets are used to acquire a 
security in such circumstances, especially if, with respect to such Plan Assets, the depositor, the master servicer, any 
other servicer, any trustee, the obligor under any credit enhancement mechanism or any of their affiliates has either 
(i) investment discretion with respect to such Plan Assets, or (ii) authority or responsibility to give (or regularly 
gives) investment advice with respect to such Plan Assets for a fee pursuant to an agreement or understanding that 
such advice will serve as a primary basis for investment decisions with respect to such Plan Assets. 
 
 Any person who has discretionary authority or control as to the management or disposition of Plan Assets, 
or who provides investment advice with respect to Plan Assets for a fee (in the manner described above), is a 
fiduciary with respect to such Plan Assets.  If the mortgage loans and/or other assets held in a trust were to constitute 
Plan Assets, any party exercising management or discretionary control with respect to such assets may be deemed to 
be a “fiduciary” with respect to any investing Plan and subject to the fiduciary requirements of ERISA and the 
prohibited transaction provisions of ERISA and Section 4975 of the Code.  In addition, if the mortgage loans and/or 
other assets held in a trust constitute Plan Assets, the acquisition or holding of securities by, on behalf of or with 
Plan Assets of a Plan, and the operation of such trust, may be deemed to constitute or result in a prohibited 
transaction under ERISA and Section 4975 of the Code. 
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Underwriter’s and WCC Exemption 

 The Underwriter’s Exemption generally exempts from the application of the prohibited transaction 
provisions of ERISA and Section 4975 of the Code certain transactions, among others, relating to (i) the servicing 
and operation of pools of certain secured obligations (such as mortgage loans) that are held in an entity, including a 
trust, and (ii) the purchase, sale and holding of securities, including pass-through securities, issued by such entity as 
to which an underwriter (or its affiliate) which has received an Underwriter’s Exemption is the sole underwriter or 
manager or co-manager of the underwriting syndicate or a placement agent, provided that certain conditions set forth 
in the Underwriter’s Exemption are satisfied.  For this purpose, the term “Underwriter” as used in reference to the 
Underwriter’s Exemption includes both such an underwriter, placement agent or affiliate and any member of the 
underwriting syndicate or selling group with respect to the Class of Certificates as to which such underwriter, 
placement agent or affiliate is the manager, a co-manager or a placement agent. 
 

If so specified in the accompanying Prospectus Supplement, broad exemptive relief may be available under 
the Underwriter’s Exemption or under the DOL authorization described immediately below.  Effective August 24, 
2003, the DOL authorized (DOL Auth. No. 2003-14E) WaMu Capital Corp. (“WCC”) and its affiliates to rely upon 
the exemptive relief from certain of the prohibited transaction provisions of ERISA and Section 4975 of the Code 
available under DOL Prohibited Transaction Class Exemption 96-62 (the “WCC Exemption”) relating to (i) the 
servicing and operation of pools of certain secured obligations (such as Mortgage Loans) that are held in an entity, 
including a trust, and (ii) the purchase, sale and holding of securities, including pass-through certificates, issued by 
such entity as to which WCC (or its affiliate) is the sole underwriter or manager or co-manager of the underwriting 
syndicate or a placement agent, provided that certain conditions set forth in the WCC Exemption are satisfied.  For 
this purpose, the term “Underwriter” as used in reference to the WCC Exemption includes both WCC or an affiliate 
and any member of the underwriting syndicate or selling group with respect to the Class of Certificates as to which 
WCC or the affiliate is the manager, a co-manager or a placement agent. 

 
 Each Underwriter’s Exemption and the WCC Exemption set forth the following eight general conditions, 
which must be satisfied in order for a transaction involving the purchase, sale and holding of securities to be eligible 
for exemptive relief under either the Underwriter’s Exemption or the WCC Exemption: 
 
 First, the acquisition of securities by a Plan or with Plan Assets must be on terms that are at least as 
favorable to the Plan as they would be in an arm’s-length transaction with an unrelated party. 
 
 Second, the Underwriter’s Exemption and the WCC Exemption only apply to securities evidencing rights 
and interests that are not subordinated to the rights and interests evidenced by other securities issued by the same 
trust or other entity, unless none of the mortgage loans or other assets has a loan-to-value ratio or converted loan-to-
value ratio that exceeds 100% at the date of issuance of the securities. 
 
 Third , the securities, at the time of acquisition by a Plan or with Plan Assets, must be rated in one of the 
four highest generic rating categories by the Exemption Rating Agencies.  The securities must be rated in one of the 
two highest generic categories by at least one of the Exemption Rating Agencies if the loan-to-value ratio or 
converted loan-to-value ratio of any one- to four-family residential mortgage loan held in the trust exceeds 100% but 
does not exceed 125% at the date of issuance of the securities.  However, in that case neither the Underwriter’s 
Exemption nor the WCC Exemption will apply (i) to any of the securities if (x) any mortgage loan or other asset 
held in the trust (other than a one- to four-family residential mortgage loan) has a loan-to-value ratio or converted 
loan-to-value ratio that exceeds 100% at the date of issuance of the securities or (y) any one- to four-family 
residential mortgage loan has a loan-to-value ratio or converted loan-to-value ratio that exceeds 125% at the date of 
issuance of the securities or (ii) to any Subordinated securities. 
 
 Fourth, the trustee must not be an affiliate of any other member (other than the underwriter) of the 
“Restricted Group,” which consists of the depositor, each underwriter, each insurer, the master servicer, any other 
servicer, the trustee, the swap counterparty under any swap arrangement, any mortgagor with respect to assets of a 
trust constituting more than 5% of the aggregate unamortized principal balance of the assets held in the trust as of 
the date of initial issuance of the securities and their respective affiliates. 
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 Fifth, the sum of all payments made to and retained by the underwriters must represent not more than 
reasonable compensation for underwriting the securities; the sum of all payments made to and retained by the 
depositor pursuant to the assignment of the assets to the trust must represent not more than the fair market value of 
such obligations; and the sum of all payments made to and retained by the master servicer or any other servicer must 
represent not more than reasonable compensation for such person’s services under the related pooling agreement and 
reimbursement of such person’s reasonable expenses in connection therewith. 
 
 Sixth, the Plan or other person investing Plan Assets in the securities must be an accredited investor (as 
defined in Rule 501(a)(1) of Regulation D under the securities Act of 1933, as amended). 
 
 Seventh , (i) the trust must consist solely of assets of the type that have been included in other investment 
pools; (ii) securities evidencing interests in such other investment pools must have been rated in one of the four 
highest categories of one of the Exemption Rating Agencies for at least one year prior to the acquisition of securities 
by or with Plan Assets of a Plan in reliance on the Underwriter’s Exemption or the WCC Exemption; and (iii) 
securities in such other investment pools must have been purchased by investors (other than Plans) for at least one 
year prior to any acquisition of securities by or with Plan Assets of a Plan in reliance on the Underwriter’s 
Exemption or the WCC Exemption. 
 
 Eighth, unless the trust qualifying as a REMIC for federal income tax purposes constitutes a grantor trust, 
the legal documents establishing the trust must contain restrictions on the trust’s ability to borrow money or issue 
debt other than in connection with the securitization, on the trust’s merging, reorganizing, liquidating or selling 
assets other than in connection with the securitization, and limiting the trust’s activities to activities relating to the 
securitization.  In addition, the related pooling agreement must prohibit all parties thereto from filing an involuntary 
bankruptcy or insolvency proceeding against the trust, and a true sale opinion must be issued in connection with the 
transfer of assets to the trust. 
 
 The exemptive relief afforded by the Underwriter’s Exemption and the WCC Exemption does not apply to 
any securities where the related trust or other entity contains revolving credit loans or unsecured loans.  In addition, 
except as otherwise specified in the accompanying prospectus supplement, the exemptive relief afforded by the 
Underwriter’s Exemption and the WCC Exemption may not apply to any securities where the related trust or other 
entity contains certain purchase obligations, swaps, interest rate cap contracts or a pre-funding arrangement. 
 
 The Underwriter’s Exemption provides that a trust may hold as an asset an “eligible yield supplement 
agreement,” which includes yield supplement agreements or similar arrangements, or if purchased by or on behalf of 
the trust, interest rate cap contracts to supplement the interest rates otherwise payable on obligations held by the 
trust.  Any agreement or arrangement that is in the form of a notional principal contract must meet the following 
conditions: 
 

(a) it is  denominated in U.S. dollars; 
 
(b) the trust receives on, or immediately prior to, the respective payment date for the class of 

securities to the agreement or arrangement relates, a fixed rate of interest or a floating rate of 
interest based on a publicly available index (e.g., LIBOR or the U.S. Federal Reserve’s Cost of 
Funds Index), with the trust receiving such payments on at least a quarterly basis; 

 
(c) it is not leveraged (i.e., payments are based on the applicable notional amount, the day count 

fractions, the fixed or floating rates permitted above, the difference between the products thereof, 
calculated on a one-to-one ratio and not on a multiplier of such difference);  

 
(d) it does not allow any of the three preceding requirements to be unilaterally altered without the 

consent of the trustee; 
 
(e) it is entered into between the trust and an “eligible counterparty” (i.e., a bank or other financial 

institution which has a rating, at the date of issuance of securities, which is one of the three highest 
long-term credit rating categories, or one of the two highest short-term credit rating categories, 
utilized by at least one of the Exemption Rating Agencies rating the securities; provided, that if a 
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counterparty is relying on its short-term rating to establish the eligibility under the Underwriter’s 
Exemption, such counterparty must either have a long-term rating in one of the three highest 
long-term rating categories or not have a long-term rating from the applicable Exemption Rating 
Agency; and 

 
(f) it has a notional amount that does not exceed either the principal balance of the class of securities 

to which it relates or the portion of the principal balance of such class represented by certain 
eligible obligations held by the trust. 

 
Any fiduciary or other person who proposes to use Plan Assets to acquire securities in reliance upon the 

Underwriter’s Exemption or the WCC Exemption must make its own determination as to whether the general 
conditions set forth above will be satisfied with respect to its acquisition and holding of such securities. 
 
 If the general conditions of the Underwriter’s Exemption or the WCC Exemption are satisfied, the 
Underwriter’s Exemption or the WCC Exemption, as applicable, may provide exemptive relief from: 
 

(a) The restrictions imposed by Sections 406(a) and 407(a) of ERISA and Sections 4975(c)(1)(A) 
through (D) of the Code in connection with the direct or indirect sale, exchange, transfer or 
holding, or the direct or indirect acquisition or disposition in the secondary market, of securities by 
or with Plan Assets of a Plan, provided that no exemptive relief is provided from the restrictions of 
Sections 406(a)(1)(E), 406(a)(2) and 407 of ERISA for the acquisition or holding of a security or 
other security by or with Plan Assets of a Plan sponsored by any member of the Restricted Group 
(an “Excluded Plan”), or by any person who has discretionary authority or renders investment 
advice for a fee (as described above) with respect to Plan Assets of such Excluded Plan; 

 
(b) When certain additional conditions are met, the restrictions imposed by Sections 406(b)(1) and 

(b)(2) of ERISA and Section 4975(c)(1)(E) of the Code in connection with (i) the direct or indirect 
sale, exchange or transfer of securities in the initial issuance of securities between the depositor or 
an underwriter and a Plan when the person who has discretionary authority or renders investment 
advice for a fee (as described above) with respect to the investment of the relevant Plan Assets in 
the securities is a mortgagor with respect to 5% or less of the fair market value of the assets of a 
trust (or its affiliate), (ii) the direct or indirect acquisition or disposition in the secondary market of 
securities by or with Plan Assets of a Plan, and (iii) the holding of securities by or with Plan 
Assets of a Plan; and 

 
(c) The restrictions imposed by Sections 406 and 407(a) of ERISA and Section 4975(c) of the Code 

for certain transactions in connection with the servicing, management and operation of the 
Mortgage Pools, subject to certain specific conditions which the depositor expects will be satisfied 
if the general conditions of the Underwriter’s Exemption or the WCC Exemption are satisfied. 

 
 The Underwriter’s Exemption and the WCC Exemption also may provide exemptive relief from the 
restrictions imposed by Sections 406(a) and 407(a) of ERISA and Sections 4975(c)(1)(A) through (D) of the Code if 
such restrictions would otherwise be deemed to apply merely because a person is deemed to be a Party in Interest 
with respect to a Plan investing in the securities (whether directly or through an entity holding Plan Assets) by virtue 
of providing services to the Plan (or such Plan Assets), or by virtue of having certain specified relationships to such 
a person, solely as a result of the Plan’s ownership of securities. 
 
 Before purchasing a security in reliance upon the Underwriter’s Exemption or the WCC Exemption, a 
fiduciary or other investor of Plan Assets should itself confirm that (i) the securities constitute “securities” for 
purposes of the Underwriter’s Exemption or the WCC Exemption, as applicable, and (ii) the specific and general 
conditions and other requirements set forth in the Underwriter’s Exemption or the WCC Exemption would be 
satisfied.  In addition to making its own determination as to the availability of the exemptive relief provided in the 
Underwriter’s Exemption or the WCC Exemption, as applicable, the fiduciary or other Plan Asset investor should 
consider its general fiduciary obligations under ERISA in determining whether to purchase any securities with Plan 
Assets. 
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Other Exemptions 

 Any fiduciary or other person who proposes to use Plan Assets to acquire securities should consult with its 
legal counsel with respect to the potential applicability of ERISA and the Code to such investment and the 
availability of exemptive relief under the Underwriter’s Exemption, the WCC Exemption or any other prohibited 
transaction exemption in connection therewith.  In particular, in connection with an acquisition of securities 
representing a beneficial ownership interest in a pool of single-family residential first or second mortgage loans or 
agency securities, such fiduciary or other Plan Asset investor should also consider the availability of exemptive 
relief under PTCE 83-1 for certain transactions involving mortgage pool investment trusts.  However, PTCE 83-1 
does not provide exemptive relief with respect to securities evidencing an interest in a trust with assets that include 
cooperative loans, private securities, mortgage loans secured by third or more junior liens, contracts, multifamily or 
mixed-use mortgage loans, or certain other assets, or which contain a swap or a pre-funding arrangement.  In 
addition, such fiduciary or other Plan Asset investor should consider the availability of other class exemptions 
granted by the DOL, which provide relief from certain of the prohibited transaction provisions of ERISA and 
Section 4975 of the Code, including Sections I and III of PTCE 95-60, regarding transactions by insurance depositor 
general accounts.  The applicable prospectus supplement may contain additional information regarding the 
application of the Underwriter’s Exemption, the WCC Exemption, PTCE 83-1, PTCE 95-60 or other DOL class 
exemptions with respect to the securities offered thereby.  There can be no assurance that any of these exemptions 
will apply with respect to any particular Plan’s or other Plan Asset investor’s investment in the securities or, even if 
an exemption were applicable, that such exemption would apply to all prohibited transactions that may occur in 
connection with such an investment. 
 
Insurance Depositor General Accounts 

 Insurance companies contemplating the investment of general account assets in the securities should 
consult with their legal advisors with respect to the applicability of Section 401(c) of ERISA.  The DOL issued final 
regulations under Section 401(c) which were published in the Federal Register on January 5, 2000, and became 
generally applicable on July 5, 2001. 
 
Representations from Investing Plans 

 If the criteria specified in the Underwriter’s Exemption or the WCC Exemption, as applicable, as described 
above are not satisfied by one or more classes of securities, or by a trust or the mortgage loans and other assets held 
by the trust, except as otherwise specified in the accompanying prospectus supplement, transfers of those securities 
to a Plan, to a trustee or other person acting on behalf of any Plan, or to any other person using Plan Assets to effect 
the acquisition, will not be registered by the trustee unless the transferee provides the depositor and the trustee with 
an opinion of counsel satisfactory to the depositor and the trustee, which opinion will not be at the expense of the 
depositor, the trustee or the master servicer, that the acquisition of such securities by or on behalf of such Plan or 
with Plan Assets is permissible under applicable law, will not constitute or result in any non-exempt prohibited 
transaction under ERISA or Section 4975 of the Code, and will not subject the depositor, the trustee or the master 
servicer to any obligation in addition to those undertaken in the pooling agreement.  Except as otherwise specified in 
the accompanying prospectus supplement, each beneficial owner of a subordinated security offered by this 
Prospectus and the accompanying prospectus supplement (or any interest therein) shall be deemed to have 
represented, by virtue of its acquisition or holding of such security (or interest therein), that either (i) it is not a Plan, 
a trustee or other person acting on behalf of any Plan, or any other person using Plan Assets to effect such 
acquisition or holding, (ii) it has acquired and is holding such subordinated security in reliance on the Underwriter’s 
Exemption or the WCC Exemption, as applicable, and the subordinated security was rated, at the time of acquisition, 
in one of the four highest generic rating categories by at least one of the Exemption Rating Agencies or (iii)(1) such 
acquirer or holder is an insurance depositor, (2) the source of funds used to acquire or hold such security (or interest 
therein) is an “insurance depositor general account” (as defined in PTCE 95-60), and (3) the conditions set forth in 
Sections I and III of PTCE 95-60 have been satisfied. 
 
 If any subordinated security (or any interest therein) is acquired or held in violation of the conditions 
described in the preceding paragraph, the next preceding permitted beneficial owner will be treated as the beneficial 
owner of the subordinated security, retroactive to the date of transfer to the purported beneficial owner.  Any 
purported beneficial owner whose acquisition or holding of any subordinated security (or interest therein) was 
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effected in violation of the conditions described in the preceding paragraph shall indemnify and hold harmless the 
depositor, the trustee, the master servicer, any subservicer, the underwriter and the trust from and against any and all 
liabilities, claims, costs or expenses incurred by such parties as a result of such acquisition or holding. 
 
Tax-Exempt Plan Investors 

 A Plan which is exempt from federal income taxation pursuant to Section 501 of the Code generally will be 
subject to federal income taxation to the extent that its income constitutes unrelated business taxable income (or 
“UBTI”) within the meaning of Section 512 of the Code.  Excess inclusions of a REMIC allocated to a REMIC 
Residual Certificate held by such a Plan will be considered UBTI and thus will be subject to federal income tax.  See 
“Material Federal Income Tax Consequences—Taxation of Owners of REMIC Residual Certificates—Excess 
Inclusions.”  In addition, the exemptive relief afforded by the Underwriter’s Exemption does not apply to the 
purchase, sale or holding of any class of REMIC Residual securities. 
 
Consultation with Counsel 

 There can be no assurance that the Underwriter’s Exemption, the WCC Exemption or any other exemption 
granted by the DOL will apply with respect to any particular Plan that acquires securities (whether directly or 
through an entity holding Plan Assets) or, even if all of the conditions specified in the Underwriter’s Exemption or 
the WCC Exemption, as applicable, were satisfied, that exemptive relief would be available for all transactions 
involving a trust.  Prospective Plan Asset investors should consult  with their legal counsel concerning the impact of 
ERISA and the Code and the potential consequences in their specific circumstances prior to making an investment in 
securities. 
 
 Any fiduciary or other person who proposes to acquire or hold securities on behalf of a Plan or with Plan 
Assets should consult with its legal counsel with respect to the potential applicability of the fiduciary responsibility 
provisions of ERISA and the prohibited transaction provisions of ERISA and Section 4975 of the Code to the 
proposed investment and the availability of exemptive relief under the Underwriter’s Exemption, the WCC 
Exemption, PTCE 83-1, Sections I and III of PTCE 95-60, and/or any other class exemption granted by the DOL.  In 
addition to making its own determination as to the availability of the exemptive relief provided in the Underwriter’s 
Exemption, the WCC Exemption or any other DOL exemption, any fiduciary of an ERISA-subject Plan should 
consider its general fiduciary obligations under ERISA in determining whether to purchase securities on behalf of 
such Plan. 
 
 Any fiduciary or other person who proposes to use Plan Assets to acquire securities should consult with its 
own legal counsel with respect to the potential consequences under ERISA and the Code of the acquisition and 
ownership of securities. 
 

Legal Investment 

 The prospectus supplement for each series of securities will specify which classes of securities of the series, 
if any, will constitute mortgage related securities for purposes of SMMEA.  Any class of securities that is not rated 
in one of the two highest rating categories by one or more nationally recognized statistical rating agencies or that 
represents an interest in a trust fund that includes junior mortgage loans will not constitute mortgage related 
securities for purposes of SMMEA.   Mortgage related securities are legal investments to the same extent that, under 
applicable law, obligations issued by or guaranteed as to principal and interest by the United States or any agency or 
instrumentality thereof constitute legal investments for persons, trusts, corporations, partnerships, associations, 
business trusts and business entities, including depository institutions, insurance companies and pension funds 
created pursuant to or existing under the laws of the United States or of any state, the authorized investments of 
which are subject to state regulation.  Under SMMEA, if a state enacted legislation prior to October 3, 1991 
specifically limiting the legal investment authority of any entities with respect to mortgage related securities, the 
securities would constitute legal investments for entities subject to that legislation only to the extent provided in that 
legislation.  SMMEA provides, however, that in no event will the enactment of any legislation of this kind affect the 
validity of any contractual commitment to purchase, hold or invest in mortgage related securities, or require the sale 
or other disposition of such securities, so long as that contractual commitment was made or the securities were 
acquired prior to the enactment of that legislation. 
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SMMEA also amended the legal investment authority of federally-chartered depository institutions as 

follows: federal savings and loan associations and federal savings banks may invest in, sell or otherwise deal with 
“mortgage related securities” without limitation as to the percentage of their assets represented thereby, federal 
credit unions may invest in these securities, and national banks may purchase these securities for their own account 
without regard to the limitations generally applicable to investment securities described in 12 U.S.C. §24 (Seventh), 
subject in each case to any regulations that the applicable federal regulatory authority may prescribe. 
 

On April 23, 1998, the Federal Financial Institutions Examination Council issued a revised supervisory 
policy statement applicable to all depository institutions, setting forth guidelines for investments in high-risk 
mortgage securities.  The 1998 Policy Statement was adopted by the Federal Reserve Board, the Office of the 
Comptroller of the Currency, the FDIC, the National Credit Union Administration, or NCUA and the OTS with an 
effective date of May 26, 1998.  The 1998 Policy Statement rescinded a 1992 policy statement that had required, 
prior to purchase, a depository institution to determine whether a mortgage derivative product that it was considering 
acquiring was high-risk, and, if so, required that the proposed acquisition would reduce the institution’s overall 
interest rate risk.  The 1998 Policy Statement eliminates constraints on investing in certain “high-risk” mortgage 
derivative products and substitutes broader guidelines for evaluating and monitoring investment risk. 
 

The OTS has issued Thrift Bulletin 73a, entitled “Investing in Complex Securities,” or TB 73a, which is 
effective as of December 18, 2001 and applies to savings associations regulated by the OTS, and Thrift Bulletin 13a, 
entitled “Management of Interest Rate Risk, Investment Securities, and Derivatives Activities,” or TB 13a, which is 
effective as of December 1, 1998, and applies to thrift institutions regulated by the OTS. 
 

One of the primary purposes of TB 73a is to require savings associations, prior to taking any investment 
position, to determine that the investment position meets applicable regulatory and policy requirements (including 
those set forth in TB 13a (see below)) and internal guidelines, is suitable for the institution, and is safe and sound.  
The OTS recommends, with respect to purchases of specific securities, additional analysis, including, among others, 
analysis of repayment terms, legal structure, expected performance of the issuer and any underlying assets as well as 
analysis of the effects of payment priority, with respect to a security which is divided into separate tranches with 
unequal payments, and collateral investment parameters, with respect to a security that is prefunded or involves a 
revolving period. TB 73a reiterates the OTS’s due diligence requirements for investing in all securities and warns 
that if a savings association makes an investment that does not meet the applicable regulatory requirements, the 
savings association’s investment practices will be subject to criticism, and the OTS may require divestiture of such 
securities.  The OTS also recommends, with respect to an investment in any “complex securities,” that savings 
associations should take into account quality and suitability, marketability, interest rate risk, and classification 
factors.  For the purposes of each of TB 73a and TB 13a, “complex security” includes among other things any 
collateralized mortgage obligation or real estate mortgage investment conduit security, other than any “plain vanilla” 
mortgage pass through security (that is, securities that are part of a single class of securities in the related pool that 
are non callable and do not have any special features).  Accordingly, all classes of the offered certificates would 
likely be viewed as “complex securities.”  With respect to quality and suitability factors, TB 73a warns: 
 

• that a savings association’s sole reliance on outside ratings for material purchases of complex 
securities is an unsafe and unsound practice, 

 
• that a savings association should only use ratings and analyses from nationally recognized rating 

agencies in conjunction with, and in validation of, its own underwriting processes, and  
 
• that it should not use ratings as a substitute for its own thorough underwriting analyses.  

 
With respect to the interest rate risk factor, TB 73a recommends that savings associations should follow the 

guidance set forth in TB 13a.   
 

One of the primary purposes of TB 13a is to require thrift institutions, prior to taking any investment 
position, to:  
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• conduct a pre purchase portfolio sensitivity analysis for any “significant transaction” involving 
securities or financial derivatives, and  

 
• conduct a pre purchase price sensitivity analysis of any “complex security” or financial derivative. 

 
The OTS recommends that while a thrift institution should conduct its own in-house pre-acquisition 

analysis, it may rely on an analysis conducted by an independent third-party as long as management understands the 
analysis and its key assumptions.  Further, TB 13a recommends that the use of “complex securities with high price 
sensitivity” be limited to transactions and strategies that lower a thrift institution’s portfolio interest rate risk.  TB 
13a warns that investment in complex securities by thrift institutions that do not have adequate risk measurement, 
monitoring and control systems may be viewed by the OTS examiners as an unsafe and unsound practice.  
Prospective investors in the certificates, including in particular the classes of certificates that do not constitute 
“mortgage related securities” for purposes of SMMEA, should consider the matters discussed in the following 
paragraph. 
 
 There may be other restrictions on the ability of certain investors, including depository institutions, either to 
purchase securities or to purchase securities representing more than a specified percentage of the investor’s assets.  
Investors should consult their own legal advisors in determining whether and to what extent the securities constitute 
legal investments for those investors or are subject to investment, capital or other restrictions, and, if applicable, 
whether SMMEA has been overridden in any jurisdiction relevant to that investor. 
 

Methods of Distribution 

 The securities offered hereby and by the related prospectus supplements will be offered in series through 
one or more of the methods described in the paragraph below.  The prospectus supplement prepared for each series 
will describe the method of offering being utilized for that series and will state the net proceeds to the depositor 
from the sale. 
 
 The depositor intends that securities will be offered through the following methods from time to time and 
that offerings may be made concurrently through more than one of these methods or that an offering of the securities 
of a particular series may be made through a combination of two or more of these methods.  These methods are as 
follows: 
 

1. By negotiated firm commitment or best efforts underwriting and public re-offering by 
underwriters; 

 
2. By placements by the depositor with institutional investors through dealers; and 
 
3. By direct placements by the depositor with institutional investors. 

 
 If underwriters are used in a sale of any securities, other than in connection with an underwriting on a best 
efforts basis, the securities will be acquired by the underwriters for their own account and may be resold from time 
to time in one or more transactions, including negotiated transactions, at fixed public offering prices or at varying 
prices to be determined at the time of sale or at the time of commitment therefor.  The underwriters may be broker-
dealers affiliated with the depositor whose identities and relationships to the depositor will be as set forth in the 
related prospectus supplement.  The managing underwriter or underwriters with respect to the offer and sale of the 
securities of a particular series will be set forth on the cover of the prospectus supplement relating to the series and 
the members of the underwriting syndicate, if any, will be named in the prospectus supplement. 
 
 In connection with the sale of the securities offered, underwriters may receive compensation from the 
depositor or from purchasers of such securities in the form of discounts, concessions or commissions.  Underwriters 
and dealers participating in the distribution of the securities may be deemed to be underwriters in connection with 
the securities, and any discounts or commissions received by them from the depositor and any profit on the resale of 
offered securities by them may be deemed to be underwriting discounts and commissions under the Securities Act of 
1933, as amended. 
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 It is anticipated that the underwriting agreement pertaining to the sale of offered securities of any series will 
provide that the obligations of the underwriters will be subject to conditions precedent, that the underwriters will be 
obligated to purchase all the securities if any are purchased, other than in connection with an underwriting on a best 
efforts basis, and that, in limited circumstances, the depositor will indemnify the several underwriters and the 
underwriters will indemnify the depositor against certain civil liabilities, including liabilities under the Securities 
Act of 1933 or will contribute to payments required to be made in respect thereof. 
 
 The prospectus supplement with respect to any series offered by placements through dealers will contain 
information regarding the nature of the offering and any agreements to be entered into between the depositor and 
purchasers of offered securities of the series. 
 
 The depositor anticipates that the securities offered hereby will be sold primarily to institutional investors 
or sophisticated non-institutional investors.  Purchasers of offered securities, including dealers, may, depending on 
the facts and circumstances of such purchases, be deemed to be underwriters within the meaning of the Securities 
Act of 1933 in connection with reoffers and sales by them of the offered securities.  Holders of offered securities 
should consult with their legal advisors in this regard prior to any reoffer or sale. 
 
 WaMu Capital Corp., an affiliate of the depositor, or another affiliate of the depositor may from time to 
time act as agent or underwriter in connection with the sale of the offered securities.  This prospectus and the related 
prospectus supplement may be used by WaMu Capital Corp. or another affiliate of the depositor in connection with 
the offer and sale of any series of offered securities in market-making transactions.  In these transactions, WaMu 
Capital Corp. or another affiliate of the depositor may act as principal or agent and the sales will be made at prices 
related to prevailing market prices at the time of sale or otherwise. 
 

Legal Matters  

 Certain legal matters in connection with the securities will be passed upon for the depositor by Orrick, 
Herrington & Sutcliffe LLP , San Francisco, California or Heller Ehrman White & McAuliffe LLP, Seattle, 
Washington, as specified in the related prospectus supplement. 
 

Financial Information 

 The depositor has determined that its financial statements are not material to the offering made hereby.  
Any prospective purchaser that desires to review financial information concerning the depositor will be provided by 
the depositor on request with a copy of the most recent financial statements of the depositor. 
 

Rating 

 It is a condition to the issuance of any class of securities that they shall have been rated not lower than 
investment grade, that is, in one of the four highest rating categories, by at least one nationally recognized statistical 
rating organization. 
 
 Any ratings on the securities address the likelihood of receipt by the holders thereof of all collections on the 
underlying mortgage assets to which such holders are entitled.  These ratings address the structural, legal and issuer-
related aspects associated with the securities, the nature of the underlying mortgage assets and the credit quality of 
the guarantor, if any.  The ratings do not represent any assessment of the likelihood of principal prepayments by 
borrowers or of the degree by which prepayments might differ from those originally anticipated.  As a result, 
securityholders might suffer a lower than anticipated yield, and, in addition, holders of Strip Securities in extreme 
cases might fail to recoup their initial investments. 
 

Available Information 

 The depositor is subject to the informational requirements of the Securities Exchange Act of 1934 and in 
accordance therewith files reports and other information with the Securities and Exchange Commission.  Reports 
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and other information filed by the depositor can be read and copied at the Commission’s Public Reference Room, 
450 Fifth Street, N.W., Washington, D.C. 20549.  Information on the operation of the Public Reference Room may 
be obtained by calling the Commission at 1-800-SEC-0330.  The Commission maintains an Internet site 
(http:\\www.sec.gov) that contains copies of reports, proxy and information statements, and other information 
regarding issuers that file electronically with the Commission.  Copies of certain information filed by the depositor 
with the Commission can be obtained electronically through the Commission’s Internet site.  The depositor does not 
intend to send any financial reports to securityholders. 
 
 This prospectus does not contain all of the information set forth in the registration statement, of which this 
prospectus forms a part, and exhibits thereto which the depositor has filed with the Commission under the securities 
Act of 1933 and to which reference is hereby made. 
 

Incorporation of Certain Information by Reference 

 There are incorporated into this prospectus by reference all documents and reports filed or caused to be 
filed by the depositor with respect to a trust fund under Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange 
Act of 1934, prior to the termination of the offering of securities offered hereby evidencing interest in a trust fund.  
The depositor will provide or cause to be provided without charge to each person to whom this prospectus is 
delivered in connection with the offering of one or more classes of securities offered hereby, a copy of any or all 
documents or reports incorporated herein by reference, in each case to the extent those documents or reports relate to 
one or more of the classes of those offered securities, other than the exhibits to those documents (unless the exhibits 
are specifically incorporated by reference in the documents).  Requests to the depositor should be directed in writing 
to its principal executive office at 1100 Town & Country Road, Orange, California 92868, Attention:  Secretary, or 
by telephone at (714) 541-5378.  The depositor has determined that its financial statements are not material to the 
offering of any securities offered hereby. 
 

Glossary 

 ACCRUAL SECURITIES:  A class of securities as to which accrued interest or a portion thereof will not 
be distributed but rather will be added to the principal balance of the security on each distribution date in the manner 
described in the related prospectus supplement. 
 
 APPLICABLE FEDERAL RATE:  A rate based on the average of current yields on Treasury securities, 
which rate is computed and published monthly by the IRS. 
 
 ARM LOAN:  A mortgage loan with an interest rate that adjusts periodically, with a corresponding 
adjustment in the amount of the monthly payment, to equal the sum of a fixed percentage amount and an index. 
 
 CALL CLASS:  The holder of a non-offered class of securities that has the right, at its discretion, to 
terminate the related trust fund on and effect early retirement of the securities of such series in the manner described 
under “Description of the Securities—Termination of the Trust Fund and Disposition of Trust Fund Assets” in this 
prospectus. 
 
 CERCLA:  The Comprehensive Environmental Response, Compensation and Liability Act, as amended. 
 
 CLEAN-UP CALL:  The right of the party entitled to effect a termination of a trust fund upon the 
aggregate principal balance of the outstanding trust fund assets for the series at that time being less than the 
percentage, as specified in the related prospectus supplement, of the aggregate principal balance of the trust fund 
assets at the cut-off date for that series and which percentage will be between 25% and 0%. 
 
 CLOSING DATE:  With respect to any series of securities, the date on which the securities are issued. 
 
 CODE:  The Internal Revenue Code of 1986, as amended. 
 
 COMMISSION:  The Securities and Exchange Commission. 
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 CPR:  The Constant Prepayment Rate model, which assumes that the outstanding principal balance of a 
pool of mortgage loans prepays at a specified constant annual rate.  In generating monthly cash flows, this rate is 
converted to an equivalent constant monthly rate. 
 
 CRIME CONTROL ACT:  The Comprehensive Crime Control Act of 1984, as amended. 
 
 DIDMC:  The Depository Institutions Deregulation and Monetary Control Act of 1980. 
 
 DOL:  The U.S. Department of Labor. 
 
 DOL REGULATION:  The regulation promulgated by the U.S. Department of Labor at 29 C.F.R. 
§2510.3-101. 
 
 DUE PERIOD:  The second day of the month immediately preceding the month in which the distribution 
date occurs, or the day after the cut-off date in the case of the first Due Period, and ending on the first day of the 
month of the related distribution date, unless the prospectus supplement specifies otherwise. 
 
 ERISA:  The Employee Retirement Income Security Act of 1974, as amended. 
 
 ERISA PERMITTED INVESTMENTS:  The types of investments permitted by the rating agencies named 
in the Underwriter’s Exemption issued by the DOL in which funds in a pre-funding account may be invested. 
 
 ERISA PLANS:  Employee pension and welfare  benefit plans subject to ERISA. 
 
 EXEMPTION RATING AGENCIES:  Collectively, Standard & Poor’s, a division of The McGraw-Hill 
Companies, Inc., Moody’s Investors Service, Inc. or Fitch Ratings. 
 
 FASIT:  A financial asset securitization investment trust as defined in Sections 860H through 860L of the 
Code. 
 
 FASIT PROVISIONS:  Sections 860H through 860L of the Code. 
 
 FASIT SECURITIES:  Securities evidencing interests in a trust fund as to which a FASIT election has been 
made. 
 
 FTC RULE:  The “Holder in Due Course” Rule of the Federal Trade Commission. 
 
 GARN-ST.  GERMAIN ACT:  The Garn-St. Germain Depositor Institutions Act of 1982, as amended. 
 
 GRANTOR TRUST CERTIFICATE:  A certificate representing an interest in a Grantor Trust Fund. 
 
 GRANTOR TRUST FRACTIONAL INTEREST CERTIFICATE:  A Grantor Trust Certificate 
representing an undivided equitable ownership interest in the principal of the mortgage loans constituting the related 
Grantor Trust Fund, together with interest on the Grantor Trust Certificates at a pass-through rate. 
 
 GRANTOR TRUST STRIP CERTIFICATE:  A certificate representing ownership of all or a portion of the 
difference between interest paid on the mortgage loans constituting the related Grantor Trust Fund (net of normal 
administration fees and any retained interest of the depositor) and interest paid to the holders of Grantor Trust 
Fractional Interest Certificates issued with respect to the Grantor Trust Fund.  A Grantor Trust Strip Certificate may 
also evidence a nominal ownership interest in the principal of the mortgage loans constituting the related Grantor 
Trust Fund. 
 
 GRANTOR TRUST FUND:  A trust fund as to which no REMIC election will be made and which 
qualifies as a grantor trust within the meaning of Subpart E, part I, subchapter J of Chapter 1 of the Code. 
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 HIGH COST LOAN:  A mortgage loan subject to the Home Ownership and Equity Protection Act of 1994, 
as amended. 
 
 HIGH LTV LOAN:  mortgage loans with loan-to-value ratios in excess of 80% and as high as 150% and 
which are not insured by a primary insurance policy. 
 
 HOEPA:  The Home Ownership and Equity Protection Act of 1994, as amended. 
 
 INSURANCE PROCEEDS:  Proceeds received with respect to a mortgage loan under any hazard insurance 
policy, special insurance policy, primary insurance policy, FHA insurance policy, VA guarantee, bankruptcy bond 
or mortgage pool insurance policy, to the extent such proceeds are not applied to the restoration of the property or 
released to the mortgagor in accordance with normal servicing procedures. 
 
 IRS:  United States Internal Revenue Service. 
 
 LIQUIDATED LOAN:  A defaulted mortgage loan that is finally liquidated, through foreclosure sale or 
otherwise. 
 
 LIQUIDATION PROCEEDS:  All amounts, other than Insurance Proceeds, received in connection with the 
liquidation of a defaulted mortgage loan, by foreclosure or otherwise. 
 
 LOCKOUT DATE:  The date of expiration of the Lockout Period with respect to a mortgage loan. 
 
 LOCKOUT PERIOD:  The period specified in a mortgage note during which prepayment of the mortgage 
loan is prohibited. 
 
 MORTGAGE:  The mortgage, deed of trust or similar instrument securing a mortgage loan. 
 
 NCUA:  The National Credit Union Administration. 
 
 NONRECOVERABLE ADVANCE:  An advance made or to be made with respect to a mortgage loan 
which the master servicer determines is not ultimately recoverable from Related Proceeds. 
 
 OID REGULATIONS:  The rules governing original issue discount that are set forth in Sections 1271-1273 
and 1275 of the Code and in the related Treasury regulations. 
 
 PARTIES IN INTEREST:  Collectively, persons who are “parties in interest” under Section 3(14) of 
ERISA or “disqualified persons” under Section 4975 of the Code, who have certain specified relationships to a Plan. 
 
 PARTNERSHIP CERTIFICATE:  A certificate representing an interest in a Partnership Trust Fund. 
 
 PARTNERSHIP TRUST FUND:  A trust fund as to which no REMIC election will be made and which 
qualifies as a partnership within the meaning of subchapter K of Chapter 1 of the Code. 
 
 PLAN ASSETS:  Collectively, “plan assets” and “assets of a Plan” as those terms are described in the DOL 
Regulation and include an undivided interest in the underlying assets of certain entities in which a Plan holds an 
equity interest. 
 
 PLAN:  Collectively, ERISA Plans and Tax-Favored Plans. 
 
 PREPAYMENT ASSUMPTION:  With respect to a REMIC Regular Certificate or a Grantor Trust 
Certificate, the assumption as to the rate of prepayments of the principal balances of mortgage loans held by the trust 
fund used in pricing the initial offering of that security. 
 
 PREPAYMENT PERIOD:  The calendar month immediately preceding the month in which the distribution 
date occurs, unless the prospectus supplement specifies otherwise. 
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 PTCE:  Prohibited Transaction Class Exemption issued by the DOL under ERISA. 
 
 PTE:  Prohibited Transaction Exemption issued by the DOL under ERISA.  
 
 PURCHASE PRICE:  As to any mortgage loan, an amount equal to the sum of (1) the unpaid principal 
balance of the mortgage loan, (2) unpaid accrued interest on the Stated Principal Balance at the rate at which interest 
accrues on the mortgage loan, net of any retained interest, from the date as to which interest was last paid to the 
calendar month in which the relevant purchase is to occur, (3) any unpaid servicing fees and unreimbursed servicing 
expenses and advances payable or reimbursable to the master servicer with respect to that mortgage loan, (4) any 
unpaid retained interest with respect to that mortgage loan, (5) any realized losses incurred with respect to that 
mortgage loan and (6) if applicable, any expenses reasonably incurred or to be incurred by the master servicer or the 
trustee in respect of the breach or defect giving rise to a purchase obligation. 
 
 RECORD DATE:  The last business day of the month preceding the month in which a distribution date 
occurs, unless the prospectus supplement specifies otherwise. 
 
 RELATED PROCEEDS:  Recoveries on a mortgage loan related to amounts which the master servicer has 
previously advanced to the related trust fund. 
 
 RELIEF ACT:  The Servicemembers Civil Relief Act. 
 
 REMIC:  A real estate mortgage investment conduit as defined in Sections 860A through 860G of the 
Code. 
 
 REMIC CERTIFICATES:  Certificates evidencing interests in a trust fund as to which a REMIC election 
has been made. 
 
 REMIC CERTIFICATEHOLDERS:  Holders of REMIC Certificates. 
 
 REMIC PROVISIONS:  Sections 860A through 860G of the Code. 
 
 REMIC REGULAR CERTIFICATE:  A REMIC Certificate designated as a regular interest in the related 
REMIC. 
 
 REMIC RESIDUAL CERTIFICATE:  A REMIC Certificate designated as a residual interest in the related 
REMIC. 
 
 REMIC REGULATIONS:  The REMIC Provisions and the related Treasury regulations. 
 
 RETAINED INTEREST:  A portion of the interest payments on a trust fund asset that may be retained by 
the depositor or any previous owner of the asset. 
 
 RICO:  The Racketeer Influenced and Corrupt Organizations statute. 
 
 SCHEDULED PRINCIPAL BALANCE:  As to any mortgage loan or manufactured housing contract, the 
unpaid principal balance thereof as of the date of determination, reduced by the principal portion of all monthly 
payments due but unpaid as of the date of determination. 
 
 SENIOR/SUBORDINATE SERIES:  A series of securities of which one or more classes is senior in right 
of payment to one or more other classes to the extent described in the related prospectus supplement. 
 
 SINGLE FAMILY PROPERTIES:  One-to-four-family residential properties including detached and 
attached dwellings, townhouses, rowhouses, individual condominium units, individual units in planned-unit 
developments and individual units in de minimus planned-unit developments. 
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 SMMEA:  The Secondary Mortgage Market Enhancement Act of 1984, as amended.  
 
 SPECIAL HAZARD SUBORDINATION AMOUNT:  The amount of any Special Hazard Realized Loss 
that is allocated to the subordinate securities of a series. 
 
 STATED PRINCIPAL BALANCE:  As to any mortgage loan or manufactured housing contract, the 
principal balance of the mortgage loan or manufactured housing contract as of the cut-off date, after application of 
all scheduled principal payments due on or before the cut-off date, whether or not received, reduced by all amounts, 
including advances by the master servicer, allocable to principal that are distributed to securityholders on or before 
the date of determination, and as further reduced to the extent that any realized loss thereon has been, or had it not 
been covered by a form of credit support, would have been, allocated to one or more classes of securities on or 
before the determination date. 
 
 STRIP SECURITIES:  A class of securities which are entitled to (a) principal distributions, with 
disproportionate, nominal or no interest distributions, or (b) interest distributions, with disproportionate, nominal or 
no principal distributions. 
 
 STRIPPED INTEREST:  The distributions of interest on a Strip Security with no or a nominal principal 
balance. 
 
 TAX-FAVORED PLANS:  Tax-qualified retirement plans described in Section 401(a) of the Code and 
individual retirement accounts described in Section 408 of the Code. 
 
 UNDERWRITER’S EXEMPTION:  The essentially identical individual exemptions DOL has issued to 
various underwriters (collectively, as amended by PTE 97-34, 62 Fed. Reg. 39021 (July 21, 1997), PTE 2000-58, 65 
Fed. Reg. 67765 (November 13, 2000)) and PTE2002-41, 67 Fed. Reg. 54487 (August 22, 2002).   
 
 UNITED STATES PERSON:  A citizen or resident of the United States; a corporation or partnership, 
including an entity treated as a corporation or partnership for federal income tax purposes, created or organized in, 
or under the laws of, the United States or any state thereof or the District of Columbia, except, in the case of a 
partnership, to the extent provided in Treasury regulations; an estate whose income is subject to United States 
federal income tax regardless of its source; or a trust if a court within the United States is able to exercise primary 
supervision over the administration of the trust and one or more United States persons have the authority to control 
all substantial decisions of the trust.  To the extent prescribed in regulations by the Secretary of the Treasury, which 
have not yet been issued, a trust which was in existence on August 20, 1996, other than a trust treated as owned by 
the grantor under subpart E of part I of subchapter J of Chapter 1 of the Code, and which was treated as a United 
States person on August 20, 1996 may elect to continue to be treated as a United States person notwithstanding the 
previous sentence. 
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$2,919,693,000 (Approximate) 
 
 

LONG BEACH MORTGAGE LOAN TRUST 2006-2 
ASSET-BACKED CERTIFICATES, SERIES 2006-2 

LONG BEACH SECURITIES CORP. 
 
 

Depositor 

 
Sponsor, Seller and Master Servicer 

 
 
 

PROSPECTUS SUPPLEMENT 
 

 
 

Underwriters 

RBS GREENWICH CAPITAL  WAMU CAPITAL CORP. 
(Co-Lead Underwriters and Joint Book Running Managers) 

LEHMAN BROTHERS 
You should rely only on the information contained or incorporated by reference in this prospectus supplement and the 
accompanying prospectus.  We have not authorized anyone to provide you with different information. 
 
We are not offering the offered certificates in any state where the offer is not permitted.   
 
We do not claim that the information in this prospectus supplement and accompanying prospectus is accurate as of any date 
other than the dates stated on the respective covers. 
 
Dealers will deliver a prospectus supplement and an accompanying prospectus when acting as underwriters of the offered 
certificates and with respect to their unsold allotments or subscriptions.  In addition, all dealers selling the offered certificates 
will be required to deliver a prospectus supplement and accompanying prospectus for ninety days following the date of this 
prospectus supplement. 
 

February 28, 2006 
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JPMORGAN CHASE & CO.  
CONSOLIDATED FINANCIAL HIGHLIGHTS  

3  

                                                          
(unaudited)                                             
(in millions, except per share, headcount and ratios)                                           Nine months ended September 30, 
As of or for the period ended,   3Q10   2Q10   1Q10   4Q09   3Q09   2010   2009 
  

Selected income statement data                                                          
Total net revenue    $ 23,824     $ 25,101     $ 27,671     $ 23,164     $ 26,622     $ 76,596     $ 77,270   
Total noninterest expense      14,398       14,631       16,124       12,004       13,455       45,153       40,348   
  

Pre-provision profit (a)      9,426       10,470       11,547       11,160       13,167       31,443       36,922   
Provision for credit losses      3,223       3,363       7,010       7,284       8,104       13,596       24,731   
  

Income before income tax expense and 
extraordinary gain      6,203       7,107       4,537       3,876       5,063       17,847       12,191   

Income tax expense      1,785       2,312       1,211       598       1,551       5,308       3,817   
  

Income before extraordinary gain      4,418       4,795       3,326       3,278       3,512       12,539       8,374   
Extraordinary gain (b)      —      —      —      —      76       —      76   
  

Net income    $ 4,418     $ 4,795     $ 3,326     $ 3,278     $ 3,588     $ 12,539     $ 8,450   
  

Per common share data                                                          
Basic earnings                                                          

Income before extraordinary gain    $ 1.02     $ 1.10     $ 0.75     $ 0.75     $ 0.80     $ 2.86     $ 1.50   
Net income      1.02       1.10       0.75       0.75       0.82       2.86       1.52   

Diluted earnings (c)                                                          
Income before extraordinary gain    $ 1.01     $ 1.09     $ 0.74     $ 0.74     $ 0.80     $ 2.84     $ 1.50   
Net income      1.01       1.09       0.74       0.74       0.82       2.84       1.51   

Cash dividends declared      0.05       0.05       0.05       0.05       0.05       0.15       0.15   
Book value      42.29       40.99       39.38       39.88       39.12       42.29       39.12   
Common shares outstanding                                                          
Weighted-average: Basic (d)      3,954.3       3,983.5       3,970.5       3,946.1       3,937.9       3,969.4       3,835.0   

Diluted (d)      3,971.9       4,005.6       3,994.7       3,974.1       3,962.0       3,990.7       3,848.3   
Common shares at period-end      3,925.8       3,975.8       3,975.4       3,942.0       3,938.7       3,925.8       3,938.7   
Share price (e)                                                          
High    $ 41.70     $ 48.20     $ 46.05     $ 47.47     $ 46.50     $ 48.20     $ 46.50   
Low      35.16       36.51       37.03       40.04       31.59       35.16       14.96   
Close      38.06       36.61       44.75       41.67       43.82       38.06       43.82   
Market capitalization      149,418       145,554       177,897       164,261       172,596       149,418       172,596   
                                                           
Selected ratios                                                          
Return on common equity (“ROE”) (c)                                                          

Income before extraordinary gain      10 %     12 %     8 %     8 %     9 %     10 %     6 % 
Net income      10       12       8       8       9       10       6   

Return on tangible common equity 
(“ROTCE” ) (c)                                                          
Income before extraordinary gain      15       17       12       12       13       15       9   
Net income      15       17       12       12       14       15       9   

Return on assets (“ROA”)                                                          
Income before extraordinary gain      0.86       0.94       0.66       0.65       0.70       0.82       0.55   
Net income      0.86       0.94       0.66       0.65       0.71       0.82       0.56   

Overhead ratio      60       58       58       52       51       59       52   
Deposits-to-loans ratio      131       127       130       148       133       131       133   
Tier 1 capital ratio (f)      11.9       12.1       11.5       11.1       10.2                   
Total capital ratio      15.4       15.8       15.1       14.8       13.9                   
Tier 1 leverage ratio      7.1       6.9       6.6       6.9       6.5                   
Tier 1 common capital ratio (g)      9.5       9.6       9.1       8.8       8.2                   
                                                           
Selected balance sheet data (period-end) (f)                                                         
Trading assets    $ 475,515     $ 397,508     $ 426,128     $ 411,128     $ 424,435     $ 475,515     $ 424,435   
Securities      340,168       312,013       344,376       360,390       372,867       340,168       372,867   
Loans      690,531       699,483       713,799       633,458       653,144       690,531       653,144   
Total assets      2,141,595       2,014,019       2,135,796       2,031,989       2,041,009       2,141,595       2,041,009   
Deposits      903,138       887,805       925,303       938,367       867,977       903,138       867,977   
Long-term debt      255,589       248,618       262,857       266,318       272,124       255,589       272,124   
Common stockholders’  equity      166,030       162,968       156,569       157,213       154,101       166,030       154,101   
Total stockholders’  equity      173,830       171,120       164,721       165,365       162,253       173,830       162,253   
Headcount      236,810       232,939       226,623       222,316       220,861       236,810       220,861   
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4  

                                                          
(unaudited)                                           Nine months ended 
(in millions, except ratios)                                           September 30, 
As of or for the period ended,   3Q10   2Q10   1Q10   4Q09   3Q09   2010   2009 
  

Credit quality metrics                                                          
Allowance for credit losses (f)    $ 35,034     $ 36,748     $ 39,126     $ 32,541     $ 31,454     $ 35,034     $ 31,454   
Allowance for loan losses to total 

retained loans (f)      4.97 %     5.15 %     5.40 %     5.04 %     4.74 %     4.97 %     4.74 % 
Allowance for loan losses to retained 

loans excluding purchased credit-
impaired loans (f)(h)      5.12       5.34       5.64       5.51       5.28       5.12       5.28   

Nonperforming assets    $ 17,656     $ 18,156     $ 19,019     $ 19,741     $ 20,362     $ 17,656     $ 20,362   
Net charge-offs      4,945       5,714       7,910       6,177       6,373       18,569       16,788   
Net charge-off rate      2.84 %     3.28 %     4.46 %     3.85 %     3.84 %     3.53 %     3.28 % 
Wholesale net charge-off rate      0.49       0.44       1.84       2.31       1.93       0.92       1.13   
Consumer net charge-off rate      3.90       4.49       5.56       4.60       4.79       4.66       4.36   
  

(a)   Pre-provision profit is total net revenue less noninterest expense. The Firm believes that this financial measure is useful in assessing the 
ability of a lending institution to generate income in excess of its provision for credit losses. 

  

(b)   On September 25, 2008, JPMorgan Chase acquired the banking operations of Washington Mutual Bank (“ Washington Mutual” ). The 
acquisition resulted in negative goodwill, and accordingly, the Firm recognized an extraordinary gain. A preliminary gain of $1.9 billion 
was recognized at December 31, 2008. The final total extraordinary gain that resulted from the Washington Mutual transaction was 
$2.0 billion. 

  

(c)   The calculation of year-to-date 2009 earnings per share (“ EPS” ) and net income applicable to common equity includes a one-time, 
noncash reduction of $1.1 billion, or $0.27 per share, resulting from repayment of U.S. Troubled Asset Relief Program (“TARP”) 
preferred capital. Excluding this reduction, the adjusted ROE and ROTCE for the year-to-date 2009 would have been 7% and 11%, 
respectively. The Firm views the adjusted ROE and ROTCE, both non-GAAP financial measures, as meaningful because they enable the 
comparability to prior periods. For further discussion, see “Explanation and Reconciliation of the Firm’s use of Non-GAAP Financial 
measures”  on pages 15–19 of this Form 10-Q and pages 50–52 of JPMorgan Chase’s 2009 Annual Report. 

  

(d)   On June 5, 2009, the Firm issued $5.8 billion, or 163 million shares, of its common stock at $35.25 per share. 
  

(e)   Share prices shown for JPMorgan Chase’s common stock are from the New York Stock Exchange. JPMorgan Chase’s common stock is 
also listed and traded on the London Stock Exchange and the Tokyo Stock Exchange. 

  

(f)   Effective January 1, 2010, the Firm adopted new guidance that amended the accounting for the transfer of financial assets and the 
consolidation of variable interest entities (“VIEs”). Upon adoption of the new guidance, the Firm consolidated its Firm-sponsored credit 
card securitization trusts, Firm-administered multi-seller conduits and certain other consumer loan securitization entities, primarily 
mortgage-related, adding $87.7 billion and $92.2 billion of assets and liabilities, respectively, and decreasing stockholders’ equity and the 
Tier I capital ratio by $4.5 billion and 34 basis points, respectively. The reduction to stockholders’ equity was driven by the establishment 
of an allowance for loan losses of $7.5 billion (pretax) primarily related to receivables held in credit card securitization trusts that were 
consolidated at the adoption date. 

  

(g)   The Firm uses Tier 1 common capital (“Tier 1 common”) along with the other capital measures to assess and monitor its capital position. 
The Tier 1 common capital ratio (“Tier 1 common ratio”) is Tier 1 common divided by risk-weighed assets. For further discussion, see 
Regulatory capital on pages 82–84 of JPMorgan Chase’s 2009 Annual Report. 

  

(h)   Excludes the impact of home lending purchased credit-impaired (“ PCI” ) loans for all periods. Also excludes, as of December 31, 2009, 
and September 30, 2009, the loans held by the Washington Mutual Master Trust (“WMMT”), which were consolidated onto the balance 
sheet at fair value during the second quarter of 2009. No allowance for loan losses was recorded for these loans as of December 31, 2009 
and September 30, 2009. The balance of these loans held by the WMMT was zero at September 30, 2010, June 30, 2010 and March 31, 
2010. See Note 15 on pages 198-205 of JPMorgan Chase’s 2009 Annual Report. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS  
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS  

This section of the Form 10-Q provides management’s discussion and analysis (“MD&A”) of the financial condition and results of operations of 
JPMorgan Chase. See the Glossary of terms on pages 185–188 for definitions of terms used throughout this Form 10-Q. The MD&A included in 
this Form 10-Q contains statements that are forward-looking within the meaning of the Private Securities Litigation Reform Act of 1995. Such 
statements are based on the current beliefs and expectations of JPMorgan Chase’s management and are subject to significant risks and 
uncertainties. These risks and uncertainties could cause the Firm’s actual results to differ materially from those set forth in such forward-
looking statements. Certain of such risks and uncertainties are described herein (See Forward-looking Statements on pages 191–192 and Part 
II, Item 1A: Risk Factors on pages 200–201 of this Form 10-Q).  

INTRODUCTION  

JPMorgan Chase & Co., a financial holding company incorporated under Delaware law in 1968, is a leading global financial services firm and 
one of the largest banking institutions in the United States of America (“U.S.”), with $2.1 trillion in assets, $173.8 billion in stockholders’ equity 
and operations in more than 60 countries as of September 30, 2010. The Firm is a leader in investment banking, financial services for consumers 
and businesses, financial transaction processing and asset management. Under the J.P. Morgan and Chase brands, the Firm serves millions of 
customers in the U.S. and many of the world’s most prominent corporate, institutional and government clients.  

JPMorgan Chase’s principal bank subsidiaries are JPMorgan Chase Bank, National Association (“JPMorgan Chase Bank, N.A.”), a national 
bank with branches in 23 states in the U.S.; and Chase Bank USA, National Association (“Chase Bank USA, N.A.”), a national bank that is the 
Firm’s credit card issuing bank. JPMorgan Chase’s principal nonbank subsidiary is J.P. Morgan Securities LLC (“JPMorgan Securities”), 
formerly J.P. Morgan Securities Inc., the Firm’s U.S. investment banking firm.  

JPMorgan Chase’s activities are organized, for management reporting purposes, into six business segments, as well as Corporate/Private Equity. 
The Firm’s wholesale businesses comprise the Investment Bank, Commercial Banking, Treasury & Securities Services and Asset Management 
segments. The Firm’s consumer businesses comprise the Retail Financial Services and Card Services segments. A description of the Firm’s 
business segments, and the products and services they provide to their respective client bases, follows.  

Investment Bank  

J.P. Morgan is one of the world’s leading investment banks, with deep client relationships and broad product capabilities. The clients of the 
Investment Bank (“IB”) are corporations, financial institutions, governments and institutional investors. The Firm offers a full range of 
investment banking products and services in all major capital markets, including advising on corporate strategy and structure, capital-raising in 
equity and debt markets, sophisticated risk management, market-making in cash securities and derivative instruments, prime brokerage, and 
research.  

Retail Financial Services  

Retail Financial Services (“RFS”) serves consumers and businesses through personal service at bank branches and through ATMs, online 
banking and telephone banking, as well as through auto dealerships and school financial-aid offices. Customers can use more than 5,100 bank 
branches (third-largest nationally) and 15,800 ATMs (second-largest nationally), as well as online and mobile banking around the clock. More 
than 28,500 branch salespeople assist customers with checking and savings accounts, mortgages, home equity and business loans, and 
investments across the 23-state footprint from New York and Florida to California. Consumers also can obtain loans through more than 16,000 
auto dealerships and 1,700 schools and universities nationwide.  

5  
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Card Services  

Card Services (“CS”) is one of the nation’s largest credit card issuers, with over $136 billion in loans and nearly 90 million open accounts. In the 
nine months ended September 30, 2010, customers used Chase cards to meet over $227 billion of their spending needs. Through its merchant 
acquiring business, Chase Paymentech Solutions, CS is a global leader in payment processing and merchant acquiring.  

Commercial Banking  

Commercial Banking (“CB”) delivers extensive industry knowledge, local expertise and dedicated service to more than 24,000 clients nationally, 
including corporations, municipalities, financial institutions and not-for-profit entities with annual revenue generally ranging from $10 million to 
$2 billion, and more than 35,000 real estate investors/owners. CB partners with the Firm’s other businesses to provide comprehensive solutions, 
including lending, treasury services, investment banking and asset management to meet its clients’ domestic and international financial needs.  

Treasury & Securities Services  

Treasury & Securities Services (“TSS”) is a global leader in transaction, investment and information services. TSS is one of the world’s largest 
cash management providers and a leading global custodian. Treasury Services (“TS”) provides cash management, trade, wholesale card and 
liquidity products and services to small- and mid-sized companies, multinational corporations, financial institutions and government entities. TS 
partners with the CB, RFS and Asset Management businesses to serve clients firmwide. As a result, certain TS revenue is included in other 
segments’ results. Worldwide Securities Services holds, values, clears and services securities, cash and alternative investments for investors and 
broker-dealers, and manages depositary receipt programs globally.  

Asset Management  

Asset Management (“AM”), with assets under supervision of $1.8 trillion, is a global leader in investment and wealth management. AM clients 
include institutions, retail investors and high-net-worth individuals in every major market throughout the world. AM offers global investment 
management in equities, fixed income, real estate, hedge funds, private equity and liquidity products, including money-market instruments and 
bank deposits. AM also provides trust and estate, banking and brokerage services to high-net-worth clients, and retirement services for 
corporations and individuals. The majority of AM’s client assets are in actively managed portfolios.  

6  
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EXECUTIVE OVERVIEW  

This executive overview of MD&A highlights selected information and may not contain all of the information that is important to readers of this 
Form 10-Q. For a complete description of events, trends and uncertainties, as well as the capital, liquidity, credit and market risks, and the 
critical accounting estimates affecting the Firm and its various lines of business, this Form 10-Q should be read in its entirety.  

The U.S. economy continued to grow, albeit slowly, during the third quarter of 2010. U.S. consumer spending continued to increase at a 
moderate pace, in the face of high unemployment and modest income growth. Spending on equipment and technology rose during the quarter, 
supported by the healthy financial condition of U.S. businesses. However, hiring slowed modestly, and bank lending continued to trend lower, 
though at a reduced rate. Outside the U.S., the pace of growth slowed in the third quarter, reflecting a moderation in most developed and 
developing economies. A modest pickup in Japan and continued strong growth in China and India were the exceptions.  

The equity markets rebounded in the third quarter, as recent economic data implied the U.S. economy, while recovering slowly, was not falling 
back into recession. The Federal Reserve maintained the target range for the federal funds rate at zero to one-quarter percent and continued to 
indicate that economic conditions are likely to warrant a low federal funds rate for an extended period. Also, the Federal Reserve began to buy 
U.S. Treasuries using the proceeds received from repayments or refinancings of outstanding mortgages in its portfolio. The Federal Reserve also 
announced that it was considering other options to help the economy.  

Financial performance of JPMorgan Chase  

Business overview  

JPMorgan Chase reported third-quarter 2010 net income of $4.4 billion, or $1.01 per share, compared with net income of $3.6 billion, or $0.82 
per share, in the third quarter of 2009. Current-quarter EPS included a $1.3 billion pretax ($0.18 per share after-tax) increase to litigation 
reserves, including those for mortgage-related matters; a $1.0 billion pretax ($0.15 per share after-tax) increase to mortgage repurchase reserves; 
and a benefit from a $1.5 billion pretax ($0.22 per share after-tax) reduction of loan loss reserves in Card Services. ROE for the quarter was 
10%, compared with 9% in the prior year.  

The increase in earnings from the third quarter of 2009 was driven by a significantly lower provision for credit losses, predominantly offset by 
lower net revenue and higher noninterest expense. The decline in net revenue was driven by lower principal transactions revenue, reflecting 
lower trading results. The lower provision for credit losses reflected improvements in both the consumer and wholesale provisions. The 
consumer provision declined due to a reduction in the allowance for credit losses associated with the credit card portfolio as a result of improved 
delinquency trends and reduced net charge-offs. The decrease in the wholesale provision was driven by a reduction in the allowance for credit 
losses predominantly as  

7  

                                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions, except per share data and ratios)   2010   2009   Change   2010   2009   Change 
  

Selected income statement data                                                  
Total net revenue    $ 23,824     $ 26,622       (11 )%   $ 76,596     $ 77,270       (1 )% 
Total noninterest expense      14,398       13,455       7       45,153       40,348       12   
Pre-provision profit      9,426       13,167       (28 )     31,443       36,922       (15 ) 
Provision for credit losses      3,223       8,104       (60 )     13,596       24,731       (45 ) 
Income before extraordinary gain      4,418       3,512       26       12,539       8,374       50   
Extraordinary gain (a)      —      76     NM     —      76     NM 
Net income      4,418       3,588       23       12,539       8,450       48   
                                                   
Diluted earnings per share (b)                                                  
Income before extraordinary gain    $ 1.01     $ 0.80       26     $ 2.84     $ 1.50       89   
Net income      1.01       0.82       23       2.84       1.51       88   
Return on common equity (b)                                                  
Income before extraordinary gain      10 %     9 %             10 %     6 %         
Net income      10       9               10       6           
                                                   
Capital ratios                                                  
Tier 1 capital      11.9       10.2                                   
Tier 1 common      9.5       8.2                                   
  

(a)   On September 25, 2008, JPMorgan Chase acquired the banking operations of Washington Mutual Bank (“ Washington Mutual” ). The 
acquisition resulted in negative goodwill, and accordingly, the Firm recognized an extraordinary gain. A preliminary gain of $1.9 billion 
was recognized at December 31, 2008. The final total extraordinary gain that resulted from the Washington Mutual transaction was 
$2.0 billion. 

  

(b)   The calculation of EPS and net income applicable to common equity for the nine months ended September 30, 2009, included a one-time 
noncash reduction of $1.1 billion, or $0.27 per share, resulting from repayment of TARP preferred capital. Excluding this reduction, the 
adjusted ROE for the first nine months of 2009 would have been 7%. The Firm views the adjusted ROE, a non-GAAP financial measure, as 
meaningful because it enables comparability to prior periods. For further discussion, see “Explanation and Reconciliation of the Firm’s 
use of Non-GAAP Financial measures”  on pages 15–19 of this Form 10-Q and pages 50–52 of JPMorgan Chase’s 2009 Annual Report. 
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a result of continued improvement in the credit quality of the commercial and industrial loan portfolio, reduced net charge-offs and net 
repayments. The increase in noninterest expense in the third quarter of 2010 was largely due to higher litigation expense. JPMorgan Chase 
maintained very high liquidity, with a deposits-to-loans ratio of 131%, and increased its capital, ending the quarter with a strong Tier 1 common 
ratio of 9.5%.  

While overall credit costs continued to decline in the third quarter of 2010, the levels of net charge-offs in the mortgage and credit card portfolios 
continued to be very high. Mortgage delinquency trends remained relatively flat compared with the prior quarter, while credit card delinquencies 
continued to improve. Total firmwide credit reserves declined to $35.0 billion, resulting in a firmwide coverage ratio of 5.1% of total loans.  

Net income for the first nine months of 2010 was $12.5 billion, or $2.84 per share, compared with $8.5 billion, or $1.51 per share, in the first 
nine months of 2009. The increase in earnings from the comparable 2009 nine-month period was driven by a lower provision for credit losses, 
partially offset by higher noninterest expense. The factors that drove the lower provision for credit losses and the higher noninterest expense in 
the nine-month results comparison were the same as those that drove the third-quarter results comparison. Net revenue decreased modestly in the 
first nine months of 2010 compared with the prior year, reflecting lower markets revenue, lower mortgage fees and related income, and lower 
credit card revenue, largely offset by a higher level of both private equity and securities gains.  

JPMorgan Chase continued to support the economic recovery by providing capital, financing and liquidity to its clients in the U.S. and around 
the world. During the first nine months of 2010, the Firm loaned or raised capital for its clients of more than $1.0 trillion, and its small-business 
originations were up 37% over the same period last year. The Firm has offered 975,000 mortgage modifications and has approved 292,000 since 
the beginning of 2009. In addition, JPMorgan Chase is on track to hire over 10,000 people in the U.S. this year.  

The discussion that follows highlights the current-quarter performance of each business segment, compared with the prior-year quarter. 
Managed basis starts with the reported U.S. GAAP results and, for each line of business and the Firm as a whole, includes certain 
reclassifications to present total net revenue on a tax-equivalent basis. Effective January 1, 2010, the Firm adopted new accounting guidance 
that required it to consolidate its Firm-sponsored credit card securitization trusts; as a result, reported and managed basis relating to credit 
card securitizations are equivalent for periods beginning after January 1, 2010. Prior to the adoption of the new accounting guidance, in 2009 
and all other prior periods, the U.S. GAAP results for CS and the Firm were also adjusted for certain reclassifications that assumed credit card 
loans that had been securitized and sold by CS remained on the Consolidated Balance Sheets. These adjustments had no impact on net income 
as reported by the Firm as a whole or by the lines of business. For more information about managed basis, as well as other non-GAAP financial 
measures used by management to evaluate the performance of each line of business, see pages 15–19 of this Form 10-Q.  

Investment Bank net income decreased, reflecting lower net revenue, partially offset by lower noninterest expense and a benefit from the 
provision for credit losses. The decrease in net revenue was driven by a decline in Fixed Income Markets revenue, largely reflecting lower 
results in credit and rates markets. Investment banking fees also decreased, driven by lower levels of equity underwriting fees, offset partially by 
higher levels of debt underwriting fees. Partially offsetting the revenue decline was an increase in Equity Markets revenue, reflecting solid client 
revenue. The provision for credit losses was a benefit in the third quarter of 2010, compared with an expense in the third quarter of 2009, and 
reflected a reduction in the allowance for loan losses, largely related to net repayments and loan sales. Noninterest expense decreased, primarily 
due to lower compensation expense.  

Retail Financial Services net income increased significantly from the prior year, driven by a lower provision for credit losses. Net revenue 
decreased, driven by lower deposit-related fees, lower loan balances, lower mortgage fees and related income and narrower loan spreads. These 
decreases were partially offset by a shift to wider-spread deposit products and growth in debit card income and auto operating lease income. The 
provision for credit losses decreased from the prior year, reflecting improved delinquency trends and reduced net charge-offs. Noninterest 
expense increased from the prior year, driven by sales force increases in Business Banking and bank branches.  

Card Services reported net income compared with a net loss in the prior year, as a lower provision for credit losses was partially offset by lower 
net revenue. The decrease in net revenue was driven by a decline in net interest income, reflecting lower average loan balances, the impact of 
legislative changes and a decreased level of fees. These decreases were partially offset by lower revenue reversals associated with lower charge-
offs. The provision for credit losses decreased from the prior year, reflecting lower net charge-offs and a reduction to the allowance for loan 
losses due to lower estimated losses. Noninterest expense increased due to higher marketing expense.  

Commercial Banking net income increased from the prior year, driven by a reduction in the provision for credit losses. Results included the 
impact of the purchase of a $3.5 billion loan portfolio during the third quarter of 2010. Net revenue was a record, driven by growth in liability 
balances, wider loan spreads, changes in the valuation of investments held at fair value and higher investment banking fees, largely offset by 
spread compression on liability products and lower loan  
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balances. The provision for credit losses decreased from the third quarter of 2009, reflecting continued improvement in the credit quality of the 
commercial and industrial loan portfolio. Noninterest expense increased, reflecting higher headcount-related expense.  

Treasury and Securities Services net income decreased from the prior year, driven by higher noninterest expense, partially offset by higher net 
revenue. Treasury Services net revenue increased, driven by higher trade loan and card product volumes, partially offset by lower spreads on 
liability products. Worldwide Securities Services net revenue also increased, driven by higher market levels and net inflows of assets under 
custody, partially offset by lower spreads on liability products and securities lending. Noninterest expense for TSS increased, driven by 
continued investment in new product platforms, primarily related to international expansion, and higher performance-based compensation.  

Asset Management net income decreased modestly from the prior year, as higher noninterest expense was largely offset by higher net revenue 
and a lower provision for credit losses. The growth in net revenue was driven by higher loan originations, the effect of higher market levels, net 
inflows to products with higher margins and higher deposit and loan balances, partially offset by narrower deposit and loan spreads, lower 
brokerage revenue and lower quarterly valuations of seed capital investments. Noninterest expense rose due to an increase in headcount.  

Corporate/Private Equity net income decreased from the prior year, driven by lower net revenue and higher noninterest expense. The decrease 
in net revenue reflected lower net interest income from the investment portfolio and lower trading and securities gains, offset partially by higher 
private equity gains. The increase in noninterest expense was largely due to an increase in litigation reserves, including those for mortgage-
related matters.  

Business outlook  

The following forward-looking statements are based on the current beliefs and expectations of JPMorgan Chase’s management and are subject 
to significant risks and uncertainties. As noted above, these risks and uncertainties could cause the Firm’s actual results to differ materially from 
those set forth in such forward-looking statements. See Forward-Looking Statements on pages 191–192 and Risk Factors on pages 200–201 of 
this Form 10-Q.  

JPMorgan Chase’s outlook for the fourth quarter of 2010 should be viewed against the backdrop of the global and U.S. economies, financial 
markets activity, the geopolitical environment, the competitive environment and client activity levels. Each of these linked factors will affect the 
performance of the Firm and its lines of business.  

In the Retail Banking business within RFS, management expects revenue to be stable over the next several quarters, despite continued economic 
pressure on consumers and consumer spending levels. The Firm has made changes in its policies consistent with and, in certain respects, beyond 
the requirements of the newly-enacted legislation relating to non-sufficient funds and overdraft fees. Results in the third quarter of 2010 reflected 
the full impact of the approximately $700 million reduction to annualized Retail Banking net income associated with these changes.  

In the Mortgage Banking & Other Consumer Lending business within RFS, management expects revenue to continue to be negatively affected 
by continued elevated levels of repurchases of mortgages previously sold, for example, to U.S. government-sponsored entities (“GSEs”). 
Management estimates that realized repurchase losses could total approximately $1.2 billion in 2011.  

In addition, during the third quarter of 2010, the Firm determined that certain documents executed in connection with mortgage loan foreclosures 
may not have complied with all applicable procedural requirements. Accordingly, the Firm temporarily halted foreclosures, foreclosure sales and 
evictions in certain states so that it could review its foreclosure processes. Furthermore, state and federal officials have announced investigations 
into the procedures followed by mortgage servicing companies and banks, including the Firm and its affiliates, in completing affidavits relating 
to foreclosures. The Firm is cooperating with these investigations and is dedicating significant resources to address these issues. The Firm 
expects to incur additional costs and expenses in resolving these issues. For further discussion, see “Loan modification activities” on pages 91–
94 of this Form 10-Q.  

In the Real Estate Portfolios business within RFS, management believes that, given the continued economic and housing market uncertainty, it 
remains possible that quarterly net charge-offs could be approximately $1.0 billion for the home equity portfolio, $400 million for the prime 
mortgage portfolio and $400 million for the subprime mortgage portfolio over the next several quarters. For the purchased credit impaired real 
estate portfolios, the lifetime loss estimates assume some improvement in both delinquency and loss severity trends over time; if the timing of 
these improvements differs from current projections, loan loss reserves could increase. For example, if delinquencies and severities for these 
portfolios do not follow recent trends and instead remain at current levels over the next two years, related reserves could increase by 
approximately $3.0 billion over that time period. Given current origination and production levels, combined with management’s current estimate 
of portfolio runoff levels, the residential real estate portfolio is expected to decline by approximately 10% to 15% annually for the foreseeable 
future. The effect of such a reduction in the residential real estate portfolio is expected to reduce the portfolio’s 2010 net interest income by 
approximately $1.0 billion from the 2009 level. The continued portfolio runoff will  
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reduce net interest income over time; however, this reduction in net interest income will be more than offset by an improvement in credit costs 
and lower expenses. As the portfolio continues to run off, management anticipates that approximately $1.0 billion of capital may be redeployed 
each year, subject to the capital requirements associated with the remaining portfolio.  

Also, in RFS, management expects noninterest expense to remain modestly above 2009 levels, reflecting investments in new branch builds and 
sales force hires, as well as continued elevated servicing-, default- and foreclosed asset-related costs.  

In CS, management expects end-of-period outstandings for the Chase portfolio (excluding the Washington Mutual portfolio) to decline by 
approximately 15%, or $21 billion, from 2009 levels, to approximately $123 billion by the end of 2010. More than half of this decline is driven 
by a planned reduction in balance transfer offers. Management estimates that this decline could bottom out in the third quarter of 2011 and by the 
end of 2011 the outstandings in the portfolio could be approximately $120 billion and reflect a better mix of customers. The Washington Mutual 
portfolio declined to $15 billion at the end of the third quarter of 2010, from $20 billion at the end of 2009. Management estimates that the 
Washington Mutual portfolio could decline to $10 billion by the end of 2011.  

Also, management estimates that CS net income may be reduced, on an annualized basis, by approximately $750 million as a result of the impact 
of the Credit Card Accountability, Responsibility and Disclosure Act of 2009 (“CARD Act”), including the regulatory guidance defining 
reasonable and proportional fees. Third-quarter 2010 net income reflected approximately 65% of the estimated quarterly impact, and 
management estimates that the full impact could be reflected in the fourth quarter of 2010. The net charge-off rates for both the Chase and 
Washington Mutual credit card portfolios are anticipated to continue to improve if current delinquency trends continue. The net charge-off rate 
for the Chase portfolio (excluding the Washington Mutual portfolio) could be approximately 7.5% in the fourth quarter of 2010. However, 
overall results for CS will depend on the economic environment and any resulting reserve actions.  

While recent economic data implied the U.S. economy was not falling back into recession, high unemployment persisted. Even as consumer-
lending net charge-offs and delinquencies have improved as noted above, the consumer credit portfolio remains under stress. Further declines in 
U.S. housing prices and increases in the unemployment rate remain possible; if this were to occur, it would adversely affect the Firm’s results.  

In IB, TSS and AM, revenue will be affected by market levels, volumes and volatility, which will influence client flows and assets under 
management, supervision and custody. In addition, IB and CB results will continue to be affected by the credit environment, which will 
influence levels of charge-offs, repayments and provision for credit losses.  

In Private Equity (within the Corporate/Private Equity segment), earnings will likely continue to be volatile and be influenced by capital markets 
activity, market levels, the performance of the broader economy and investment-specific issues. Corporate’s net interest income levels and 
securities gains will generally trend with the size and duration of the investment securities portfolio. Corporate net income (excluding Private 
Equity, and excluding merger-related items, material litigation expenses and significant nonrecurring items, if any) is anticipated to trend toward 
a level of approximately $300 million per quarter.  

Management expects modest continued downward pressure on the net interest margin in the fourth quarter of 2010, primarily resulting from 
continued repositioning of the investment securities portfolio in Corporate, runoff of loans with higher contractual interest rates in the Real 
Estate Portfolios and CS businesses, and the impact of the CARD Act legislation on CS.  

Regarding regulatory reform, JPMorgan Chase intends to work with the Firm’s regulators as they proceed with the extensive rulemaking 
required to implement financial reforms. The Firm will continue to devote substantial resources to achieving implementation of regulatory 
reforms in a way that preserves the value the Firm delivers to its clients.  

Management and the Firm’s Board of Directors continually evaluate alternatives to deploy the Firm’s strong capital base in ways that will 
enhance shareholder value. Such alternatives could include the repurchase of common stock, increasing the common stock dividend and 
pursuing alternative investment opportunities. The Firm resumed its repurchases of common stock beginning in the second quarter of 2010 under 
its preexisting Board authorization. The Firm’s current share repurchase activity is intended to offset share count increases resulting from 
employee equity awards and is consistent with the Firm’s goal of maintaining an appropriate share count. The aggregate amount and timing of 
future repurchases will depend, among other factors, on market conditions and management’s judgment regarding economic conditions, the 
Firm’s earnings outlook, the need to maintain adequate capital levels (in light of business needs and regulatory requirements) and alternative 
investment opportunities. With regard to any decision by the Firm’s Board of Directors concerning any increase in the level of the common stock 
dividend, their determination will be subject to their judgment that the likelihood of another severe economic downturn has sufficiently 
diminished; that there is evidence of sustained underlying growth in employment for at least several months; that overall business performance 
and credit have stabilized or improved; and that such action is warranted, taking into consideration, among other factors, the Firm’s earnings 
outlook, the need to maintain adequate capital levels, alternative investment opportunities and appropriate dividend payout ratios. Ultimately, the 
Board would seek to return to the Firm’s historical dividend ratio of approximately 30% to 40% of normalized earnings over time, though it 
would consider moving to that level in stages.  
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CONSOLIDATED RESULTS OF OPERATIONS  

This section provides a comparative discussion of JPMorgan Chase’s Consolidated Results of Operations on a reported basis. Factors that relate 
primarily to a single business segment are discussed in more detail within that business segment. For a discussion of the Critical Accounting 
Estimates Used by the Firm that affect the Consolidated Results of Operations, see pages 104–106 of this Form 10-Q and pages 127–131 of 
JPMorgan Chase’s 2009 Annual Report.  

Revenue  

Total net revenue for the third quarter of 2010 was $23.8 billion, down by $2.8 billion, or 11%, from the third quarter of 2009. Results were 
driven by lower principal transactions revenue, reflecting lower trading revenue in IB partially offset by an increase in private equity gains. Total 
net revenue for the first nine months of 2010 was $76.6 billion, down by $674 million, or 1%, from the prior year. The decline reflected lower 
markets revenue in IB and Corporate, lower mortgage fees and related income in RFS, and lower credit card revenue, largely offset by a higher 
level of both private equity and securities gains in Corporate.  

Investment banking fees for the third quarter and first nine months of 2010 decreased from the comparable periods of 2009 due to lower equity 
underwriting fees, partially offset by higher debt underwriting fees. Lower advisory fees also contributed to the decline for the first nine months 
of 2010. Overall industry-wide equity underwriting volumes were lower in the third quarter and first nine months of 2010 compared with the 
respective periods in 2009. For additional information on investment banking fees, which are primarily recorded in IB, see IB segment results on 
pages 21–24 of this Form 10-Q.  

Principal transactions revenue, which consists of revenue from the Firm’s trading and private equity investing activities, decreased from the third 
quarter of 2009 and was relatively flat compared with the first nine months of 2009. Trading revenue declined in both comparable periods, 
driven by lower fixed income revenue in IB, reflecting lower results in credit and rates markets. Trading revenue also reflected third-quarter 
losses of $493 million, compared with $1.0 billion in the prior- year third quarter; and gains in the first nine months of 2010 of $494 million, 
compared with losses of $1.9 billion in the comparable 2009 period. These results were associated with changes in the Firm’s credit spreads on 
certain structured and derivative liabilities. A partial offset to the decline in the nine-month period was the absence of mark-to-market losses on 
hedges of retained loans in IB compared with the prior year. Private equity gains in both the third quarter and first nine months of 2010 improved 
from the comparable 2009 periods. Results in the nine-month period swung to gains in 2010 from losses in 2009. For additional information on 
principal transactions revenue, see IB and Corporate/Private Equity segment results on pages 21–24 and 51–53, respectively, and Note 6 on page 
140 of this Form 10-Q.  

Lending- and deposit-related fees for the third quarter and first nine months of 2010 decreased from the prior-year periods. These declines 
reflected lower deposit-related fees in RFS associated, in part, with newly-enacted legislation related to non-sufficient funds and overdraft fees; 
this was partially offset by higher lending-related service fees – in particular, for the first nine months of 2010, in IB and CB. For additional 
information on lending- and deposit-related fees, which are mostly recorded in RFS, TSS and CB, see the RFS segment results on pages 25–35, 
the TSS segment results on pages 44–46 and the CB segment results on pages 41–43 of this Form 10-Q.  
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    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   Change   2010   2009   Change 
  

Investment banking fees    $ 1,476     $ 1,679       (12 )%   $ 4,358     $ 5,171       (16 )% 
Principal transactions      2,341       3,860       (39 )     8,979       8,958       —  
Lending- and deposit-related fees      1,563       1,826       (14 )     4,795       5,280       (9 ) 
Asset management, administration and 

commissions      3,188       3,158       1       9,802       9,179       7   
Securities gains      102       184       (45 )     1,712       729       135   
Mortgage fees and related income      707       843       (16 )     2,253       3,228       (30 ) 
Credit card income      1,477       1,710       (14 )     4,333       5,266       (18 ) 
Other income      468       625       (25 )     1,465       685       114   
  

          
  

        

Noninterest revenue      11,322       13,885       (18 )     37,697       38,496       (2 ) 
Net interest income      12,502       12,737       (2 )     38,899       38,774       —  
  

          
  

        

Total net revenue    $ 23,824     $ 26,622       (11 )%   $ 76,596     $ 77,270       (1 )% 
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Asset management, administration and commissions revenue was relatively flat in the third quarter of 2010 compared with the prior year and 
increased in the first nine months of 2010 compared with the prior year. Results in both periods included higher asset management fees in AM, 
driven by the effect of higher market levels, net inflows to products with higher margins and higher performance fees; higher administration fees 
in TSS, resulting from the effect of higher market levels and net inflows of assets under custody; and lower brokerage commissions in IB. For 
additional information on these fees and commissions, see the segment discussions for AM on pages 47–51 and TSS on pages 44–46 of this 
Form 10-Q.  

Securities gains decreased in the third quarter of 2010 compared with the third quarter of 2009 and increased in the first nine months of 2010 
compared with the first nine months of 2009. Results for both comparable periods were affected by actions taken to reposition the Corporate 
investment securities portfolio in connection with managing the Firm’s structural interest rate risk; for the third-quarter comparison, gains from 
the repositioning activities were lower, while for the nine-month comparison, the gains were higher. For additional information on securities 
gains, which are mostly recorded in the Firm’s Corporate business, and Corporate’s investment securities portfolio, see the Corporate/Private 
Equity segment discussion on pages 51–53 of this Form 10-Q.  

Mortgage fees and related income decreased from the third quarter and first nine months of 2009, driven by lower net production revenue, 
predominantly reflecting higher repurchase losses. The third quarter of 2010 included a $1.0 billion increase in the repurchase reserve, as a result 
of higher estimated future repurchase demands; for the first nine months of 2010, the increase in the reserve was $1.6 billion. (These charges for 
increasing the reserve are booked as contra-revenue.) Production revenue, excluding repurchase losses, increased from both periods, reflecting 
wider margins; also contributing to the increase for the third quarter of 2010 were higher mortgage origination volumes. For the first nine months 
of 2010, an additional driver of the decline in mortgage fees and related income from the comparable 2009 period was lower net mortgage 
servicing revenue, reflecting lower MSR risk management results, which were predominantly offset by higher operating revenue. For additional 
information on mortgage fees and related income, which is recorded primarily in RFS, see RFS’s Mortgage Banking & Other Consumer Lending 
discussion on pages 29–32 of this Form 10-Q.  

Credit card income decreased from the third quarter and first nine months of 2009, due predominantly to the impact of the new consolidation 
guidance related to variable interest entities (“VIEs”), effective January 1, 2010, that required the Firm to consolidate the assets and liabilities of 
its Firm-sponsored credit card securitization trusts. Adoption of the new guidance resulted in the elimination of all servicing fees received from 
Firm-sponsored credit card securitization trusts (offset by related increases in net interest income and the provision for credit losses, and the 
elimination of securitization income/losses in other income). Lower revenue from fee-based products also contributed to the decrease in credit 
card income for both periods. For a more detailed discussion of the impact of the adoption of the new consolidation guidance on the 
Consolidated Statements of Income, see Explanation and Reconciliation of the Firm’s Use of Non-GAAP Financial Measures on pages 15–19 of 
this Form 10-Q. For additional information on credit card income, see the CS segment results on pages 36–40 of this Form 10-Q.  

Other income decreased in the third quarter of 2010 compared with the prior year, as a result of a gain recognized in the third quarter of 2009 in 
Corporate on the sale of certain assets, and lower valuations on seed capital investments in AM. For the first nine months of 2010, other income 
increased compared with the prior year, due to the write-down of securitization interests during the first nine months of 2009. Higher auto 
operating lease income in RFS also contributed to the increase in other income. These items were offset partially by lower valuations on seed 
capital investments in AM.  

Net interest income declined modestly in the third quarter of 2010 compared with the prior-year quarter and was relatively flat for the first nine 
months of 2010 compared with the prior-year period. Declining loan balances were predominantly offset by the impact of the adoption of the 
new consolidation guidance related to VIEs (which increased net interest income by approximately $1.4 billion for the third quarter of 2010 and 
by approximately $4.6 billion for the first nine months of 2010). Excluding the impact of the adoption of the new accounting guidance, net 
interest income decreased for both the third quarter and first nine months of 2010 compared with the comparable 2009 periods, driven by lower 
average loan balances, primarily in CS, RFS and IB, and lower yields on credit card receivables, reflecting the impact of legislative changes. The 
Firm’s interest-earning assets for the third quarter of 2010 were $1.7 trillion, and the net yield on those assets, on a fully taxable-equivalent 
(“FTE”) basis, was 3.01%, a decrease of nine basis points from the third quarter of 2009. The Firm’s interest-earning assets for the first nine 
months of 2010 were $1.7 trillion, and the net yield on those assets, on a FTE basis, was 3.13%, a decrease of two basis points from the first nine 
months of 2009. For a more detailed discussion of the impact of the adoption of the new consolidation guidance related to VIEs on the  
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Consolidated Statements of Income, see Explanation and Reconciliation of the Firm’s Use of Non-GAAP Financial Measures on pages 15–19 of 
this Form 10-Q. For a further information on the impact of the legislative changes on the Consolidated Statements of Income, see CS discussion 
on Credit Card Legislation on page 37 of this Form 10-Q.  

The provision for credit losses decreased significantly from the third quarter and first nine months of 2009. The decrease in the consumer 
provision for both 2010 periods reflected a reduction in the allowance for credit losses as a result of improved delinquency trends and reduced 
net charge-offs; the reductions in the allowance for loan losses in CS were $1.5 billion and $4.0 billion in the third quarter and first nine months 
of 2010, respectively (compared with additions of $575 million and $2.0 billion in the comparable 2009 periods). The decrease in the wholesale 
provision in both 2010 periods reflected a reduction in the allowance for credit losses predominantly as a result of continued improvement in the 
credit quality of the commercial and industrial loan portfolio, reduced net charge-offs and repayments. For a more detailed discussion of the loan 
portfolio and the allowance for credit losses, see the segment discussions for RFS on pages 25–35, CS on pages 36–40, IB on pages 21–24 and 
CB on pages 41–43, and the Allowance for Credit Losses section on pages 95–98 of this Form 10-Q.  

Noninterest expense  

Total noninterest expense for the third quarter of 2010 was $14.4 billion, up by $943 million, or 7%, from the third quarter of 2009. For the first 
nine months of 2010, total noninterest expense was $45.2 billion, up by $4.8 billion, or 12%, from the comparable 2009 period. The increase for 
both periods was driven by higher noncompensation expense, predominantly due to higher litigation expense.  

The decrease in compensation expense from the third quarter of 2009 was predominantly due to lower performance-based incentives, 
particularly in IB; this was partially offset by higher salary expense related to investments in the businesses, including the addition of sales force 
in RFS and client advisors in AM. Compensation expense for the first nine months of 2010 decreased from the prior-year period, predominantly 
due to lower performance-based incentives, largely offset by the impact of the U.K. Bank Payroll Tax and higher salary expense related to 
investments in the businesses.  
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Provision for credit losses   Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   Change   2010   2009   Change 
  

Wholesale    $ 44     $ 779       (94 )%   $ (764 )   $ 3,553     NM 
Consumer      3,179       7,325       (57 )     14,360       21,178       (32 )% 
  

          
  

        

Total provision for credit losses    $ 3,223     $ 8,104       (60 )%   $ 13,596     $ 24,731       (45 )% 
  

                                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   Change   2010   2009   Change 
  

Compensation expense (a)    $ 6,661     $ 7,311       (9 )%   $ 21,553     $ 21,816       (1 )% 
Noncompensation expense:                                                  

Occupancy      884       923       (4 )     2,636       2,722       (3 ) 
Technology, communications and 

equipment      1,184       1,140       4       3,486       3,442       1   
Professional and outside services      1,718       1,517       13       4,978       4,550       9   
Marketing      651       440       48       1,862       1,241       50   
Other (b)(c)(d)      3,082       1,767       74       9,942       5,332       86   

Amortization of intangibles      218       254       (14 )     696       794       (12 ) 
  

          
  

        

Total noncompensation expense      7,737       6,041       28       23,600       18,081       31   
Merger costs      —      103     NM     —      451     NM 
  

          
  

        

Total noninterest expense    $ 14,398     $ 13,455       7 %   $ 45,153     $ 40,348       12 % 
  

(a)   Year-to-date 2010 included a payroll tax expense related to the U.K. Bank Payroll Tax on certain compensation awarded from 
December 9, 2009, to April 5, 2010, to relevant banking employees. 

  

(b)   Includes litigation expense of $1.5 billion and $5.2 billion for the three and nine months ended September 30, 2010, compared with 
$246 million and a net benefit of $10 million for the three and nine months ended September 30, 2009, respectively. 

  

(c)   Includes foreclosed property expense of $251 million and $798 million for the three and nine months ended September 30, 2010, 
respectively, compared with $346 million and $965 million for the three and nine months ended September 30, 2009, respectively. For 
additional information regarding foreclosed property, see Note 13 on page 196 of JPMorgan Chase’s 2009 Annual Report. 

  

(d)   Year-to-date 2009 included a $675 million Federal Deposit Insurance Corporation (“ FDIC” ) special assessment. 
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Noncompensation expense increased for the third quarter and first nine months of 2010 compared with the prior-year periods, due to higher 
litigation expense. Also contributing to the increase were higher marketing expense in CS and higher professional services expense, due to 
investments in systems in the businesses and increased brokerage, clearing and exchange transaction processing expense in IB. Partially 
offsetting the increase in the nine-month comparison was the absence of a $675 million FDIC special assessment recognized in the second 
quarter of 2009. For a further discussion of litigation expense, see Litigation reserve in Note 21 – Commitments and Contingencies on pages 
173–174 of this Form 10-Q. For a discussion of amortization of intangibles, refer to Note 16 on pages 167–170 of this Form 10-Q.  

There were no merger costs recorded in 2010. Merger costs of $103 million and $451 million were recorded in the third quarter and first nine 
months of 2009, respectively. For additional information on merger costs, refer to Note 10 on page 143 of this Form 10-Q.  

Income tax expense  

The decrease in the effective tax rate for the third quarter and first nine months of 2010 compared with the prior-year periods was primarily the 
result of lower state and local income taxes, as well as tax benefits recognized upon the resolution of tax audits in both 2010 periods. These 
decreases were partially offset by the impact of higher reported pretax income for 2010. For additional information on income taxes, see Critical 
Accounting Estimates Used by the Firm on pages 104–106 of this Form 10-Q.  

Extraordinary gain  

On September 25, 2008, JPMorgan Chase acquired the banking operations of Washington Mutual. This transaction was accounted for under the 
purchase method of accounting for business combinations. The adjusted net asset value of the banking operations after purchase accounting 
adjustments was higher than the consideration paid by JPMorgan Chase, resulting in an extraordinary gain. In the third quarter of 2009, the Firm 
recognized a $76 million increase in the extraordinary gain associated with the final purchase accounting adjustments for the acquisition. The 
preliminary gain recognized in 2008 was $1.9 billion. For a further discussion of the Washington Mutual transaction, see Note 2 on pages 143–
148 of the Firm’s 2009 Annual Report.  
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    Three months ended September 30,   Nine months ended September 30, 
(in millions, except rate)   2010   2009   2010   2009 
  

Income before income tax expense    $ 6,203     $ 5,063     $ 17,847     $ 12,191   
Income tax expense      1,785       1,551       5,308       3,817   
Effective tax rate      28.8 %     30.6 %     29.7 %     31.3 % 
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EXPLANATION AND RECONCILIATION OF THE FIRM’S USE OF  NON-GAAP FINANCIAL MEASURES  

The Firm prepares its consolidated financial statements using accounting principles generally accepted in the U.S. (“U.S. GAAP”); these 
financial statements appear on pages 108–111 of this Form 10-Q. That presentation, which is referred to as “reported basis,” provides the reader 
with an understanding of the Firm’s results that can be tracked consistently from year to year and enables a comparison of the Firm’s 
performance with other companies’ U.S. GAAP financial statements.  

In addition to analyzing the Firm’s results on a reported basis, management reviews the Firm’s results and the results of the lines of business on a 
“managed” basis, which is a non-GAAP financial measure. The Firm’s definition of managed basis starts with the reported U.S. GAAP results 
and includes certain reclassifications to present total net revenue for the Firm (and each of the business segments) on a FTE basis. Accordingly, 
revenue from tax-exempt securities and investments that receive tax credits is presented in the managed results on a basis comparable to taxable 
securities and investments. This non-GAAP financial measure allows management to assess the comparability of revenue arising from both 
taxable and tax-exempt sources. The corresponding income tax impact related to these items is recorded within income tax expense. These 
adjustments have no impact on net income as reported by the Firm as a whole or by the lines of business.  

Prior to January 1, 2010, the Firm’s managed-basis presentation also included certain reclassification adjustments that assumed credit card loans 
securitized by CS remained on the balance sheet. Effective January 1, 2010, the Firm adopted new accounting guidance that required the Firm to 
consolidate its Firm-sponsored credit card securitizations trusts. The income, expense and credit costs associated with these securitization 
activities are now recorded in the 2010 Consolidated Statements of Income in the same classifications that were previously used to report such 
items on a managed basis. As a result of the consolidation of the credit card securitization trusts, reported and managed basis relating to credit 
card securitizations are equivalent for periods beginning after January 1, 2010. For additional information on the new accounting guidance, see 
Note 15 on pages 155–167 of this Form 10-Q.  

The presentation in 2009 of CS results on a managed basis assumed that credit card loans that had been securitized and sold in accordance with 
U.S. GAAP remained on the Consolidated Balance Sheets, and that the earnings on the securitized loans were classified in the same manner as 
the earnings on retained loans recorded on the Consolidated Balance Sheets. JPMorgan Chase used the concept of managed basis to evaluate the 
credit performance and overall financial performance of the entire managed credit card portfolio. Operations were funded and decisions were 
made about allocating resources, such as employees and capital, based on managed financial information. In addition, the same underwriting 
standards and ongoing risk monitoring are used for both loans on the Consolidated Balance Sheets and securitized loans. Although 
securitizations result in the sale of credit card receivables to a trust, JPMorgan Chase retains the ongoing customer relationships, as the 
customers may continue to use their credit cards; accordingly, the customer’s credit performance affects both the securitized loans and the loans 
retained on the Consolidated Balance Sheets. JPMorgan Chase believed that this managed-basis information was useful to investors, as it 
enabled them to understand both the credit risks associated with the loans reported on the Consolidated Balance Sheets and the Firm’s retained 
interests in securitized loans. For a reconciliation of 2009 reported to managed basis results for CS, see CS segment results on pages 36–40 of 
this Form 10-Q. For information regarding the securitization process, and loans and residual interests sold and securitized, see Note 15 on pages 
155–167 of this Form 10-Q.  

Tangible common equity (“TCE”) represents common stockholders’ equity (i.e., total stockholders’ equity less preferred stock) less identifiable 
intangible assets (other than MSRs) and goodwill, net of related deferred tax liabilities. ROTCE, a non-GAAP financial ratio, measures the 
Firm’s earnings as a percentage of TCE and is, in management’s view, a meaningful measure to assess the Firm’s use of equity.  

Management also uses certain non-GAAP financial measures at the business-segment level, because it believes these other non-GAAP financial 
measures provide information to investors about the underlying operational performance and trends of the particular business segment and, 
therefore, facilitate a comparison of the business segment with the performance of its competitors.  

15  
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The following summary table provides a reconciliation from the Firm’s reported U.S. GAAP results to managed basis.  

NA: Not applicable  
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    Three months ended September 30, 2010 
                    Fully     
    Reported   Credit   tax-equivalent   Managed 
(in millions, except per share and ratios)   results   card (b)   adjustments   basis 
  

Revenue                                  
Investment banking fees    $ 1,476     NA   $ —    $ 1,476   
Principal transactions      2,341     NA     —      2,341   
Lending– and deposit–related fees      1,563     NA     —      1,563   
Asset management, administration and commissions      3,188     NA     —      3,188   
Securities gains      102     NA     —      102   
Mortgage fees and related income      707     NA     —      707   
Credit card income      1,477     NA     —      1,477   
Other income      468     NA     415       883   
  

Noninterest revenue      11,322     NA     415       11,737   
Net interest income      12,502     NA     96       12,598   
  

Total net revenue      23,824     NA     511       24,335   
Noninterest expense      14,398     NA     —      14,398   
  

Pre-provision profit      9,426     NA     511       9,937   
Provision for credit losses      3,223     NA     —      3,223   
  

Income before income tax expense      6,203     NA     511       6,714   
Income tax expense      1,785     NA     511       2,296   
  

Net income    $ 4,418     NA   $ —    $ 4,418   
  

Diluted earnings per share    $ 1.01     NA   $ —    $ 1.01   
Return on assets      0.86 %   NA   NM     0.86 % 
Overhead ratio      60     NA   NM     59   
  

                                  
    Three months ended September 30, 2009 
                    Fully     
    Reported   Credit   tax-equivalent   Managed 
(in millions, except per share and ratios)   results   card (b)   adjustments   basis 
  

Revenue                                  
Investment banking fees    $ 1,679     $ —    $ —    $ 1,679   
Principal transactions      3,860       —      —      3,860   
Lending– and deposit–related fees      1,826       —      —      1,826   
Asset management, administration and commissions      3,158       —      —      3,158   
Securities gains      184       —      —      184   
Mortgage fees and related income      843       —      —      843   
Credit card income      1,710       (285 )     —      1,425   
Other income      625       —      371       996   
  

Noninterest revenue      13,885       (285 )     371       13,971   
Net interest income      12,737       1,983       89       14,809   
  

Total net revenue      26,622       1,698       460       28,780   
Noninterest expense      13,455       —      —      13,455   
  

Pre-provision profit      13,167       1,698       460       15,325   
Provision for credit losses      8,104       1,698       —      9,802   
  

Income before income tax expense and extraordinary gain      5,063       —      460       5,523   
Income tax expense      1,551       —      460       2,011   
  

Income before extraordinary gain      3,512       —      —      3,512   
Extraordinary gain      76       —      —      76   
  

Net income    $ 3,588     $ —    $ —    $ 3,588   
  

Diluted earnings per share (a)    $ 0.80     $ —    $ —    $ 0.80   
Return on assets (a)      0.70 %   NM   NM     0.67 % 
Overhead ratio      51     NM   NM     47   
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NA: Not applicable  
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    Nine months ended September 30, 2010 
                    Fully     
    Reported   Credit   tax-equivalent   Managed 
(in millions, except per share and ratios)   results   card (b)   adjustments   basis 
  

Revenue                                  
Investment banking fees    $ 4,358     NA   $ —    $ 4,358   
Principal transactions      8,979     NA     —      8,979   
Lending– and deposit–related fees      4,795     NA     —      4,795   
Asset management, administration and commissions      9,802     NA     —      9,802   
Securities gains      1,712     NA     —      1,712   
Mortgage fees and related income      2,253     NA     —      2,253   
Credit card income      4,333     NA     —      4,333   
Other income      1,465     NA     1,242       2,707   
  

Noninterest revenue      37,697     NA     1,242       38,939   
Net interest income      38,899     NA     282       39,181   
  

Total net revenue      76,596     NA     1,524       78,120   
Noninterest expense      45,153     NA     —      45,153   
  

Pre-provision profit      31,443     NA     1,524       32,967   
Provision for credit losses      13,596     NA     —      13,596   
  

Income before income tax expense      17,847     NA     1,524       19,371   
Income tax expense      5,308     NA     1,524       6,832   
  

Net income    $ 12,539     NA   $ —    $ 12,539   
  

Diluted earnings per share    $ 2.84     NA   $ —    $ 2.84   
Return on assets      0.82 %   NA   NM     0.82 % 
Overhead ratio      59     NA   NM     58   
  

                                  
    Nine months ended September 30, 2009 
                    Fully     
    Reported   Credit   tax-equivalent   Managed 
(in millions, except per share and ratios)   results   card (b)   adjustments   basis 
  

Revenue                                  
Investment banking fees    $ 5,171     $ —    $ —    $ 5,171   
Principal transactions      8,958       —      —      8,958   
Lending– and deposit–related fees      5,280       —      —      5,280   
Asset management, administration and commissions      9,179       —      —      9,179   
Securities gains      729       —      —      729   
Mortgage fees and related income      3,228       —      —      3,228   
Credit card income      5,266       (1,119 )     —      4,147   
Other income      685       —      1,043       1,728   
  

Noninterest revenue      38,496       (1,119 )     1,043       38,420   
Net interest income      38,774       5,945       272       44,991   
  

Total net revenue      77,270       4,826       1,315       83,411   
Noninterest expense      40,348       —      —      40,348   
  

Pre-provision profit      36,922       4,826       1,315       43,063   
Provision for credit losses      24,731       4,826       —      29,557   
  

Income before income tax expense and extraordinary gain      12,191       —      1,315       13,506   
Income tax expense      3,817       —      1,315       5,132   
  

Income before extraordinary gain      8,374       —      —      8,374   
Extraordinary gain      76       —      —      76   
  

Net income    $ 8,450     $ —    $ —    $ 8,450   
  

Diluted earnings per share (a)    $ 1.50     $ —    $ —    $ 1.50   
Return on assets (a)      0.55 %   NM   NM     0.53 % 
Overhead ratio      52     NM   NM     48   
  

(a)   Based on income before extraordinary gain. 
  

(b)   See pages 36–40 of this Form 10-Q for a discussion of the effect of credit card securitizations on CS results. 
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Average tangible common equity  

Impact on ROE of redemption of TARP preferred stock issued to the U.S. Department of the Treasury (“U.S. Treasury”)  

The calculation of year-to-date 2009 net income applicable to common equity includes a one-time, noncash reduction of $1.1 billion resulting 
from the repayment of TARP preferred capital. Excluding this reduction ROE would have been 7% for year-to-date 2009 as disclosed in the 
table below. The Firm views the adjusted ROE, a non-GAAP financial measure, as meaningful because it increases the comparability to prior 
periods.  
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Three months ended September 30,   2010   2009 
(in millions)   Reported   Securitized (a)   Managed   Reported   Securitized (a)   Managed 
  

Loans – Period-end    $ 690,531     NA   $ 690,531     $ 653,144     $ 87,028     $ 740,172   
Total assets – average      2,041,113     NA     2,041,113       1,999,176       82,779       2,081,955   
  

                                                  
Nine months ended September 30,   2010   2009 
(in millions)   Reported   Securitized (a)   Managed   Reported   Securitized (a)   Managed 
  

Loans – Period-end    $ 690,531     NA   $ 690,531     $ 653,144     $ 87,028     $ 740,172   
Total assets – average      2,041,156     NA     2,041,156       2,034,640       82,383       2,117,023   
  

(a)   Loans securitized are defined as loans that were sold to nonconsolidated securitization trusts and were not included in reported loans as of 
or for the three and nine months ended September 30, 2009. For further discussion of credit card securitizations, see Note 15 on pages 
155–167 of this Form 10-Q. 

                                                          
    Three months ended   Nine months ended 
    Sept. 30,   June 30,   March 31,   Dec. 31,   Sept. 30,   Sept. 30,   Sept. 30, 
(in millions)   2010   2010   2010   2009   2009   2010   2009 
  

Common stockholders’  equity    $ 163,962     $ 159,069     $ 156,094     $ 156,525     $ 149,468     $ 159,737     $ 142,322   
Less: Goodwill      48,745       48,348       48,542       48,341       48,328       48,546       48,225   
Less: Certain identifiable 

intangible assets      4,094       4,265       4,307       4,741       4,984       4,221       5,214   
Add: Deferred tax liabilities (a)      2,620       2,564       2,541       2,533       2,531       2,575       2,552   
  

Tangible common equity 
(TCE)    $ 113,743     $ 109,020     $ 105,786     $ 105,976     $ 98,687     $ 109,545     $ 91,435   

  

(a)   Represents deferred tax liabilities related to tax-deductible goodwill and to identifiable intangibles created in non-taxable transactions, 
which are netted against goodwill and other intangibles when calculating TCE. 

                  
    Nine months ended September 30, 2009 
            Excluding the 
(in millions, except ratios)   As reported   TARP redemption 
  

Return on equity                  
Net income    $ 8,450     $ 8,450   
Less: Preferred stock dividends      1,165       1,165   
Less: Accelerated amortization from redemption of preferred stock issued to the U.S. Treasury      1,112       —  
  

Net income applicable to common equity    $ 6,173     $ 7,285   
  

Average common stockholders’  equity    $ 142,322     $ 142,322   
  

Return on common equity      6 %     7 % 
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Impact on diluted earnings per share of redemption of TARP preferred stock issued to the U.S. Treasury  

Net income applicable to common equity for year-to-date 2009 includes a one-time, noncash reduction of approximately $1.1 billion resulting 
from the repayment of TARP preferred capital. The following table presents the calculations of the effect on net income applicable to common 
stockholders for year-to-date 2009 and the $0.27 reduction to diluted EPS which resulted from the repayment.  

Other financial measures  

The Firm also discloses the allowance for loan losses to total retained loans, excluding home lending PCI loans and loans held by the WMMT. 
For a further discussion of this credit metric, see Allowance for Credit Losses on pages 95-98 of this Form 10-Q.  
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    Nine months ended September 30, 2009 
            Effect of TARP 
(in millions, except per share)   As reported   redemption 
  

Diluted earnings per share                  
Net income    $ 8,450     $ —  
Less: Preferred stock dividends      1,165       —  
Less: Accelerated amortization from redemption of preferred stock issued to the U.S. Treasury      1,112       1,112   
  

Net income applicable to common equity    $ 6,173     $ (1,112 ) 
Less: Dividends and undistributed earnings allocated to participating securities      348       (64 ) 
  

Net income applicable to common stockholders    $ 5,825     $ (1,048 ) 
  

Total weighted average diluted shares outstanding      3,848.3       3,848.3   
  

Net income per share    $ 1.51     $ (0.27 ) 
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BUSINESS SEGMENT RESULTS  

The Firm is managed on a line of business basis. The business segment financial results presented reflect the current organization of JPMorgan 
Chase. There are six major reportable business segments: the Investment Bank, Retail Financial Services, Card Services, Commercial Banking, 
Treasury & Securities Services and Asset Management, as well as a Corporate/Private Equity segment. The business segments are determined 
based on the products and services provided, or the type of customer served, and reflect the manner in which financial information is currently 
evaluated by management. Results of these lines of business are presented on a managed basis.  

Description of business segment reporting methodology  

Results of the business segments are intended to reflect each segment as if it were essentially a stand-alone business. The management reporting 
process that derives business segment results allocates income and expense using market-based methodologies. For a further discussion of those 
methodologies, see Business Segment Results — Description of business segment reporting methodology on pages 53—54 of JPMorgan 
Chase’s 2009 Annual Report. The Firm continues to assess the assumptions, methodologies and reporting classifications used for segment 
reporting, and further refinements may be implemented in future periods.  

Business segment capital allocation changes  

Each business segment is allocated capital by taking into consideration stand-alone peer comparisons, economic risk measures and regulatory 
capital requirements. The amount of capital assigned to each business is referred to as equity. Effective January 1, 2010, the Firm enhanced its 
line of business equity framework to better align equity assigned to each line of business with the changes anticipated to occur in the business, 
and in the competitive and regulatory landscape. The lines of business are now capitalized based on the Tier 1 common standard, rather than the 
Tier 1 capital standard. For a further discussion of the changes, see Capital Management — Line-of-business equity on page 65 of this Form 10-
Q.  

Segment Results — Managed Basis (a) 
 

The following table summarizes the business segment results for the periods indicated.  
                                                                                          
Three months ended                                                                           Return 
September 30,   Total net revenue   Noninterest expense   Net income/(loss)   on equity 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change   2010   2009   Change   2010   2009 
  

Investment Bank (b)    $ 5,353     $ 7,508       (29 )%   $ 3,704     $ 4,274       (13 )%   $ 1,286     $ 1,921       (33 )%     13 %     23 % 
Retail Financial 

Services      7,646       8,218       (7 )     4,517       4,196       8       907       7     NM     13       —  
Card Services      4,253       5,159       (18 )     1,445       1,306       11       735       (700 )   NM     19       (19 ) 
Commercial 

Banking      1,527       1,459       5       560       545       3       471       341       38       23       17   
Treasury & 

Securities 
Services      1,831       1,788       2       1,410       1,280       10       251       302       (17 )     15       24   

Asset Management      2,172       2,085       4       1,488       1,351       10       420       430       (2 )     26       24   
Corporate/Private 

Equity (b)      1,553       2,563       (39 )     1,274       503       153       348       1,287       (73 )   NM   NM 
      

          
    

          
    

                        

Total    $ 24,335     $ 28,780       (15 )%   $ 14,398     $ 13,455       7 %   $ 4,418     $ 3,588       23 %     10 %     9 % 
  

                                                                                          
Nine months ended                                                                           Return 
September 30,   Total net revenue   Noninterest expense   Net income/(loss)   on equity 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change   2010   2009   Change   2010   2009 
  

Investment Bank (b)    $ 20,004     $ 23,180       (14 )%   $ 13,064     $ 13,115       —%   $ 5,138     $ 4,998       3 %     17 %     20 % 
Retail Financial 

Services      23,231       25,023       (7 )     13,040       12,446       5       1,818       496       267       9       3   
Card Services      12,917       15,156       (15 )     4,283       3,985       7       775       (1,919 )   NM     7       (17 ) 
Commercial 

Banking      4,429       4,314       3       1,641       1,633       —      1,554       1,047       48       26       17   
Treasury & 

Securities 
Services      5,468       5,509       (1 )     4,134       3,887       6       822       989       (17 )     17       26   

Asset Management      6,371       5,770       10       4,335       4,003       8       1,203       1,006       20       25       19   
Corporate/Private 

Equity (b)      5,700       4,459       28       4,656       1,279       264       1,229       1,833       (33 )   NM   NM 
      

          
    

          
    

                        

Total    $ 78,120     $ 83,411       (6 )%   $ 45,153     $ 40,348       12 %   $ 12,539     $ 8,450       48 %     10 %     6 % 
  

(a)   Represents reported results on a tax-equivalent basis. The managed basis also assumes that credit card loans in Firm-sponsored credit 
card securitization trusts remained on the balance sheet for 2009. Firm-sponsored credit card securitizations were consolidated at their 
carrying values on January 1, 2010, under the new consolidation guidance related to VIEs. 

  

(b)   Corporate/Private Equity includes an adjustment to offset IB’s inclusion of the credit reimbursement from TSS in total net revenue; TSS 
reports the reimbursement to IB as a separate line on its income statement (not part of total revenue). 
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INVESTMENT BANK  

For a discussion of the business profile of IB, see pages 55—57 of JPMorgan Chase’s 2009 Annual Report and Introduction on page 5 of this 
Form 10-Q.  

21  

                                                  
Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Revenue                                                  
Investment banking fees    $ 1,502     $ 1,658       (9 )%   $ 4,353     $ 5,277       (18 )% 
Principal transactions      1,129       2,714       (58 )     7,165       8,070       (11 ) 
Lending- and deposit-related fees      205       185       11       610       490       24   
Asset management, administration and 

commissions      565       633       (11 )     1,761       2,042       (14 ) 
All other income (a)      61       63       (3 )     196       (101 )   NM 
      

          
    

        

Noninterest revenue      3,462       5,253       (34 )     14,085       15,778       (11 ) 
Net interest income (b)      1,891       2,255       (16 )     5,919       7,402       (20 ) 
      

          
    

        

Total net revenue (c)      5,353       7,508       (29 )     20,004       23,180       (14 ) 
Provision for credit losses      (142 )     379     NM     (929 )     2,460     NM 
Noninterest expense                                                  
Compensation expense      2,031       2,778       (27 )     7,882       8,785       (10 ) 
Noncompensation expense      1,673       1,496       12       5,182       4,330       20   
      

          
    

        

Total noninterest expense      3,704       4,274       (13 )     13,064       13,115       —  
      

          
    

        

Income before income tax expense      1,791       2,855       (37 )     7,869       7,605       3   
Income tax expense      505       934       (46 )     2,731       2,607       5   
      

          
    

        

Net income    $ 1,286     $ 1,921       (33 )   $ 5,138     $ 4,998       3   
      

          

    

        

Financial ratios                                                  
Return on common equity      13 %     23 %             17 %     20 %         
Return on assets      0.68       1.12               0.97       0.94           
Overhead ratio      69       57               65       57           
Compensation expense as a percentage 

of total net revenue (d)      38       37               39       38           
      

          
    

        

Revenue by business                                                  
Investment banking fees:                                                  

Advisory    $ 385     $ 384       —    $ 1,045     $ 1,256       (17 ) 
Equity underwriting      333       681       (51 )     1,100       2,092       (47 ) 
Debt underwriting      784       593       32       2,208       1,929       14   

      
          

    
        

Total investment banking fees      1,502       1,658       (9 )     4,353       5,277       (18 ) 
Fixed income markets      3,123       5,011       (38 )     12,150       14,829       (18 ) 
Equity markets      1,135       941       21       3,635       3,422       6   
Credit portfolio (a)      (407 )     (102 )     (299 )     (134 )     (348 )     61   
      

          
    

        

Total net revenue    $ 5,353     $ 7,508       (29 )   $ 20,004     $ 23,180       (14 ) 
      

          

    

        

Revenue by region (a)                                                  
Americas    $ 2,857     $ 3,850       (26 )   $ 11,354     $ 12,284       (8 ) 
Europe/Middle East/Africa      1,531       2,912       (47 )     5,882       8,288       (29 ) 
Asia/Pacific      965       746       29       2,768       2,608       6   
      

          
    

        

Total net revenue    $ 5,353     $ 7,508       (29 )   $ 20,004     $ 23,180       (14 ) 
      

(a)   TSS was charged a credit reimbursement related to certain exposures managed within IB credit portfolio on behalf of clients shared with 
TSS. IB recognizes this credit reimbursement in its credit portfolio business in all other income. 

  

(b)   The decrease in net interest income in the third quarter and year-to-date 2010 was primarily due to lower loan balances, lower Prime 
Services spreads and lower yielding fixed income trading balances. 

  

(c)   Total net revenue included tax-equivalent adjustments, predominantly due to income tax credits related to affordable housing and 
alternative energy investments, as well as tax-exempt income from municipal bond investments of $390 million and $371 million for the 
quarters ended September 30, 2010 and 2009, respectively, and $1.2 billion and $1.1 billion for year-to-date 2010 and 2009, respectively. 

  

(d)   The compensation expense as a percentage of total net revenue ratio for year-to-date of 2010 excluding the payroll tax expense related to 
the U.K. Bank Payroll Tax on certain compensation awarded from December 9, 2009, to April 5, 2010 to relevant banking employees, 
which is a non-GAAP financial measure, was 37%. IB excludes this tax from the ratio because it enables comparability with prior periods. 
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Quarterly results  

Net income was $1.3 billion, down 33% compared with the prior year. The decrease reflected lower revenue, partially offset by lower 
noninterest expense and a benefit from the provision for credit losses.  

Net revenue was $5.4 billion, compared with $7.5 billion in the prior year. Investment banking fees were $1.5 billion, down 9%; these consisted 
of equity underwriting fees of $333 million (down 51%), debt underwriting fees of $784 million (up 32%) and advisory fees of $385 million (flat 
compared with the prior year). Fixed Income Markets revenue was $3.1 billion, compared with $5.0 billion in the prior year. The decrease 
largely reflected lower results in credit and rates markets. The current period also included losses of $149 million from the tightening of the 
Firm’s credit spreads on certain structured liabilities, compared with losses of $497 million in the prior period. Equity Markets revenue was 
$1.1 billion, compared with $941 million in the prior year, reflecting solid client revenue. The current period also included losses of $96 million 
from the tightening of the Firm’s credit spreads on certain structured liabilities, compared with losses of $343 million in the prior period. Credit 
Portfolio revenue was a loss of $407 million, primarily reflecting the negative net impact of credit spreads on derivative assets and liabilities, 
partially offset by net interest income and fees on retained loans.  

The provision for credit losses was a benefit of $142 million, compared with an expense of $379 million in the prior year. The current-quarter 
provision reflected a reduction in the allowance for loan losses, largely related to net repayments and loan sales. The allowance for loan losses to 
end-of-period loans retained was 3.85%, compared with 8.44% in the prior year. The decline in the allowance ratio was due largely to the 
consolidation of asset-backed commercial paper conduits in accordance with new accounting guidance, effective January 1, 2010; excluding 
these balances, the current-quarter allowance coverage ratio was 6.20%. Net charge-offs were $33 million, compared with $750 million in the 
prior year. Nonperforming loans were $2.4 billion, down by $2.5 billion from the prior year.  

Noninterest expense was $3.7 billion, down 13% from the prior year, primarily due to lower compensation expense.  

ROE was 13% on $40.0 billion of average allocated capital.  

Year-to-date results  

Net income was $5.1 billion, up 3% compared with the prior year. These results primarily reflected a benefit from the provision for credit losses, 
compared with an expense in the prior year, partially offset by lower net revenue.  

Net revenue was $20.0 billion, compared with $23.2 billion in the prior year. Investment banking fees were $4.4 billion, down 18% from the 
prior year; these consisted of debt underwriting fees of $2.2 billion (up 14%), equity underwriting fees of $1.1 billion (down 47%), and advisory 
fees of $1.0 billion (down 17%). Fixed Income Markets revenue was $12.2 billion, compared with $14.8 billion in the prior year. The decrease 
from the prior year largely reflected lower results in rates and credit markets, partially offset by gains of $307 million from the widening of the 
Firm’s credit spread on certain structured liabilities, compared with losses of $848 million in the prior year. Equity Markets revenue was 
$3.6 billion, compared with $3.4 billion in the prior year, reflecting solid client revenue, as well as gains of $142 million from the widening of 
the Firm’s credit spread on certain structured liabilities, compared with losses of $453 million in the prior year. Credit Portfolio revenue was a 
loss of $134 million, primarily reflecting negative impact of credit spreads on derivative assets as well as mark-to-market losses on hedges of 
retained loans, partially offset by net interest income and fees on loans.  

The provision for credit losses was a benefit of $929 million, compared with an expense of $2.5 billion in the prior year. The current-year 
provision reflected a reduction in the allowance for loan losses, largely related to net repayments and loan sales. Net charge-offs were 
$758 million, compared with $1.2 billion in the prior year.  

Noninterest expense was $13.1 billion, flat to the prior year, as lower performance-based compensation expense was largely offset by increased 
litigation reserves, including those for mortgage-related matters. Current-year results also included the impact of the U.K. Bank Payroll Tax.  

ROE on equity was 17% on $40.0 billion of average allocated capital.  
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Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in millions, except headcount and ratios)   2010   2009   Change   2010   2009   Change 
  

Selected balance sheet data (period-
end)                                                  

Loans: (a)                                                  
Loans retained (b)    $ 51,299     $ 55,703       (8 )%   $ 51,299     $ 55,703       (8 )% 
Loans held-for-sale and loans at fair 

value      2,252       4,582       (51 )     2,252       4,582       (51 ) 
  

          
  

        

Total loans      53,551       60,285       (11 )     53,551       60,285       (11 ) 
Equity      40,000       33,000       21       40,000       33,000       21   
                                                   
Selected balance sheet data 

(average)                                                  
Total assets    $ 746,926     $ 678,796       10     $ 711,277     $ 707,396       1   
Trading assets—debt and equity 

instruments      300,517       270,695       11       293,605       269,668       9   
Trading assets—derivative receivables     76,530       86,651       (12 )     69,547       103,929       (33 ) 
Loans: (a)                                                  

Loans retained (b)      53,331       61,269       (13 )     55,042       66,479       (17 ) 
Loans held-for-sale and loans at fair 

value      2,678       4,981       (46 )     3,118       8,745       (64 ) 
  

          
  

        

Total loans      56,009       66,250       (15 )     58,160       75,224       (23 ) 
Adjusted assets (c)      539,459       515,718       5       524,658       545,235       (4 ) 
Equity      40,000       33,000       21       40,000       33,000       21   
                                                   
Headcount      26,373       24,828       6       26,373       24,828       6   
                                                   
Credit data and quality statistics                                                  
Net charge-offs    $ 33     $ 750       (96 )   $ 758     $ 1,219       (38 ) 
Nonperforming assets:                                                  

Nonperforming loans:                                                  
Nonperforming loans retained (b)

(d)      2,025       4,782       (58 )     2,025       4,782       (58 ) 
Nonperforming loans held-for-

sale and loans at fair value      361       128       182       361       128       182   
  

          
  

        

Total nonperforming loans      2,386       4,910       (51 )     2,386       4,910       (51 ) 
Derivative receivables      255       624       (59 )     255       624       (59 ) 
Assets acquired in loan satisfactions     148       248       (40 )     148       248       (40 ) 

  
          

  
        

Total nonperforming assets      2,789       5,782       (52 )     2,789       5,782       (52 ) 
Allowance for credit losses:                                                  

Allowance for loan losses      1,976       4,703       (58 )     1,976       4,703       (58 ) 
Allowance for lending-related 

commitments      570       401       42       570       401       42   
  

          
  

        

Total allowance for credit losses      2,546       5,104       (50 )     2,546       5,104       (50 ) 
Net charge-off rate (b)(e)      0.25 %     4.86 %             1.84 %     2.45 %         
Allowance for loan losses to period-

end loans retained (b)(e)      3.85       8.44               3.85       8.44           
Allowance for loan losses to average 

loans retained (b)(e)      3.71       7.68               3.59       7.07           
Allowance for loan losses to 

nonperforming loans retained (b)(d)

(e)      98       98               98       98           
Nonperforming loans to period-end 

loans      4.46       8.14               4.46       8.14           
Nonperforming loans to average loans      4.26       7.41               4.10       6.53           
Market risk —average trading and 

credit portfolio VaR — 95% 
confidence level                                                  

Trading activities:                                                  
Fixed income    $ 72     $ 182       (60 )   $ 68     $ 173       (61 ) 
Foreign exchange      9       19       (53 )     11       19       (42 ) 
Equities      21       19       11       22       55       (60 ) 
Commodities and other      13       23       (43 )     16       22       (27 ) 
Diversification (f)      (38 )     (97 )     61       (43 )     (101 )     57   

  
          

  
        

Total trading VaR (g)      77       146       (47 )     74       168       (56 ) 
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Credit portfolio VaR (h)      30       29       3       25       61       (59 ) 
Diversification (f)      (8 )     (32 )     75       (9 )     (52 )     83   
  

          
  

        

Total trading and credit portfolio VaR    $ 99     $ 143       (31 )   $ 90     $ 177       (49 ) 
  

(a)   Effective January 1, 2010, the Firm adopted new consolidation guidance related to VIEs. Upon adoption of the new guidance, the Firm 
consolidated its Firm-administered multi-seller conduits. As a result, $15.1 billion of related loans were recorded in loans on the 
Consolidated Balance Sheets. 

  

(b)   Loans retained include credit portfolio loans, leveraged leases and other accrual loans, and exclude loans held-for-sale and loans 
accounted for at fair value. 
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According to Dealogic, for the first nine months of 2010, the Firm was ranked #1 in Global Debt, Equity and Equity-Related; #1 in Global 
Equity and Equity-Related; #1 in Global Long-Term Debt; #2 in Global Syndicated Loans and #2 in Global Announced M&A based on volume.  

According to Dealogic, the Firm was ranked #1 in Investment Banking fees generated for the first nine months of 2010, based on revenue.  
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(c)   Adjusted assets, a non-GAAP financial measure, equals total assets minus: (1) securities purchased under resale agreements and 
securities borrowed less securities sold, not yet purchased; (2) assets of consolidated VIEs; (3) cash and securities segregated and on 
deposit for regulatory and other purposes; (4) goodwill and intangibles; (5) securities received as collateral; and (6) investments 
purchased under the Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility (“AML Facility”). The amount of 
adjusted assets is presented to assist the reader in comparing IB’s asset and capital levels to other investment banks in the securities 
industry. Asset-to-equity leverage ratios are commonly used as one measure to assess a company’s capital adequacy. IB believes an 
adjusted asset amount that excludes the assets discussed above, which were considered to have a low risk profile, provides a more 
meaningful measure of balance sheet leverage in the securities industry. 

  

(d)   Allowance for loan losses of $603 million and $1.8 billion were held against these nonperforming loans at September 30, 2010 and 2009, 
respectively. 

  

(e)   Loans held-for-sale and loans at fair value were excluded when calculating the allowance coverage ratio and net charge-off rate. 
  

(f)   Average value-at-risk (“VaR”) was less than the sum of the VaR of the components described above, which is due to portfolio 
diversification. The diversification effect reflects the fact that the risks were not perfectly correlated. The risk of a portfolio of positions is 
therefore usually less than the sum of the risks of the positions themselves. For a further discussion of VaR, see pages 99—101 of this 
Form 10-Q. 

  

(g)   Trading VaR includes predominantly all trading activities in IB, as well as syndicated lending facilities that the Firm intends to distribute; 
however, particular risk parameters of certain products are not fully captured, for example, correlation risk. Trading VaR does not include 
the debit valuation adjustments (“DVA”) taken on derivative and structured liabilities to reflect the credit quality of the Firm. See VaR 
discussion on pages 99—101 and the DVA Sensitivity table on page 101 of this Form 10-Q for further details. Trading VaR includes the 
estimated credit spread sensitivity of certain mortgage products. 

  

(h)   Credit portfolio VaR includes the derivative credit valuation adjustments (“ CVA” ), hedges of the CVA and mark-to-market (“ MTM” ) 
hedges of the retained loan portfolio, which were all reported in principal transactions revenue. This VaR does not include the retained 
loan portfolio. 

                                  
    Nine months ended September 30, 2010   Full-year 2009 
Market shares and rankings (a)   Market Share   Rankings   Market Share   Rankings 
  

Global investment banking fees (b)      8 %     #1       9 %     #1   
Global debt, equity and equity-related      7       #1       9       #1   
Global syndicated loans      9       #2       8       #1   
Global long-term debt (c)      7       #1       8       #1   
Global equity and equity-related (d)      8       #1       12       #1   
Global announced M&A (e)      18       #2       23       #3   
U.S. debt, equity and equity-related      11       #1       15       #1   
U.S. syndicated loans      20       #2       22       #1   
U.S. long-term debt (c)      11       #1       14       #1   
U.S. equity and equity-related      16       #1       16       #2   
U.S. announced M&A (e)      23       #3       36       #2   
  

(a)   Source: Dealogic. Global Investment Banking fees reflects ranking of fees and market share. Remainder of rankings reflects transaction 
volume rank and market share. 

  

(b)   Global IB fees exclude money market, short-term debt and shelf deals. 
  

(c)   Long-term debt tables include investment-grade, high-yield, supranationals, sovereigns, agencies, covered bonds, asset-backed securities 
and mortgage-backed securities; and exclude money market, short-term debt, and U.S. municipal securities. 

  

(d)   Equity and equity-related rankings include rights offerings and Chinese A-Shares. 
  

(e)   Global announced M&A is based on transaction value at announcement; all other rankings are based on transaction proceeds, with full 
credit to each book manager/equal if joint. Because of joint assignments, market share of all participants will add up to more than 100%. 
M&A for year-to-date 2010 and full-year 2009 reflects the removal of any withdrawn transactions. U.S. announced M&A represents any 
U.S. involvement ranking. 
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RETAIL FINANCIAL SERVICES  

Retail Financial Services (“RFS”) serves consumers and businesses through personal service at bank branches and through ATMs, online 
banking and telephone banking, as well as through auto dealerships and school financial-aid offices. Customers can use more than 5,100 bank 
branches (third-largest nationally) and 15,800 ATMs (second-largest nationally), as well as online and mobile banking around the clock. More 
than 28,500 branch salespeople assist customers with checking and savings accounts, mortgages, home equity and business loans, and 
investments across the 23-state footprint from New York and Florida to California. Consumers also can obtain loans through more than 16,000 
auto dealerships and 1,700 schools and universities nationwide. Prior to January 1, 2010, RFS was reported as: Retail Banking and Consumer 
Lending. Commencing January 1, 2010, Consumer Lending for reporting purposes is presented as: (1) Mortgage Banking & Other Consumer 
Lending, and (2) Real Estate Portfolios. Mortgage Banking & Other Consumer Lending comprises mortgage production and servicing, auto 
finance, and student and other lending activities. Real Estate Portfolios comprises residential mortgages and home equity loans, including the 
PCI portfolio acquired in the Washington Mutual transaction. This change is intended solely to provide further clarity around the Real Estate 
Portfolios. Retail Banking, which includes branch banking and business banking activities, is not affected by these reporting revisions.  
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Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Revenue                                                  
Lending- and deposit-related fees    $ 759     $ 1,046       (27 )%   $ 2,380     $ 2,997       (21 )% 
Asset management, administration and 

commissions      443       408       9       1,328       1,268       5   
Mortgage fees and related income      705       873       (19 )     2,246       3,313       (32 ) 
Credit card income      502       416       21       1,432       1,194       20   
Other income      379       321       18       1,146       829       38   
  

          
  

        

Noninterest revenue      2,788       3,064       (9 )     8,532       9,601       (11 ) 
Net interest income      4,858       5,154       (6 )     14,699       15,422       (5 ) 
  

          
  

        

Total net revenue (a)      7,646       8,218       (7 )     23,231       25,023       (7 ) 
                                                   
Provision for credit losses      1,548       3,988       (61 )     6,996       11,711       (40 ) 
                                                   
Compensation expense      1,915       1,728       11       5,527       4,990       11   
Noncompensation expense      2,533       2,385       6       7,304       7,207       1   
Amortization of intangibles      69       83       (17 )     209       249       (16 ) 
  

          
  

        

Total noninterest expense      4,517       4,196       8       13,040       12,446       5   
  

          
  

        

Income before income tax expense      1,581       34     NM     3,195       866       269   
Income tax expense      674       27     NM     1,377       370       272   
  

          
  

        

Net income    $ 907     $ 7     NM   $ 1,818     $ 496       267   
  

          

  

        

                                                   
Financial ratios                                                  
Return on common equity      13 %     —%             9 %     3 %         
Overhead ratio      59       51               56       50           
Overhead ratio excluding core deposit 

intangibles (b)      58       50               55       49           
  

(a)   Total net revenue included tax-equivalent adjustments associated with tax-exempt loans to municipalities and other qualified entities of 
$4 million and $6 million for the quarters ended September 30, 2010 and 2009, respectively, and $14 million and $18 million for the nine 
months ended September 30, 2010 and 2009, respectively. 

  

(b)   RFS uses the overhead ratio (excluding the amortization of core deposit intangibles (“CDI”)), a non-GAAP financial measure, to evaluate 
the underlying expense trends of the business. Including CDI amortization expense in the overhead ratio calculation would result in a 
higher overhead ratio in the earlier years and a lower overhead ratio in later years. This method would therefore result in an improving 
overhead ratio over time, all things remaining equal. The non-GAAP ratio excludes Retail Banking’s CDI amortization expense related to 
prior business combination transactions of $69 million and $83 million for the quarters ended September 30, 2010 and 2009, respectively, 
and $208 million and $248 million for the nine months ended September 30, 2010 and 2009, respectively. 
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Quarterly results  

Net income was $907 million, compared with $7 million in the prior year.  

Net revenue was $7.6 billion, a decrease of $572 million, or 7%, compared with the prior year. Net interest income was $4.9 billion, down by 
$296 million, or 6%, reflecting the impact of lower loan balances and narrower loan spreads, partially offset by a shift to wider-spread deposit 
products. Noninterest revenue was $2.8 billion, down by $276 million, or 9%, as lower deposit-related fees and mortgage fees and related 
income were partially offset by higher debit card income and auto operating lease income.  

The provision for credit losses was $1.5 billion, a decrease of $2.4 billion from the prior year. While delinquency trends and net charge-offs 
improved compared with the prior year, the current-quarter provision continued to reflect elevated losses for the mortgage and home equity 
portfolios. Home equity net charge-offs were $730 million (3.10% net charge-off rate), compared with $1.1 billion (4.25% net charge-off rate) in 
the prior year. Subprime mortgage net charge-offs were $206 million (6.64% net charge-off rate), compared with $422 million (12.31% net 
charge-off rate). Prime mortgage net charge-offs were $265 million (1.84% net charge-off rate), compared with $525 million (3.45% net charge-
off rate). There was no change to the allowance for loan losses in the quarter, while $1.4 billion was added in the prior year. The allowance for 
loan losses to ending loans retained, excluding purchased credit-impaired loans, was 5.36%, compared with 4.63% in the prior year.  

Noninterest expense was $4.5 billion, an increase of $321 million, or 8%, from the prior year.  

Year-to-date results  

Net income was $1.8 billion, compared with $496 million in the prior year.  

Net revenue was $23.2 billion, a decrease of $1.8 billion, or 7%, compared with the prior year. Net interest income was $14.7 billion, down by 
$723 million, or 5%, reflecting the impact of lower loan and deposit balances and narrower loan spreads, partially offset by a shift to wider-
spread deposit products. Noninterest revenue was $8.5 billion, down by $1.1 billion, or 11%, as lower mortgage fees and related income and 
deposit-related fees were partially offset by higher debit card income and auto operating lease income.  

The provision for credit losses was $7.0 billion, compared with $11.7 billion in the prior year. The current-year provision reflects an addition to 
the allowance for loan losses of $1.2 billion for the purchased credit-impaired portfolio, compared with prior year additions of $3.2 billion 
predominantly for the home equity and mortgage portfolios and $1.1 billion for the purchased credit-impaired portfolio. While delinquency 
trends and net charge-offs improved compared with the prior year, the provision continued to reflect elevated losses for the mortgage and home 
equity portfolios. Home equity net charge-offs were $2.7 billion (3.68% net charge-off rate), compared with $3.5 billion (4.26% net charge-off 
rate) in the prior year. Subprime mortgage net charge-offs were $945 million (9.72% net charge-off rate), compared with $1.2 billion (11.18% 
net charge-off rate). Prime mortgage net charge-offs were $988 million (2.24% net charge-off rate), compared with $1.3 billion (2.81% net 
charge-off rate).  

Noninterest expense was $13.0 billion, an increase of $594 million, or 5%, from the prior year.  
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Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in millions, except headcount and ratios)   2010   2009   Change   2010   2009   Change 
  

Selected balance sheet data (period-
end)                                                  

Assets    $ 367,675     $ 397,673       (8 )%   $ 367,675     $ 397,673       (8 )% 
Loans:                                                  

Loans retained      323,481       346,765       (7 )     323,481       346,765       (7 ) 
Loans held-for-sale and loans at fair 

value (a)      13,071       14,303       (9 )     13,071       14,303       (9 ) 
  

          
  

        

Total loans      336,552       361,068       (7 )     336,552       361,068       (7 ) 
Deposits      364,186       361,046       1       364,186       361,046       1   
Equity      28,000       25,000       12       28,000       25,000       12   
                                                   
Selected balance sheet data 

(average)                                                  
Assets    $ 375,968     $ 401,620       (6 )   $ 383,848     $ 411,693       (7 ) 
Loans:                                                  

Loans retained      326,905       349,762       (7 )     335,011       358,623       (7 ) 
Loans held-for-sale and loans at fair 

value (a)      15,683       19,025       (18 )     15,717       18,208       (14 ) 
  

          
  

        

Total loans      342,588       368,787       (7 )     350,728       376,831       (7 ) 
Deposits      362,559       366,944       (1 )     360,521       371,482       (3 ) 
Equity      28,000       25,000       12       28,000       25,000       12   
                                                   
Headcount      119,424       106,951       12       119,424       106,951       12   
                                                   
Credit data and quality statistics                                                  
Net charge-offs    $ 1,548     $ 2,550       (39 )   $ 5,747     $ 7,375       (22 ) 
Nonperforming loans :                                                  

Nonperforming loans retained      9,801       10,091       (3 )     9,801       10,091       (3 ) 
Nonperforming loans held-for-sale 

and loans at fair value      166       242       (31 )     166       242       (31 ) 
  

          
  

        

Total nonperforming loans (b)(c)

(d)      9,967       10,333       (4 )     9,967       10,333       (4 ) 
Nonperforming assets (b)(c)(d)      11,421       11,883       (4 )     11,421       11,883       (4 ) 
Allowance for loan losses      16,154       13,286       22       16,154       13,286       22   
Net charge-off rate (e)      1.88 %     2.89 %             2.29 %     2.75 %         
Net charge-off rate excluding 

purchased credit-impaired loans (e)

(f)      2.44       3.81               2.99       3.62           
Allowance for loan losses to ending 

loans retained (e)      4.99       3.83               4.99       3.83           
Allowance for loan losses to ending 

loans retained excluding purchased 
credit-impaired loans (e)(f)      5.36       4.63               5.36       4.63           

Allowance for loan losses to 
nonperforming loans retained (b)(e)(f)     136       121               136       121           

Nonperforming loans to total loans      2.96       2.86               2.96       2.86           
Nonperforming loans to total loans 

excluding purchased credit-
impaired loans (b)      3.81       3.72               3.81       3.72           

  

(a)   Loans at fair value consist of prime mortgages originated with the intent to sell that are accounted for at fair value and classified as 
trading assets on the Consolidated Balance Sheets. These loans totaled $12.6 billion and $12.8 billion at September 30, 2010 and 2009, 
respectively. Average balances of these loans totaled $15.3 billion and $17.7 billion for the quarters ended September 30, 2010 and 2009, 
respectively, and $14.0 billion and $15.8 billion for the nine months ended September 30, 2010 and 2009, respectively. 

  

(b)   Excludes PCI loans that were acquired as part of the Washington Mutual transaction. These loans are accounted for on a pool basis, and 
the pools are considered to be performing. 

  

(c)   Certain of these loans are classified as trading assets on the Consolidated Balance Sheets. 
  

(d)   At September 30, 2010 and 2009, nonperforming loans and assets exclude: (1) mortgage loans insured by U.S. government agencies of 
$10.2 billion and $7.0 billion, respectively, that are 90 days past due and accruing at the guaranteed reimbursement rate; (2) real estate 
owned insured by U.S. government agencies of $1.7 billion and $579 million, respectively; and (3) student loans that are 90 days past due 
and still accruing, which are insured by U.S. government agencies under the Federal Family Education Loan Program (“FFELP”), of 
$572 million and $511 million, respectively. These amounts are excluded as reimbursement of insured amounts is proceeding normally. 
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(e)   Loans held-for-sale and loans accounted for at fair value were excluded when calculating the allowance coverage ratio and the net 
charge-off rate. 

  

(f)   Excludes the impact of PCI loans that were acquired as part of the Washington Mutual transaction. These loans were accounted for at fair 
value on the acquisition date, which incorporated management’s estimate, as of that date, of credit losses over the remaining life of the 
portfolio. An allowance for loan losses of $2.8 billion and $1.1 billion was recorded for these loans at September 30, 2010 and 2009, 
respectively, which has also been excluded from applicable ratios. To date, no charge-offs have been recorded for these loans. 
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RETAIL BANKING  

Quarterly results  

Retail Banking reported net income of $848 million, a decrease of $195 million, or 19%, compared with the prior year.  

Net revenue was $4.4 billion, down 3% compared with the prior year. The decrease was driven by declining deposit-related fees, largely offset 
by a shift to wider-spread deposit products and higher debit card income.  

The provision for credit losses was $175 million, down $33 million compared with the prior year. Retail Banking net charge-offs were 
$175 million (4.18% net charge-off rate), compared with $208 million (4.66% net charge-off rate) in the prior year.  

Noninterest expense was $2.8 billion, up 5% compared with the prior year, resulting from sales force increases in Business Banking and bank 
branches.  

Year-to-date results  

Retail Banking reported net income of $2.7 million, a decrease of $216 million, or 8%, compared with the prior year.  

Net revenue was $13.2 billion, down 2% compared with the prior year. The decrease was driven by declining deposit-related fees and a decline 
in deposit balances, largely offset by a shift to wider-spread deposit products and higher debit card income.  

The provision for credit losses was $534 million, down $360 million compared with the prior year. Retail Banking net charge-offs were 
$534 million (4.28% net charge-off rate), compared with $594 million (4.41% net charge-off rate) in the prior year.  

Noninterest expense was $8.0 billion, up 3% compared with the prior year, resulting from sales force increases in Business Banking and bank 
branches.  
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Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Noninterest revenue    $ 1,691     $ 1,844       (8 )%   $ 5,077     $ 5,365       (5 )% 
Net interest income      2,745       2,732       —      8,092       8,065       —  
  

          
  

        

Total net revenue      4,436       4,576       (3 )     13,169       13,430       (2 ) 
Provision for credit losses      175       208       (16 )     534       894       (40 ) 
Noninterest expense      2,779       2,646       5       7,989       7,783       3   
  

          
  

        

Income before income tax expense      1,482       1,722       (14 )     4,646       4,753       (2 ) 
  

          
  

        

Net income    $ 848     $ 1,043       (19 )   $ 2,660     $ 2,876       (8 ) 
  

          

  

        

Overhead ratio      63 %     58 %             61 %     58 %         
Overhead ratio excluding core deposit 

intangibles (a)      61       56               59       56           
  

(a)   Retail Banking uses the overhead ratio (excluding the amortization of CDI), a non-GAAP financial measure, to evaluate the underlying 
expense trends of the business. Including CDI amortization expense in the overhead ratio calculation would result in a higher overhead 
ratio in the earlier years and a lower overhead ratio in later years. This method would therefore result in an improving overhead ratio 
over time, all things remaining equal. The non-GAAP ratio excludes Retail Banking’s CDI amortization expense related to prior business 
combination transactions of $69 million and $83 million for the quarters ended September 30, 2010 and 2009, respectively, and 
$208 million and $248 million for the nine months ended September 30, 2010 and 2009, respectively. 
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MORTGAGE BANKING & OTHER CONSUMER LENDING  
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Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in billions, except ratios and where                         
otherwise noted)   2010   2009   Change   2010   2009   Change 
  

Business metrics                                                  
                                                   
Business banking origination volume    $ 1.2     $ 0.5       91 %   $ 3.3     $ 1.6       99 % 
End-of-period loans owned      16.6       17.4       (5 )     16.6       17.4       (5 ) 
End-of-period deposits:                                                  

Checking    $ 124.2     $ 115.5       8     $ 124.2     $ 115.5       8   
Savings      162.4       151.6       7       162.4       151.6       7   
Time and other      48.9       66.6       (27 )     48.9       66.6       (27 ) 

  
          

  
        

Total end-of-period deposits      335.5       333.7       1       335.5       333.7       1   
Average loans owned    $ 16.6     $ 17.7       (6 )   $ 16.7     $ 18.0       (7 ) 
Average deposits:                                                  

Checking    $ 123.5     $ 114.0       8     $ 122.3     $ 112.6       9   
Savings      162.2       151.2       7       161.2       150.1       7   
Time and other      49.8       74.4       (33 )     52.2       81.8       (36 ) 

  
          

  
        

Total average deposits      335.5       339.6       (1 )     335.7       344.5       (3 ) 
Deposit margin      3.08 %     2.99 %         3.05 %     2.92 %     
Average assets    $ 27.7     $ 28.1       (1 )   $ 28.3     $ 29.1       (3 ) 
  

          
  

        

Credit data and quality statistics (in 
millions, except ratio)                                                  

Net charge-offs    $ 175     $ 208       (16 )   $ 534     $ 594       (10 ) 
Net charge-off rate      4.18 %     4.66 %         4.28 %     4.41 %     
Nonperforming assets    $ 913     $ 816       12     $ 913     $ 816       12   
  

          
  

        

Retail branch business metrics                                                  
Investment sales volume (in millions)    $ 5,798     $ 6,243       (7 )   $ 17,510     $ 15,933       10   
                                                   
Number of:                                                  

Branches      5,192       5,126       1       5,192       5,126       1   
ATMs      15,815       15,038       5       15,815       15,038       5   
Personal bankers      21,438       16,941       27       21,438       16,941       27   
Sales specialists      7,123       5,530       29       7,123       5,530       29   
Active online customers (in 

thousands)      17,167       13,852       24       17,167       13,852       24   
Checking accounts (in thousands)      27,014       25,546       6       27,014       25,546       6   

  

                                                  
Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratio)   2010   2009   Change   2010   2009   Change 
  

Noninterest revenue (a)    $ 1,076     $ 1,201       (10 )%   $ 3,350     $ 4,256       (21 )% 
Net interest income      809       834       (3 )     2,494       2,363       6   
  

          
  

        

Total net revenue      1,885       2,035       (7 )     5,844       6,619       (12 ) 
Provision for credit losses      176       222       (21 )     568       993       (43 ) 
Noninterest expense      1,348       1,139       18       3,837       3,381       13   
  

          
  

        

Income before income tax expense      361       674       (46 )     1,439       2,245       (36 ) 
  

          
  

        

Net income (a)    $ 207     $ 412       (50 )   $ 828     $ 1,377       (40 ) 
  

          

  

        

Overhead ratio      72 %     56 %             66 %     51 %         
  

(a)   Losses related to the repurchase of previously-sold loans are recorded as a reduction of production revenue. These losses totaled 
$1.5 billion and $465 million for the quarters ended September 30, 2010 and 2009, respectively, and $2.6 billion and $940 million for the 
nine months ended September 30, 2010 and 2009, respectively. The losses resulted in a negative impact on net income of $853 million and 
$286 million for the quarters ended September 30, 2010 and 2009, respectively, and $1.5 billion and $578 million for the nine months 
ended September 30, 2010 and 2009, respectively. For further discussion, see Repurchase liability on pages 58—61 and Note 22 on pages 
174—178 of this Form 10-Q, and Note 31 on pages 230—234 of JPMorgan Chase’s 2009 Annual Report. 
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Quarterly results  

Mortgage Banking & Other Consumer Lending reported net income of $207 million, a decrease of $205 million, or 50%, from the prior year. 

Net revenue was $1.9 billion, down by $150 million, or 7%, from the prior year. Mortgage Banking net revenue was $1.1 billion, down by 
$219 million. Other Consumer Lending net revenue, comprising Auto and Student Lending, was $832 million, up by $69 million, predominantly 
as a result of higher auto loan and lease balances.  

Mortgage Banking net revenue included $232 million of net interest income and $821 million of noninterest revenue, comprising production, 
servicing and other noninterest revenue. Total production revenue was a net loss of $231 million, a decrease of $161 million compared with the 
prior year. Production revenue, excluding repurchase losses, was $1.2 billion, an increase of $838 million, reflecting higher mortgage origination 
volumes and wider margins. Total production revenue was reduced by $1.5 billion of repurchase losses, compared with $465 million in the prior 
year, and included a $1.0 billion increase in the repurchase reserve during the current quarter, reflecting higher estimated future repurchase 
demands. Net mortgage servicing revenue, which comprises operating revenue and MSR risk management, was $936 million, a decrease of 
$7 million. Operating revenue was $549 million, an increase of $41 million, reflecting an improvement in other changes in MSR asset fair value 
driven by lower runoff of the MSR asset due to time decay, largely offset by lower loan servicing revenue as a result of lower third-party loans 
serviced. MSR risk management revenue was $387 million, a decrease of $48 million.  

The provision for credit losses, predominantly related to the student and auto loan portfolios, was $176 million, compared with $222 million in 
the prior year. Student loan and other net charge-offs were $82 million (2.21% net charge-off rate), compared with $60 million (1.66% net 
charge-off rate) in the prior year. Auto loan net charge-offs were $67 million (0.56% net charge-off rate), compared with $159 million (1.46% 
net charge-off rate) in the prior year.  

Noninterest expense was $1.3 billion, up by $209 million, or 18%, from the prior year, driven by an increase in default-related expense for the 
serviced portfolio.  

Year-to-date results  

Mortgage Banking & Other Consumer Lending reported net income of $828 million, a decrease of $549 million, or 40%, from the prior year. 

Net revenue was $5.8 billion, down by $775 million, or 12%, from the prior year. Mortgage Banking net revenue was $3.2 billion, down by 
$1.2 billion. Other Consumer Lending net revenue, comprising Auto and Student Lending, was $2.6 billion, up by $400 million, predominantly 
as a result of higher auto loan and lease balances.  

Mortgage Banking net revenue included $660 million of net interest income and $2.6 billion of noninterest revenue, comprising production, 
servicing and other noninterest revenue. Total production revenue was a net loss of $221 million, compared with income of $695 million in the 
prior year. Production revenue, excluding repurchase losses, was $2.3 billion, an increase of $707 million, reflecting wider mortgage margins. 
Total production revenue was reduced by $2.6 billion of repurchase losses, compared with $940 million in the prior year, and included a 
$1.6 billion increase in the repurchase reserve during the current year, reflecting higher estimated future repurchase demands. Net mortgage 
servicing revenue, which comprises operating revenue and MSR risk management, was $2.5 billion, a decrease of $151 million. Operating 
revenue was $1.6 billion, an increase of $518 million, reflecting an improvement in other changes in MSR asset fair value driven by lower runoff 
of the MSR asset due to time decay, partially offset by lower loan servicing revenue as a result of lower third-party loans serviced. MSR risk 
management revenue was $850 million, a decrease of $669 million.  

The provision for credit losses, predominantly related to the student and auto loan portfolios, was $568 million, compared with $993 million in 
the prior year. Student loan and other net charge-offs were $296 million (2.62% net charge-off rate), compared with $195 million (1.80% net 
charge-off rate) in the prior year. Auto loan net charge-offs were $227 million (0.64% net charge-off rate), compared with $479 million (1.49% 
net charge-off rate) in the prior year.  

Noninterest expense was $3.8 billion, up by $456 million, or 13%, from the prior year, driven by an increase in default-related expense for the 
serviced portfolio.  
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Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in billions, except ratios and where otherwise noted)   2010   2009   Change   2010   2009   Change 
  

Business metrics                                                  
End-of-period loans owned:                                                  

Auto loans    $ 48.2     $ 44.3       9 %   $ 48.2     $ 44.3       9 % 
Mortgage (a)      13.8       10.1       37       13.8       10.1       37   
Student loans and other      14.6       15.6       (6 )     14.6       15.6       (6 ) 

  
          

  
        

Total end-of-period loans owned      76.6       70.0       9       76.6       70.0       9   
  

          
  

        

Average loans owned:                                                  
Auto loans    $ 47.7     $ 43.3       10     $ 47.4     $ 43.0       10   
Mortgage (a)      13.6       8.9       53       13.3       8.3       60   
Student loans and other      14.8       15.3       (3 )     16.6       16.5       1   

  
          

  
        

Total average loans owned (b)      76.1       67.5       13       77.3       67.8       14   
  

          
  

        

Credit data and quality statistics (in 
millions, except ratios)                                                  

Net charge-offs:                                                  
Auto loans    $ 67     $ 159       (58 )   $ 227     $ 479       (53 ) 
Mortgage      10       7       43       29       14       107   
Student loans and other      82       60       37       296       195       52   

  
          

  
        

Total net charge-offs      159       226       (30 )     552       688       (20 ) 
  

          
  

        

Net charge-off rate:                                                  
Auto loans      0.56 %     1.46 %             0.64 %     1.49 %         
Mortgage      0.30       0.32               0.30       0.24           
Student loans and other      2.21       1.66               2.62       1.80           

  
          

  
        

Total net charge-off rate (b)      0.83       1.35               0.98       1.41           
  

          
  

        

                                                   
30+ day delinquency rate (c)(d)      1.54 %     1.76 %             1.54 %     1.76 %         
Nonperforming assets (in millions) (e)    $ 1,052     $ 872       21     $ 1,052     $ 872       21   
  

          
  

        

                                                   
Origination volume:                                                  

Mortgage origination volume by 
channel                                                  
Retail    $ 19.2     $ 13.3       44     $ 45.9     $ 41.6       10   
Wholesale (f)      0.2       0.7       (71 )     1.0       3.0       (67 ) 
Correspondent (f)      19.1       21.1       (9 )     49.8       61.0       (18 ) 
CNT (negotiated transactions)      2.4       2.0       20       8.1       10.3       (21 ) 

  
          

  
        

Total mortgage origination volume      40.9       37.1       10       104.8       115.9       (10 ) 
  

          
  

        

Student loans    $ 0.2     $ 1.5       (87 )   $ 1.9     $ 3.6       (47 ) 
Auto      6.1       6.9       (12 )     18.2       17.8       2   
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Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in billions, except ratios and where otherwise noted)   2010   2009   Change   2010   2009   Change 
  

Application volume:                                                  
Mortgage application volume by 

channel                                                  
Retail    $ 34.6     $ 17.8       94 %   $ 82.7     $ 73.5       13 % 
Wholesale (f)      0.6       1.1       (45 )     2.0       4.2       (52 ) 
Correspondent (f)      30.7       26.6       15       72.4       85.5       (15 ) 

  
          

  
        

Total mortgage application volume    $ 65.9     $ 45.5       45     $ 157.1     $ 163.2       (4 ) 
  

          
  

        

Average mortgage loans held-for-sale and 
loans at fair value (g)    $ 15.6     $ 18.0       (13 )   $ 14.2     $ 16.2       (12 ) 

Average assets      125.8       115.2       9       124.6       113.4       10   
Repurchase reserve (ending)      3.0       0.9       233       3.0       0.9       233   
Third-party mortgage loans serviced 

(ending)      1,012.7       1,098.9       (8 )     1,012.7       1,098.9       (8 ) 
Third-party mortgage loans serviced 

(average)      1,028.6       1,104.4       (7 )     1,056.3       1,129.2       (6 ) 
MSR net carrying value (ending)      10.3       13.6       (24 )     10.3       13.6       (24 ) 
Ratio of MSR net carrying value 

(ending) to third-party mortgage loans 
serviced (ending)      1.02 %     1.24 %             1.02 %     1.24 %         

Ratio of annualized loan servicing 
revenue to third-party mortgage loans 
serviced (average)      0.44       0.44               0.44       0.44           

MSR revenue multiple (h)      2.32x       2.82x               2.32x       2.82x           
                      

                                                   
Supplemental mortgage fees and 

related income details                                                  
(in millions)                                                  
  

                    

Net production revenue:                                                  
Production revenue    $ 1,233     $ 395       212     $ 2,342     $ 1,635       43   
Repurchase losses      (1,464 )     (465 )     (215 )     (2,563 )     (940 )     (173 ) 

  
          

  
        

Net production revenue      (231 )     (70 )     (230 )     (221 )     695     NM 
  

          
  

        

Net mortgage servicing revenue:                                                  
Operating revenue:                                                  

Loan servicing revenue      1,153       1,220       (5 )     3,446       3,721       (7 ) 
Other changes in MSR asset fair 

value      (604 )     (712 )     15       (1,829 )     (2,622 )     30   
  

          
  

        

Total operating revenue      549       508       8       1,617       1,099       47   
Risk management:                                                  

Changes in MSR asset fair value 
due to inputs or assumptions in 
model      (1,497 )     (1,099 )     (36 )     (5,177 )     4,042     NM 

Derivative valuation adjustments 
and other      1,884       1,534       23       6,027       (2,523 )   NM 

  
          

  
        

Total risk management      387       435       (11 )     850       1,519       (44 ) 
  

          
  

        

Total net mortgage servicing revenue      936       943       (1 )     2,467       2,618       (6 ) 
  

          
  

        

Mortgage fees and related income    $ 705     $ 873       (19 )   $ 2,246     $ 3,313       (32 ) 
  

(a)   Predominantly represents prime loans repurchased from Government National Mortgage Association (“ Ginnie Mae” ) pools, which are 
insured by U.S. government agencies. See further discussion of loans repurchased from Ginnie Mae pools in Repurchase liability on pages 
58—61 of this Form 10-Q. 

  

(b)   Total average loans owned includes loans held-for-sale of $338 million and $1.3 billion for the quarters ended September 30, 2010 and 
2009, respectively, and $1.7 billion and $2.4 billion for the nine months ended September 30, 2010 and 2009, respectively. These amounts 
are excluded when calculating the net charge-off rate. 

  

(c)   Excludes mortgage loans that are insured by U.S. government agencies of $11.1 billion and $7.7 billion at September 30, 2010 and 2009, 
respectively. These amounts are excluded as reimbursement of insured amounts is proceeding normally. 

  

(d)   Excludes loans that are 30 days past due and still accruing, which are insured by U.S. government agencies under the FFELP, of 
$1.0 billion and $903 million at September 30, 2010 and 2009, respectively. These amounts are excluded as reimbursement of insured 
amounts is proceeding normally. 

  

(e)   At September 30, 2010 and 2009, nonperforming loans and assets exclude: (1) mortgage loans insured by U.S. government agencies of 
$10.2 billion and $7.0 billion, respectively, that are 90 days past due and accruing at the guaranteed reimbursement rate; (2) real estate 
owned insured by U.S. government agencies of $1.7 billion and $579 million, respectively; and (3) student loans that are 90 days past due 

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 40 of 254



32  

and still accruing, which are insured by U.S. government agencies under the FFELP, of $572 million and $511 million, respectively. These 
amounts are excluded as reimbursement of insured amounts is proceeding normally. 

  

(f)   Includes rural housing loans sourced through brokers and correspondents, which are underwritten under U.S. Department of Agriculture 
guidelines. Prior period amounts have been revised to conform with the current period presentation. 

  

(g)   Loans at fair value consist of prime mortgages originated with the intent to sell that are accounted for at fair value and classified as 
trading assets on the Consolidated Balance Sheets. Average balances of these loans totaled $15.3 billion and $17.7 billion for the quarters 
ended September 30, 2010 and 2009, respectively, and $14.0 billion and $15.8 billion for the nine months ended September 30, 2010 and 
2009, respectively. 

  

(h)   Represents the ratio of MSR net carrying value (ending) to third-party mortgage loans serviced (ending) divided by the ratio of annualized 
loan servicing revenue to third-party mortgage loans serviced (average). 
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REAL ESTATE PORTFOLIOS  

Quarterly results  

Real Estate Portfolios reported a net loss of $148 million, compared with a net loss of $1.4 billion in the prior year. The improvement was 
driven by a lower provision for credit losses, partially offset by lower net interest income.  

Net revenue was $1.3 billion, down by $282 million, or 18%, from the prior year. The decrease was driven by a decline in net interest income as 
a result of lower loan balances, reflecting net portfolio runoff, and a decline in mortgage loan yields.  

The provision for credit losses was $1.2 billion, compared with $3.6 billion in the prior year. The current-quarter provision reflected improved 
delinquency trends and a $902 million reduction in net charge-offs. Additionally, the prior-year provision included an addition to the allowance 
for loan losses of $1.4 billion in the home equity and mortgage loan portfolios. (For further detail, see RFS discussion of the provision for credit 
losses.)  

Noninterest expense was $390 million, down by $21 million, or 5%, from the prior year.  

Year-to-date results  

Real Estate Portfolios reported a net loss of $1.7 billion, compared with a net loss of $3.8 billion in the prior year. The improvement was driven 
by a lower provision for credit losses, partially offset by lower net interest income.  

Net revenue was $4.2 billion, down by $756 million, or 15%, from the prior year. The decrease was driven by a decline in net interest income as 
a result of lower loan balances, reflecting net portfolio runoff.  

The provision for credit losses was $5.9 billion, compared with $9.8 billion in the prior year. The current-year provision reflected improved 
delinquency trends and a $1.4 billion reduction in net charge-offs. Additionally, the current-year provision reflects an addition to the allowance 
for loan losses of $1.2 billion for the purchased credit-impaired portfolio, compared with prior year additions of $2.6 billion for the home equity 
and mortgage portfolios and $1.1 billion for the purchased credit-impaired portfolio. (For further detail, see RFS discussion of the provision for 
credit losses.)  

Noninterest expense was $1.2 billion, down by $68 million, or 5%, from the prior year.  
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Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Noninterest revenue    $ 21     $ 19       11 %   $ 105     $ (20 )   NM 
Net interest income      1,304       1,588       (18 )     4,113       4,994       (18 )% 
  

          
  

        

Total net revenue      1,325       1,607       (18 )     4,218       4,974       (15 ) 
  

          
  

        

Provision for credit losses      1,197       3,558       (66 )     5,894       9,824       (40 ) 
Noninterest expense      390       411       (5 )     1,214       1,282       (5 ) 
Income/(loss) before income tax 

expense/(benefit)      (262 )     (2,362 )     89       (2,890 )     (6,132 )     53   
  

          
  

        

Net income/(loss)    $ (148 )   $ (1,448 )     90     $ (1,670 )   $ (3,757 )     56   
  

          
  

        

Overhead ratio      29 %     26 %             29 %     26 %         
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Included within Real Estate Portfolios are PCI loans that the Firm acquired in the Washington Mutual transaction. For PCI loans, the excess of 
the undiscounted gross cash flows initially expected to be collected over the fair value of the loans at the acquisition date is accreted into interest 
income at a level rate of return over the expected life of the loans. This is commonly referred to as the “accretable yield.” The estimate of gross 
cash flows expected to be collected is updated each reporting period based on updated assumptions. Probable decreases in expected loan 
principal cash flows would trigger the recognition of impairment through the provision for loan losses; probable and significant increases in 
expected cash flows (e.g., decreased principal credit losses, the net benefit of modifications) would first reverse any previously recorded 
allowance for loan losses with any remaining increases recognized prospectively in interest income over the remaining estimated lives of the 

                                                  
Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in billions)   2010   2009   Change   2010   2009   Change 
  

Loans excluding purchased credit-
impaired loans (a)                                                  

End-of-period loans owned:                                                  
Home equity    $ 91.7     $ 104.8       (13 )%   $ 91.7     $ 104.8       (13 )% 
Prime mortgage      42.9       50.0       (14 )     42.9       50.0       (14 ) 
Subprime mortgage      12.0       13.3       (10 )     12.0       13.3       (10 ) 
Option ARMs      8.4       8.9       (6 )     8.4       8.9       (6 ) 
Other      0.9       0.7       29       0.9       0.7       29   

  
          

  
        

Total end-of-period loans owned    $ 155.9     $ 177.7       (12 )   $ 155.9     $ 177.7       (12 ) 
  

          
  

        

                                                   
Average loans owned:                                                  

Home equity    $ 93.3     $ 106.6       (12 )   $ 96.4     $ 110.0       (12 ) 
Prime mortgage      43.8       51.7       (15 )     45.8       54.8       (16 ) 
Subprime mortgage      12.3       13.6       (10 )     13.0       14.3       (9 ) 
Option ARMs      8.4       8.9       (6 )     8.5       8.9       (4 ) 
Other      1.0       0.8       25       1.0       0.9       11   

  
          

  
        

Total average loans owned    $ 158.8     $ 181.6       (13 )   $ 164.7     $ 188.9       (13 ) 
  

          
  

        

                                                   
Purchased credit-impaired loans (a)                                                  
End-of-period loans owned:                                                  

Home equity    $ 25.0     $ 27.1       (8 )   $ 25.0     $ 27.1       (8 ) 
Prime mortgage      17.9       20.2       (11 )     17.9       20.2       (11 ) 
Subprime mortgage      5.5       6.1       (10 )     5.5       6.1       (10 ) 
Option ARMs      26.4       29.8       (11 )     26.4       29.8       (11 ) 

  
          

  
        

Total end-of-period loans owned    $ 74.8     $ 83.2       (10 )   $ 74.8     $ 83.2       (10 ) 
  

          
  

        

                                                   
Average loans owned:                                                  

Home equity    $ 25.2     $ 27.4       (8 )   $ 25.7     $ 27.9       (8 ) 
Prime mortgage      18.2       20.5       (11 )     18.8       21.1       (11 ) 
Subprime mortgage      5.6       6.2       (10 )     5.8       6.5       (11 ) 
Option ARMs      26.7       30.2       (12 )     27.7       30.8       (10 ) 

  
          

  
        

Total average loans owned    $ 75.7     $ 84.3       (10 )   $ 78.0     $ 86.3       (10 ) 
  

          
  

        

                                                   
Total Real Estate Portfolios                                                  
End-of-period loans owned:                                                  

Home equity    $ 116.7     $ 131.9       (12 )   $ 116.7     $ 131.9       (12 ) 
Prime mortgage      60.8       70.2       (13 )     60.8       70.2       (13 ) 
Subprime mortgage      17.5       19.4       (10 )     17.5       19.4       (10 ) 
Option ARMs      34.8       38.7       (10 )     34.8       38.7       (10 ) 
Other      0.9       0.7       29       0.9       0.7       29   

  
          

  
        

Total end-of-period loans owned    $ 230.7     $ 260.9       (12 )   $ 230.7     $ 260.9       (12 ) 
  

          
  

        

Average loans owned:                                                  
Home equity    $ 118.5     $ 134.0       (12 )   $ 122.1     $ 137.9       (11 ) 
Prime mortgage      62.0       72.2       (14 )     64.6       75.9       (15 ) 
Subprime mortgage      17.9       19.8       (10 )     18.8       20.8       (10 ) 
Option ARMs      35.1       39.1       (10 )     36.2       39.7       (9 ) 
Other      1.0       0.8       25       1.0       0.9       11   

  
          

  
        

Total average loans owned    $ 234.5     $ 265.9       (12 )   $ 242.7     $ 275.2       (12 ) 
  

          
  

        

Average assets    $ 222.5     $ 258.3       (14 )   $ 230.9     $ 269.2       (14 ) 
Home equity origination volume      0.3       0.5       (40 )     0.9       2.0       (55 ) 
  

(a)   PCI loans represent loans acquired in the Washington Mutual transaction for which a deterioration in credit quality occurred between the 
origination date and JPMorgan Chase’s acquisition date. These loans were initially recorded at fair value and accrete interest income 
over the estimated lives of the underlying loans as long as cash flows are reasonably estimable, even if the underlying loans are 
contractually past due. 
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The net spread between the PCI loans and the related liabilities should be relatively constant over time, except for any basis risk or other residual 
interest rate risk that remains and changes in the accretable yield percentage (e.g., extended loan liquidation periods). As of September 30, 2010, 
the remaining weighted-average life of the PCI loan portfolio is expected to be 7.2 years. For further information, see Note 13, PCI loans, on 
pages 153-154 of this Form 10-Q. The loan balances are expected to decline more rapidly in the earlier years as the most troubled loans are 
liquidated, and more slowly thereafter as the remaining troubled borrowers have limited refinancing opportunities. Similarly, default and 
servicing expense are expected to be higher in the earlier years and decline over time as liquidations slow down.  

To date the impact of the PCI loans on Real Estate Portfolios net income has been modestly negative. This is due to the current net spread of the 
portfolio, the provision for loan losses recognized subsequent to its acquisition, and the higher level of default and servicing expense associated 
with the portfolio. Over time, the Firm expects that this portfolio will contribute positively to net income.  
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Credit data and quality statistics   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Net charge-offs excluding purchased 
credit-impaired loans (a) :                                                  
Home equity    $ 730     $ 1,142       (36 )%   $ 2,652     $ 3,505       (24 )% 
Prime mortgage      255       518       (51 )     959       1,304       (26 ) 
Subprime mortgage      206       422       (51 )     945       1,196       (21 ) 
Option ARMs      11       15       (27 )     56       34       65   
Other      12       19       (37 )     49       54       (9 ) 

  
          

  
        

Total net charge-offs    $ 1,214     $ 2,116       (43 )   $ 4,661     $ 6,093       (24 ) 
  

          
  

        

Net charge-off rate excluding 
purchased credit-impaired loans (a) :                                                  
Home equity      3.10 %     4.25 %             3.68 %     4.26 %         
Prime mortgage      2.31       3.98               2.80       3.18           
Subprime mortgage      6.64       12.31               9.72       11.18           
Option ARMs      0.52       0.67               0.88       0.51           
Other      4.76       9.42               6.55       8.02           

Total net charge-off rate excluding 
purchased credit-impaired loans      3.03       4.62               3.78       4.31           

  
          

  
        

Net charge-off rate — reported:                                                  
Home equity      2.44 %     3.38 %             2.90 %     3.40 %         
Prime mortgage      1.63       2.85               1.98       2.30           
Subprime mortgage      4.57       8.46               6.72       7.69           
Option ARMs      0.12       0.15               0.21       0.11           
Other      4.76       9.42               6.55       8.02           

Total net charge-off rate — reported     2.05       3.16               2.57       2.96           
  

          
  

        

30+ day delinquency rate excluding 
purchased credit-impaired loans (b)      6.77 %     7.46 %             6.77 %     7.46 %         

Allowance for loan losses    $ 14,111     $ 11,261       25     $ 14,111     $ 11,261       25   
Nonperforming assets (c)      9,456       10,196       (7 )     9,456       10,196       (7 ) 
Allowance for loan losses to ending 

loans retained      6.12 %     4.32 %             6.12 %     4.32 %         
Allowance for loan losses to ending 

loans retained excluding purchased 
credit-impaired loans (a)      7.25       5.72               7.25       5.72           

  

(a)   Excludes the impact of PCI loans that were acquired as part of the Washington Mutual transaction. These loans were accounted for at fair 
value on the acquisition date, which incorporated management’s estimate, as of that date, of credit losses over the remaining life of the 
portfolio. An allowance for loan losses of $2.8 billion and $1.1 billion was recorded for these loans at September 30, 2010 and 2009, 
respectively, which has also been excluded from the applicable ratios. To date, no charge-offs have been recorded for these loans. 

  

(b)   The delinquency rate for PCI loans was 28.07% and 25.56% at September 30, 2010 and 2009, respectively. 
  

(c)   Excludes PCI loans that were acquired as part of the Washington Mutual transaction. These loans are accounted for on a pool basis, and 
the pools are considered to be performing. 
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CARD SERVICES  

For a discussion of the business profile of CS, see pages 64-66 of JPMorgan Chase’s 2009 Annual Report and Introduction on page 6 of this 
Form 10-Q.  

Effective January 1, 2010, the Firm adopted new consolidation guidance related to VIEs. Prior to the adoption of the new guidance, JPMorgan 
Chase used the concept of “managed basis” to evaluate the credit performance of its credit card loans, both loans on the balance sheet and loans 
that had been securitized. Managed results excluded the impact of credit card securitizations on total net revenue, the provision for credit losses, 
net charge-offs and loan receivables. Securitization did not change reported net income; however, it did affect the classification of items on the 
Consolidated Statements of Income and Consolidated Balance Sheets. As a result of the consolidation of the securitization trusts, reported and 
managed basis are equivalent for periods beginning after January 1, 2010. For further information, see Explanation and Reconciliation of the 
Firm’s Use of Non-GAAP Financial Measures on pages 15-19 of this Form 10-Q.  

NA: Not applicable  

Quarterly results  

Net income was $735 million, compared with a net loss of $700 million in the prior year. The improved results were driven by a lower provision 
for credit losses, partially offset by lower net revenue.  

End-of-period loans were $136.4 billion, a decrease of $28.8 billion, or 17%, from the prior year. Average loans were $140.1 billion, a decrease 
of $29.1 billion, or 17%, from the prior year. The declines in both end-of-period and average loans were consistent with expected portfolio 
runoff.  

Net revenue was $4.3 billion, a decrease of $906 million, or 18%, from the prior year. Net interest income was $3.4 billion, down by 
$881 million, or 20%. The decrease was driven by lower average loan balances, the impact of legislative changes and a decreased level of fees. 
These decreases were offset partially by lower revenue reversals associated with lower charge-offs. Noninterest revenue was $806 million, a 
decrease of $25 million, or 3%, due to lower revenue from fee-based products.  
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Selected income statement data -         
managed basis (a)   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Revenue                                                  
Credit card income    $ 864     $ 916       (6 )%   $ 2,585     $ 2,681       (4 )% 
All other income (b)      (58 )     (85 )     32       (160 )     (646 )     75   
  

          
  

        

Noninterest revenue      806       831       (3 )     2,425       2,035       19   
Net interest income      3,447       4,328       (20 )     10,492       13,121       (20 ) 
  

          
  

        

Total net revenue      4,253       5,159       (18 )     12,917       15,156       (15 ) 
                                                   
Provision for credit losses      1,633       4,967       (67 )     7,366       14,223       (48 ) 
                                                   
Noninterest expense                                                  
Compensation expense      316       354       (11 )     973       1,040       (6 ) 
Noncompensation expense      1,023       829       23       2,958       2,552       16   
Amortization of intangibles      106       123       (14 )     352       393       (10 ) 
  

          
  

        

Total noninterest expense      1,445       1,306       11       4,283       3,985       7   
  

          
  

        

Income/(loss) before income tax 
expense/(benefit)      1,175       (1,114 )   NM     1,268       (3,052 )   NM 

Income tax expense/(benefit)      440       (414 )   NM     493       (1,133 )   NM 
  

          
  

        

Net income/(loss)    $ 735     $ (700 )   NM   $ 775     $ (1,919 )   NM 
  

          
  

        

                                                   
Memo: Net securitization income/

(loss)    NA   $ (43 )   NM   NA   $ (491 )   NM 
Financial ratios                                                  
Return on common equity      19 %     (19 )%             7 %     (17 )%         
Overhead ratio      34       25               33       26           
  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. For further details regarding the Firm’s 
application and impact of the new guidance, see Note 15 on pages 155-167 of this Form 10-Q. 

  

(b)   Includes the impact of revenue sharing agreements with other JPMorgan Chase business segments. For periods prior to January 1, 2010, 
net securitization income/(loss) is also included. 
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The provision for credit losses was $1.6 billion, compared with $5.0 billion in the prior year. The current-quarter provision reflected lower net 
charge-offs and a reduction of $1.5 billion to the allowance for loan losses due to lower estimated losses. The prior year provision included an 
addition of $575 million to the allowance for loan losses. The net charge-off rate was 8.87%, down from 10.30% in the prior year. The 30-day 
delinquency rate was 4.57%, down from 5.99% in the prior year. Excluding the Washington Mutual portfolio, the net charge-off rate was 8.06%, 
down from 9.41% in the prior year; and the 30-day delinquency rate was 4.13%, down from 5.38% in the prior year.  

Noninterest expense was $1.4 billion, an increase of $139 million, or 11%, due to higher marketing expense.  

Year-to-date results  

Net income was $775 million, compared with a net loss of $1.9 billion in the prior year. The improved results were driven by a lower provision 
for credit losses, partially offset by lower net revenue.  

Average loans were $147.3 billion, a decrease of $28.2 billion, or 16%, from the prior year, consistent with expected portfolio runoff.  

Net revenue was $12.9 billion, a decrease of $2.2 billion, or 15%, from the prior year. Net interest income was $10.5 billion, down by 
$2.6 billion, or 20%. The decrease was driven by lower average loan balances, a decreased level of fees, and the impact of legislative changes. 
These decreases were offset partially by lower revenue reversals associated with lower charge-offs. Noninterest revenue was $2.4 billion, an 
increase of $390 million, or 19%, driven by a prior-year write-down of securitization interests, offset partially by lower revenue from fee-based 
products.  

The provision for credit losses was $7.4 billion, compared with $14.2 billion in the prior year. The current-year provision reflected lower net 
charge-offs and a reduction of $4.0 billion to the allowance for loan losses due to lower estimated losses. The prior-year provision included an 
addition of $2.0 billion to the allowance for loan losses. The net charge-off rate was 10.31%, up from 9.32% in the prior year. Excluding the 
Washington Mutual portfolio, the net charge-off rate was 9.24%, up from 8.39% in the prior year.  

Noninterest expense was $4.3 billion, an increase of $298 million, or 7%, due to higher marketing expense.  

Credit Card Legislation  

In May 2009, the CARD Act was enacted. Management estimates that the total annualized reduction in net income from the CARD Act, 
including regulatory guidance that defines reasonable and proportional fees, is approximately $750 million. Results in the third quarter of 2010 
reflect approximately 65% of the estimated quarterly impact of this reduction in net income, with expectations of full run-rate impact in the 
fourth quarter of 2010.  

The most significant effects of the CARD Act include: (a) the inability to change the pricing of existing balances; (b) the allocation of customer 
payments above the minimum payment to the existing balance with the highest annual percentage rate (“APR”); (c) the requirement that 
customers opt-in in order to receive, for a fee, overlimit protection that permits an authorized transaction over their credit limit; (d) the 
requirement that statements must be mailed or delivered not later than 21 days before the payment due date; (e) the limiting of the amount of 
penalty fees that can be assessed; and (f) the requirement to review customer accounts for potential interest rate reductions in certain 
circumstances.  

As a result of the CARD Act, CS has implemented certain changes to its business practices to manage its inability to price loans to customers at 
rates that are commensurate with their risk over time. These changes include: (a) selectively increasing pricing; (b) reducing the volume and 
duration of low-rate promotional pricing offered to customers; and (c) reducing the amount of credit that is granted to certain new and existing 
customers.  
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Selected metrics                     
(in millions, except headcount, ratios and where   Three months ended September 30,   Nine months ended September 30, 
otherwise noted)   2010   2009   Change   2010   2009   Change 
  

Financial ratios (a)                                                  
Percentage of average outstandings:                                                  

Net interest income      9.76 %     10.15 %             9.52 %     10.00 %         
Provision for credit losses      4.63       11.65               6.68       10.84           
Noninterest revenue      2.28       1.95               2.20       1.55           
Risk adjusted margin (b)      7.42       0.45               5.04       0.71           
Noninterest expense      4.09       3.06               3.89       3.04           
Pretax income/(loss) (ROO) (c)      3.33       (2.61 )             1.15       (2.32 )         
Net income/(loss)      2.08       (1.64 )             0.70       (1.46 )         

                                                   
Business metrics                                                  
Sales volume (in billions)    $ 79.6     $ 74.7       7 %   $ 227.1     $ 215.3       5 % 
New accounts opened (in millions)      2.7       2.4       13       7.9       7.0       13   
Open accounts (in millions)      89.0       93.6       (5 )     89.0       93.6       (5 ) 
                                                   
Merchant acquiring business                                                  

Bank card volume (in billions)    $ 117.0     $ 103.5       13     $ 342.1     $ 299.3       14   
Total transactions (in billions)      5.2       4.5       16       14.9       13.1       14   

                                                   
Selected balance sheet data (period-

end)                                                  
Loans:                                                  

Loans on balance sheets    $ 136,436     $ 78,215       74     $ 136,436     $ 78,215       74   
Securitized loans (a)    NA     87,028     NM   NA     87,028     NM 

  
          

  
        

Total loans    $ 136,436     $ 165,243       (17 )   $ 136,436     $ 165,243       (17 ) 
  

          

  

        

Equity    $ 15,000     $ 15,000       —    $ 15,000     $ 15,000       —  
                                                   
Selected balance sheet data 

(average)                                                  
Managed assets    $ 141,029     $ 192,141       (27 )   $ 148,212     $ 195,517       (24 ) 
Loans:                                                  

Loans on balance sheets    $ 140,059     $ 83,146       68     $ 147,326     $ 90,154       63   
Securitized loans (a)    NA     86,017     NM   NA     85,352     NM 

  
          

  
        

Total average loans    $ 140,059     $ 169,163       (17 )   $ 147,326     $ 175,506       (16 ) 
  

          

  

        

Equity    $ 15,000     $ 15,000       —    $ 15,000     $ 15,000       —  
                                                   
Headcount      21,398       22,850       (6 )     21,398       22,850       (6 ) 
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NA: Not applicable  
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Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Credit quality statistics (a)                                                  
Net charge-offs    $ 3,133     $ 4,392       (29 )%   $ 11,366     $ 12,238       (7 )% 
Net charge-off rate (d)      8.87 %     10.30 %             10.31 %     9.32 %         

Delinquency rates (a)(d)                                                  
30+ day      4.57 %     5.99 %             4.57 %     5.99 %         
90+ day      2.41       2.76               2.41       2.76           

                                                   
Allowance for loan losses (a)(e)    $ 13,029     $ 9,297       40     $ 13,029     $ 9,297       40   
Allowance for loan losses to period-

end loans (a)(e)(f)      9.55 %     11.89 %             9.55 %     11.89 %         
                                                   
Key stats — Washington Mutual 

only                                                  
Loans    $ 14,504     $ 21,163       (31 )   $ 14,504     $ 21,163       (31 ) 
Average loans      15,126       22,287       (32 )     16,716       24,742       (32 ) 
Net interest income (g)      16.27 %     17.04 %             15.40 %     17.11 %         
Risk adjusted margin (b)(g)      12.90       (4.45 )             9.91       (1.01 )         
Net charge-off rate (h)      15.58       21.94               20.02       18.32           
30+ day delinquency rate (h)      8.29       12.44               8.29       12.44           
90+ day delinquency rate (h)      4.54       6.21               4.54       6.21           
                                                   
Key stats — excluding Washington 

Mutual                                                  
Loans    $ 121,932     $ 144,080       (15 )   $ 121,932     $ 144,080       (15 ) 
Average loans      124,933       146,876       (15 )     130,610       150,764       (13 ) 
Net interest income (g)      8.98 %     9.10 %             8.77 %     8.83 %         
Risk adjusted margin (b)(g)      6.76       1.19               4.41       0.99           
Net charge-off rate      8.06       9.41               9.24       8.39           
30+ day delinquency rate      4.13       5.38               4.13       5.38           
90+ day delinquency rate      2.16       2.48               2.16       2.48           
  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. As a result of the consolidation of the credit card 
securitization trusts, reported and managed basis relating to credit card securitizations are equivalent for periods beginning after 
January 1, 2010. For further details regarding the Firm’s application and impact of the new guidance, see Note 15 on pages 155-167 of 
this Form 10-Q. 

  

(b)   Represents total net revenue less provision for credit losses. 
  

(c)   Pretax return on average managed outstandings. 
  

(d)   Results reflect the impact of purchase accounting adjustments related to the Washington Mutual transaction and the consolidation of the 
WMMT in the second quarter of 2009. The net charge-off rate for the three months ended September 30, 2010, and delinquency rates as of 
September 30, 2010, were not affected. 

  

(e)   Based on loans on the Consolidated Balance Sheets. 
  

(f)   Includes $3.0 billion of loans at September 30, 2009, held by the WMMT, which were consolidated onto the CS balance sheet at fair value 
during the second quarter of 2009. No allowance for loan losses was recorded for these loans as of September 30, 2009. Excluding these 
loans, the allowance for loan losses to period-end loans would have been 12.36%. 

  

(g)   As a percentage of average managed outstandings. 
  

(h)   Excludes the impact of purchase accounting adjustments related to the Washington Mutual transaction and the consolidation of the 
WMMT in the second quarter of 2009. 
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Reconciliation from reported basis to managed basis  

The financial information presented below reconciles reported basis and managed basis to disclose the effect of securitizations reported in 2009. 
Effective January 1, 2010, the Firm adopted new accounting guidance that amended the accounting for the transfer of financial assets and the 
consolidation of VIEs. As a result of the consolidation of the credit card securitization trusts, reported and managed basis relating to credit card 
securitizations are equivalent for periods beginning after January 1, 2010. For further details regarding the Firm’s application and impact of the 
new guidance, see Note 15 on pages 155-167 of this Form 10-Q.  

NA: Not applicable  
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    Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Income statement data                                                  
Credit card income                                                  

Reported    $ 864     $ 1,201       (28 )%   $ 2,585     $ 3,800       (32 )% 
Securitization adjustments    NA     (285 )   NM   NA     (1,119 )   NM 

  
          

  
        

Managed credit card income    $ 864     $ 916       (6 )   $ 2,585     $ 2,681       (4 ) 
  

          

  

        

                                                   
Net interest income                                                  

Reported    $ 3,447     $ 2,345       47     $ 10,492     $ 7,176       46   
Securitization adjustments    NA     1,983     NM   NA     5,945     NM 

  
          

  
        

Managed net interest income    $ 3,447     $ 4,328       (20 )   $ 10,492     $ 13,121       (20 ) 
  

          

  

        

Total net revenue                                                  
Reported    $ 4,253     $ 3,461       23     $ 12,917     $ 10,330       25   
Securitization adjustments    NA     1,698     NM   NA     4,826     NM 

  
          

  
        

Managed total net revenue    $ 4,253     $ 5,159       (18 )   $ 12,917     $ 15,156       (15 ) 
  

          

  

        

                                                   
Provision for credit losses                                                  

Reported    $ 1,633     $ 3,269       (50 )   $ 7,366     $ 9,397       (22 ) 
Securitization adjustments    NA     1,698     NM   NA     4,826     NM 

  
          

  
        

Managed provision for credit 
losses    $ 1,633     $ 4,967       (67 )   $ 7,366     $ 14,223       (48 ) 

  

          

  

        

                                                   
Balance sheets — average balances                                                  
Total average assets                                                  

Reported    $ 141,029     $ 109,362       29     $ 148,212     $ 113,134       31   
Securitization adjustments    NA     82,779     NM   NA     82,383     NM 

  
          

  
        

Managed average assets    $ 141,029     $ 192,141       (27 )   $ 148,212     $ 195,517       (24 ) 
  

          

  

        

                                                   
Credit quality statistics                                                  
Net charge-offs                                                  

Reported    $ 3,133     $ 2,694       16     $ 11,366     $ 7,412       53   
Securitization adjustments    NA     1,698     NM   NA     4,826     NM 

  
          

  
        

Managed net charge-offs    $ 3,133     $ 4,392       (29 )   $ 11,366     $ 12,238       (7 ) 
  

          

  

        

                                                   
Net charge-off rates                                                  

Reported      8.87 %     12.85 %             10.31 %     10.99 %         
Securitized    NA     7.83             NA     7.56           
Managed net charge-off rate      8.87       10.30               10.31       9.32           
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COMMERCIAL BANKING  

For a discussion of the business profile of CB, see pages 67-68 of JPMorgan Chase’s 2009 Annual Report and Introduction on page 6 of this 
Form 10-Q.  
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Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Revenue                                                  
Lending- and deposit-related fees    $ 269     $ 269       —%   $ 826     $ 802       3 % 
Asset management, administration and 

commissions      36       35       3       109       105       4   
All other income (a)      242       170       42       658       447       47   
  

          
  

        

Noninterest revenue      547       474       15       1,593       1,354       18   
Net interest income      980       985       (1 )     2,836       2,960       (4 ) 
  

          
  

        

Total net revenue (b)      1,527       1,459       5       4,429       4,314       3   
                                                   
Provision for credit losses      166       355       (53 )     145       960       (85 ) 
                                                   
Noninterest expense                                                  
Compensation expense      210       196       7       612       593       3   
Noncompensation expense      341       339       1       1,002       1,008       (1 ) 
Amortization of intangibles      9       10       (10 )     27       32       (16 ) 
  

          
  

        

Total noninterest expense      560       545       3       1,641       1,633       —  
  

          
  

        

Income before income tax expense      801       559       43       2,643       1,721       54   
Income tax expense      330       218       51       1,089       674       62   
  

          
  

        

Net income    $ 471     $ 341       38     $ 1,554     $ 1,047       48   
  

          

  

        

                                                   
Revenue by product                                                  
Lending    $ 693     $ 675       3     $ 2,000     $ 2,024       (1 ) 
Treasury services      670       672       —      1,973       1,997       (1 ) 
Investment banking      120       99       21       340       286       19   
Other      44       13       238       116       7     NM 
  

          
  

        

Total Commercial Banking revenue    $ 1,527     $ 1,459       5     $ 4,429     $ 4,314       3   
                                                   
IB revenue, gross    $ 344     $ 301       14     $ 988     $ 835       18   
                                                   
Revenue by client segment                                                  
Middle Market Banking    $ 766     $ 771       (1 )   $ 2,279     $ 2,295       (1 ) 
Commercial Term Lending      256       232       10       722       684       6   
Mid-Corporate Banking      304       278       9       852       825       3   
Real Estate Banking      118       121       (2 )     343       361       (5 ) 
Other (c)      83       57       46       233       149       56   
  

          
  

        

Total Commercial Banking revenue    $ 1,527     $ 1,459       5     $ 4,429     $ 4,314       3   
  

          

  

        

                                                   
Financial ratios                                                  
Return on common equity      23 %     17 %             26 %     17 %         
Overhead ratio      37       37               37       38           
  

(a)   Revenue from investment banking products sold to CB clients and commercial card fee revenue is included in all other income. 
  

(b)   Total net revenue included tax-equivalent adjustments from income tax credits related to equity investments in designated community 
development entities that provide loans to qualified businesses in low-income communities as well as tax-exempt income from municipal 
bond activity of $59 million and $43 million for the quarters ended September 30, 2010 and 2009, respectively, and $153 million and 
$117 million for year-to-date 2010 and 2009, respectively. 

  

(c)   Other primarily includes revenue related to the Community Development and Chase Capital segments. 
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Quarterly results  

Net income was $471 million, an increase of $130 million, or 38%, from the prior year. The increase was driven by a reduction in the provision 
for credit losses. Results included the impact of the purchase of a $3.5 billion loan portfolio during the current quarter.  

Net revenue was a record $1.5 billion, up by $68 million, or 5%, compared with the prior year. Net interest income was $980 million, down by 
$5 million, or 1%, driven by spread compression on liability products and lower loan balances, offset by growth in liability balances and wider 
loan spreads. Noninterest revenue was $547 million, an increase of $73 million, or 15%, driven by changes in the valuation of investments held 
at fair value, higher investment banking fees, higher lending-related fees, gains on sales of loans, and higher other fees.  

Revenue from Middle Market Banking was $766 million, a decrease of $5 million, or 1%, from the prior year. Revenue from Commercial Term 
Lending was $256 million, an increase of $24 million, or 10%, and included the impact of the loan portfolio purchased during the quarter. 
Revenue from Mid-Corporate Banking was $304 million, an increase of $26 million, or 9%. Revenue from Real Estate Banking was 
$118 million, a decrease of $3 million, or 2%.  

The provision for credit losses was $166 million, compared with $355 million in the prior year. Net charge-offs were $218 million (0.89% net 
charge-off rate) and were largely related to commercial real estate, compared with $291 million (1.11% net charge-off rate) in the prior year. The 
allowance for loan losses to end-of-period loans retained was 2.72%, down from 3.01% in the prior year. Nonperforming loans were $2.9 billion, 
up by $644 million from the prior year, reflecting increases in commercial real estate.  

Noninterest expense was $560 million, an increase of $15 million, or 3%, compared with the prior year, reflecting higher headcount-related 
expense.  

Year-to-date results  

Net income was $1.6 billion, an increase of $507 million, or 48%, from the prior year. The increase was driven by a reduction in the provision 
for credit losses.  

Net revenue was $4.4 billion, up by $115 million, or 3%, compared with the prior year. Net interest income was $2.8 billion, down by 
$124 million, or 4%, driven by spread compression on liability products and lower loan balances, largely offset by growth in liability balances 
and wider loan spreads. Noninterest revenue was $1.6 billion, an increase of $239 million, or 18%, from the prior year, reflecting higher lending- 
related fees, changes in the valuation of investments held at fair value, and higher investment banking fees.  

Revenue from Middle Market Banking was $2.3 billion, relatively flat compared with the prior year. Revenue from Commercial Term Lending 
was $722 million, an increase of $38 million, or 6%, and included the impact of the loan portfolio purchased during the third quarter. Mid-
Corporate Banking revenue was $852 million, an increase of $27 million, or 3%. Real Estate Banking revenue was $343 million, a decrease of 
$18 million, or 5%.  

The provision for credit losses was $145 million, compared with $960 million in the prior year, and reflected a reduction in the allowance for 
credit losses, primarily due to refinements to credit loss estimates and improvements in the credit quality of the commercial and industrial 
portfolio. Net charge-offs were $623 million (0.87% net charge-off rate), compared with $606 million (0.75% net charge-off rate) in the prior 
year.  

Noninterest expense was $1.6 billion, flat compared with the prior year.  

42  

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 52 of 254



Table of Contents  

43  

                                                  
Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in millions, except headcount and ratios)   2010   2009   Change   2010   2009   Change 
  

Selected balance sheet data (period-
end):                                                  

Loans:                                                  
Loans retained    $ 97,738     $ 101,608       (4 )%   $ 97,738     $ 101,608       (4 )% 
Loans held-for-sale and loans at fair 

value      399       288       39       399       288       39   
  

          
  

        

Total loans      98,137       101,896       (4 )     98,137       101,896       (4 ) 
Equity      8,000       8,000       —      8,000       8,000       —  
Selected balance sheet data 

(average):                                                  
Total assets    $ 130,237     $ 130,316       —    $ 132,176     $ 137,248       (4 ) 
Loans:                                                  

Loans retained      96,657       103,752       (7 )     96,166       108,654       (11 ) 
Loans held-for-sale and loans at fair 

value      384       297       29       358       294       22   
  

          
  

        

Total loans      97,041       104,049       (7 )     96,524       108,948       (11 ) 
Liability balances      137,853       109,293       26       135,939       110,012       24   
Equity      8,000       8,000       —      8,000       8,000       —  
Average loans by client segment:                                                  
Middle Market Banking    $ 35,299     $ 36,200       (2 )   $ 34,552     $ 38,357       (10 ) 
Commercial Term Lending      37,509       36,943       2       36,513       36,907       (1 ) 
Mid-Corporate Banking      11,807       14,933       (21 )     11,978       16,774       (29 ) 
Real Estate Banking      8,983       11,547       (22 )     9,740       12,380       (21 ) 
Other (a)      3,443       4,426       (22 )     3,741       4,530       (17 ) 
  

          
  

        

Total Commercial Banking loans    $ 97,041     $ 104,049       (7 )   $ 96,524     $ 108,948       (11 ) 
                                                   
Headcount      4,805       4,177       15       4,805       4,177       15   
                                                   
Credit data and quality statistics:                                                  
Net charge-offs    $ 218     $ 291       (25 )   $ 623     $ 606       3   
Nonperforming loans:                                                  

Nonperforming loans retained (b)      2,898       2,284       27       2,898       2,284       27   
Nonperforming loans held-for-sale 

and loans at fair value      48       18       167       48       18       167   
  

          
  

        

Total nonperforming loans      2,946       2,302       28       2,946       2,302       28   
Nonperforming assets      3,227       2,461       31       3,227       2,461       31   
Allowance for credit losses:                                                  
Allowance for loan losses      2,661       3,063       (13 )     2,661       3,063       (13 ) 
Allowance for lending-related 

commitments      241       300       (20 )     241       300       (20 ) 
  

          
  

        

Total allowance for credit losses      2,902       3,363       (14 )     2,902       3,363       (14 ) 
Net charge-off rate      0.89 %     1.11 %             0.87 %     0.75 %         
Allowance for loan losses to period-end 

loans retained      2.72       3.01               2.72       3.01           
Allowance for loan losses to average 

loans retained      2.75       2.95               2.77       2.82           
Allowance for loan losses to 

nonperforming loans retained      92       134               92       134           
Nonperforming loans to total period-

end loans      3.00       2.26               3.00       2.26           
Nonperforming loans to total average 

loans      3.04       2.21               3.05       2.11           
  

(a)   Other primarily includes loans related to the Community Development and Chase Capital segments. 
  

(b)   Allowance for loan losses of $535 million and $496 million were held against nonperforming loans retained at September 30, 2010 and 
2009, respectively. 
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TREASURY & SECURITIES SERVICES  

For a discussion of the business profile of TSS, see pages 56–57 of JPMorgan Chase’s 2009 Annual Report and Introduction on page 6 of this 
Form 10-Q.  
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Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except headcount and ratios)   2010   2009   Change   2010   2009   Change 
  

Revenue                                                  
Lending- and deposit-related fees    $ 318     $ 316       1 %   $ 942     $ 955       (1 )% 
Asset management, administration and 

commissions      644       620       4       2,008       1,956       3   
All other income      210       201       4       595       619       (4 ) 
  

          
  

        

Noninterest revenue      1,172       1,137       3       3,545       3,530       —  
Net interest income      659       651       1       1,923       1,979       (3 ) 
  

          
  

        

Total net revenue      1,831       1,788       2       5,468       5,509       (1 ) 
                                                   
Provision for credit losses      (2 )     13     NM       (57 )     2     NM   
Credit reimbursement to IB (a)      (31 )     (31 )     —      (91 )     (91 )     —  
                                                   
Noninterest expense                                                  
Compensation expense      701       629       11       2,055       1,876       10   
Noncompensation expense      693       633       9       2,027       1,954       4   
Amortization of intangibles      16       18       (11 )     52       57       (9 ) 
  

          
  

        

Total noninterest expense      1,410       1,280       10       4,134       3,887       6   
  

          
  

        

Income before income tax expense      392       464       (16 )     1,300       1,529       (15 ) 
Income tax expense      141       162       (13 )     478       540       (11 ) 
  

          
  

        

Net income    $ 251     $ 302       (17 )   $ 822     $ 989       (17 ) 
  

          

  

        

                                                   
Revenue by business                                                  
Treasury Services    $ 937     $ 919       2     $ 2,745     $ 2,784       (1 ) 
Worldwide Securities Services      894       869       3       2,723       2,725       —  
  

          
  

        

Total net revenue    $ 1,831     $ 1,788       2     $ 5,468     $ 5,509       (1 ) 
                                                   
Financial ratios                                                  
Return on common equity      15 %     24 %             17 %     26 %         
Overhead ratio      77       72               76       71           
Pretax margin ratio      21       26               24       28           
                                                   
Selected balance sheet data (period-

end)                                                  
Loans (b)    $ 26,899     $ 19,693       37     $ 26,899     $ 19,693       37   
Equity      6,500       5,000       30       6,500       5,000       30   
                                                   
Selected balance sheet data (average)                                                 
Total assets    $ 42,445     $ 33,117       28     $ 41,211     $ 35,753       15   
Loans (b)      24,337       17,062       43       22,035       18,231       21   
Liability balances      242,517       231,502       5       245,684       247,219       (1 ) 
Equity      6,500       5,000       30       6,500       5,000       30   
                                                   
Headcount      28,544       26,389       8       28,544       26,389       8   
  

(a)   IB credit portfolio group manages certain exposures on behalf of clients shared with TSS. TSS reimburses IB for a portion of the total cost 
of managing the credit portfolio. IB recognizes this credit reimbursement as a component of noninterest revenue. 

  

(b)   Loan balances include wholesale overdrafts, commercial card and trade finance loans. 
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Quarterly results  

Net income was $251 million, a decrease of $51 million, or 17%, from the prior year. These results reflected higher noninterest expense, 
partially offset by higher net revenue.  

Net revenue was $1.8 billion, an increase of $43 million, or 2%, from the prior year. Treasury Services net revenue was $937 million, an 
increase of $18 million, or 2%. The increase was driven by higher trade loan and card product volumes, partially offset by lower spreads on 
liability products. Worldwide Securities Services net revenue was $894 million, an increase of $25 million, or 3%. The increase was driven by 
higher market levels and net inflows of assets under custody, partially offset by lower spreads on liability products and securities lending.  

TSS generated firmwide net revenue of $2.6 billion, including $1.7 billion by Treasury Services; of that amount, $937 million was recorded in 
Treasury Services, $670 million in Commercial Banking and $64 million in other lines of business. The remaining $894 million of firmwide net 
revenue was recorded in Worldwide Securities Services.  

Noninterest expense was $1.4 billion, an increase of $130 million, or 10%, from the prior year. The increase was driven by continued investment 
in new product platforms, primarily related to international expansion, and higher performance-based compensation.  

Year-to-date results  

Net income was $822 million, a decrease of $167 million, or 17%, from the prior year. These results reflected higher noninterest expense and 
lower net revenue.  

Net revenue was $5.5 billion, a decrease of $41 million, or 1%, from the prior year. Treasury Services net revenue was $2.7 billion, relatively 
flat compared with the prior year as lower spreads on liability products were offset by higher trade loan and card product volumes. Similarly, 
Worldwide Securities Services net revenue was $2.7 billion, relatively flat compared with the prior year as lower spreads in securities lending, 
lower volatility on foreign exchange, and lower balances on liability products were offset by higher market levels and net inflows of assets under 
custody.  

TSS generated firmwide net revenue of $7.6 billion, including $4.9 billion by Treasury Services; of that amount, $2.7 billion was recorded in 
Treasury Services, $2.0 billion in Commercial Banking and $182 million in other lines of business. The remaining $2.7 billion of firmwide net 
revenue was recorded in Worldwide Securities Services.  

Noninterest expense was $4.1 billion, up $247 million, or 6%, from the prior year. The increase was driven by continued investment in new 
product platforms, primarily related to international expansion, and higher performance-based compensation.  
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Selected metrics   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios and where otherwise noted)   2010   2009   Change   2010   2009   Change 
  

TSS firmwide disclosures                                                  
Treasury Services revenue – reported    $ 937     $ 919       2 %   $ 2,745     $ 2,784       (1 )% 
Treasury Services revenue reported in CB      670       672       —      1,973       1,997       (1 ) 
Treasury Services revenue reported in other 

lines of business      64       63       2       182       188       (3 ) 
  

          
  

        

Treasury Services firmwide revenue (a)      1,671       1,654       1       4,900       4,969       (1 ) 
Worldwide Securities Services revenue      894       869       3       2,723       2,725       —  
  

          
  

        

Treasury & Securities Services firmwide 
revenue (a)    $ 2,565     $ 2,523       2     $ 7,623     $ 7,694       (1 ) 

                                                   
Treasury Services firmwide liability balances 

(average) (b)    $ 302,921     $ 261,059       16     $ 303,742     $ 269,568       13   
Treasury & Securities Services firmwide 

liability balances (average) (b)      380,370       340,795       12       381,623       357,231       7   
                                                   
TSS firmwide financial ratios                                                  
Treasury Services firmwide overhead ratio (c)     55 %     52 %             55 %     52 %         
Treasury & Securities Services firmwide 

overhead ratio (c)      65       62               65       61           
                                                   
Firmwide business metrics                                                  
Assets under custody (in billions)    $ 15,863     $ 14,887       7     $ 15,863     $ 14,887       7   
                                                   
Number of:                                                  
U.S.$ ACH transactions originated (in 

millions)      978       965       1       2,897       2,921       (1 ) 
Total U.S.$ clearing volume (in thousands)      30,779       28,604       8       89,979       83,983       7   
International electronic funds transfer 

volume (in thousands) (d)      57,333       48,533       18       171,571       139,994       23   
Wholesale check volume (in millions)      531       530       —      1,535       1,670       (8 ) 
Wholesale cards issued (in thousands) (e)      28,404       26,977       5       28,404       26,977       5   
  

          
  

        

                                                   
Credit data and quality statistics                                                  
Net charge-offs    $ 1     $ —    NM     $ 1     $ 19       (95 ) 
Nonperforming loans      14       14       —      14       14       —  
Allowance for credit losses:                                                  

Allowance for loan losses      54       15       260       54       15       260   
Allowance for lending-related 

commitments      52       104       (50 )     52       104       (50 ) 
  

          
  

        

Total allowance for credit losses      106       119       (11 )     106       119       (11 ) 
                                                   
Net charge-off rate      0.02 %     —%             0.01 %     0.14 %         
Allowance for loan losses to period-end 

loans      0.20       0.08               0.20       0.08           
Allowance for loan losses to average loans      0.22       0.09               0.25       0.08           
Allowance for loan losses to nonperforming 

loans      386       107               386       107           
Nonperforming loans to period-end loans      0.05       0.07               0.05       0.07           
Nonperforming loans to average loans      0.06       0.08               0.06       0.08           
  

(a)   TSS firmwide revenue includes foreign exchange (“FX”) revenue recorded in TSS and FX revenue associated with TSS customers who are 
FX customers of IB. However, some of the FX revenue associated with TSS customers who are FX customers of IB is not included in TS 
and TSS firmwide revenue. The total FX revenue generated was $143 million and $154 million for the three months ended September 30, 
2010 and 2009, respectively, and $455 million and $499 million for the nine months ended September 30, 2010 and 2009, respectively. 

  

(b)   Firmwide liability balances include liability balances recorded in CB. 
  

(c)   Overhead ratios have been calculated based on firmwide revenue and TSS and TS expense, respectively, including those allocated to 
certain other lines of business. FX revenue and expense recorded in IB for TSS-related FX activity are not included in this ratio. 

  

(d)   International electronic funds transfer includes non-U.S. dollar Automated Clearing House (“ ACH” ) and clearing volume. 
  

(e)   Wholesale cards issued and outstanding include U.S. domestic commercial, stored value, prepaid and government electronic benefit card 
products. 
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ASSET MANAGEMENT  

For a discussion of the business profile of AM, see pages 71–73 of JPMorgan Chase’s 2009 Annual Report and Introduction on page 6 of this 
Form 10-Q.  
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Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except ratios)   2010   2009   Change   2010   2009   Change 
  

Revenue:                                                  
Asset management, administration and 

commissions    $ 1,498     $ 1,443       4 %   $ 4,528     $ 3,989       14 % 
All other income      282       238       18       725       560       29   
  

          
  

        

Noninterest revenue      1,780       1,681       6       5,253       4,549       15   
Net interest income      392       404       (3 )     1,118       1,221       (8 ) 
  

          
  

        

Total net revenue      2,172       2,085       4       6,371       5,770       10   
                                                   
Provision for credit losses      23       38       (39 )     63       130       (52 ) 
                                                   
Noninterest expense:                                                  
Compensation expense      914       858       7       2,685       2,468       9   
Noncompensation expense      557       474       18       1,598       1,478       8   
Amortization of intangibles      17       19       (11 )     52       57       (9 ) 
  

          
  

        

Total noninterest expense      1,488       1,351       10       4,335       4,003       8   
  

          
  

        

Income before income tax expense      661       696       (5 )     1,973       1,637       21   
Income tax expense      241       266       (9 )     770       631       22   
  

          
  

        

Net income    $ 420     $ 430       (2 )   $ 1,203     $ 1,006       20   
  

          

  

        

                                                   
Revenue by client segment                                                  
Private Banking (a)    $ 1,181     $ 1,080       9     $ 3,484     $ 3,154       10   
Institutional      506       534       (5 )     1,505       1,481       2   
Retail      485       471       3       1,382       1,135       22   
  

          
  

        

Total net revenue    $ 2,172     $ 2,085       4     $ 6,371     $ 5,770       10   
  

          

  

        

Financial ratios                                                  
Return on common equity      26 %     24 %             25 %     19 %         
Overhead ratio      69       65               68       69           
Pretax margin ratio      30       33               31       28           
  

(a)   Private Banking is a combination of the previously disclosed client segments: Private Bank, Private Wealth Management and JPMorgan 
Securities. 
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Quarterly results  

Net income was $420 million, a decrease of $10 million, or 2%, from the prior year. These results reflected higher noninterest expense, largely 
offset by higher net revenue and a lower provision for credit losses.  

Net revenue was $2.2 billion, an increase of $87 million, or 4%, from the prior year. Noninterest revenue was $1.8 billion, up by $99 million, or 
6%, due to higher loan originations, the effect of higher market levels and net inflows to products with higher margins, partially offset by lower 
brokerage revenue and lower quarterly valuations of seed capital investments. Net interest income was $392 million, down by $12 million, or 
3%, due to narrower deposit and loan spreads, offset by higher deposit and loan balances.  

Revenue from Private Banking was $1.2 billion, up 9% from the prior year. Revenue from Institutional was $506 million, down 5%. Revenue 
from Retail was $485 million, up 3%.  

The provision for credit losses was $23 million, compared with $38 million in the prior year.  

Noninterest expense was $1.5 billion, an increase of $137 million, or 10%, from the prior year, resulting from an increase in headcount.  

Year-to-date results  

Net income was $1.2 billion, an increase of $197 million, or 20%, from the prior year, due to higher net revenue and a lower provision for credit 
losses, partially offset by higher noninterest expense.  

Net revenue was $6.4 billion, an increase of $601 million, or 10%, from the prior year. Noninterest revenue was $5.3 billion, an increase of 
$704 million, or 15%, due to the effect of higher market levels, net inflows to products with higher margins, higher loan originations and higher 
performance fees, partially offset by lower valuations of seed capital investments. Net interest income was $1.1 billion, down by $103 million, or 
8%, from the prior year, due to narrower deposit spreads, partially offset by higher deposit balances.  

Revenue from Private Banking was $3.5 billion, up 10% from the prior year. Revenue from Institutional was $1.5 billion, up 2%. Revenue from 
Retail was $1.4 billion, up 22%.  

The provision for credit losses was $63 million, compared with $130 million in the prior year.  

Noninterest expense was $4.3 billion, an increase of $332 million, or 8%, from the prior year due to higher headcount and higher performance-
based compensation.  
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Business metrics   Three months ended September 30,   Nine months ended September 30, 
(in millions, except headcount, ratios,             
ranking data, and where otherwise noted)   2010   2009   Change   2010   2009   Change 
  

Number of:                                                  
Client advisors      2,209       1,891       17 %     2,209       1,891       17 % 
Retirement planning services 

participants (in thousands)      1,665       1,620       3       1,665       1,620       3   
JPMorgan Securities brokers (a)      419       365       15       419       365       15   

                                                   
% of customer assets in 4 & 5 Star 

Funds (b)      42 %     39 %     8       42 %     39 %     8   
% of AUM in 1 st and 2 nd quartiles: (c)                                                  

1 year      67 %     60 %     12       67 %     60 %     12   
3 years      65 %     70 %     (7 )     65 %     70 %     (7 ) 
5 years      74 %     74 %     —      74 %     74 %     —  

                                                   
Selected balance sheet data (period-

end)                                                  
Loans    $ 41,408     $ 35,925       15     $ 41,408     $ 35,925       15   
Equity      6,500       7,000       (7 )     6,500       7,000       (7 ) 
                                                   
Selected balance sheet data (average)                                                  
Total assets    $ 64,911     $ 60,345       8     $ 63,629     $ 59,309       7   
Loans      39,417       34,822       13       37,819       34,567       9   
Deposits      87,841       73,649       19       85,012       76,888       11   
Equity      6,500       7,000       (7 )     6,500       7,000       (7 ) 
                                                   
Headcount      16,510       14,919       11       16,510       14,919       11   
                                                   
Credit data and quality statistics                                                  
Net charge-offs    $ 13     $ 17       (24 )   $ 68     $ 82       (17 ) 
Nonperforming loans      294       409       (28 )     294       409       (28 ) 
Allowance for credit losses:                                                  

Allowance for loan losses      257       251       2       257       251       2   
Allowance for lending-related 

commitments      3       5       (40 )     3       5       (40 ) 
  

          
  

        

Total allowance for credit losses      260       256       2       260       256       2   
                                                   
Net charge-off rate      0.13 %     0.19 %             0.24 %     0.32 %         
Allowance for loan losses to period-end 

loans      0.62       0.70               0.62       0.70           
Allowance for loan losses to average 

loans      0.65       0.72               0.68       0.73           
Allowance for loan losses to 

nonperforming loans      87       61               87       61           
Nonperforming loans to period-end 

loans      0.71       1.14               0.71       1.14           
Nonperforming loans to average loans      0.75       1.17               0.78       1.18           
  

(a)   JPMorgan Securities was formerly known as Bear Stearns Private Client Services prior to January 1, 2010. 
  

(b)   Derived from Morningstar for the U.S., the U.K., Luxembourg, France, Hong Kong and Taiwan; and Nomura for Japan. 
  

(c)   Quartile rankings sourced from Lipper for the U.S. and Taiwan; Morningstar for the U.K., Luxembourg, France and Hong Kong; and 
Nomura for Japan. 
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Assets under supervision  

Assets under supervision were $1.8 trillion, an increase of $100 billion, or 6%, from the prior year. Assets under management were $1.3 trillion, 
flat from the prior year, due to net outflows in liquidity products, offset by net inflows of long-term products and the effect of higher market 
levels. Custody, brokerage, administration and deposit balances were $513 billion, up by $102 billion, or 25%, due to custody and brokerage 
inflows and the effect of higher market levels.  
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ASSETS UNDER SUPERVISION (a) (in billions)         
As of September 30,   2010   2009 
  

Assets by asset class                  
Liquidity    $ 521     $ 634   
Fixed income      277       215   
Equities and multi-asset      362       316   
Alternatives      97       94   
  

Total assets under management      1,257       1,259   
Custody/brokerage/administration/deposits      513       411   
  

Total assets under supervision    $ 1,770     $ 1,670   
  

                   
Assets by client segment                  
                   
Private Banking (b)    $ 276     $ 266   
Institutional      677       737   
Retail      304       256   
  

Total assets under management    $ 1,257     $ 1,259   
  

                   
Private Banking (b)    $ 698     $ 594   
Institutional      678       737   
Retail      394       339   
  

Total assets under supervision    $ 1,770     $ 1,670   
  

                   
Assets by geographic region                  
U.S./Canada    $ 852     $ 862   
International      405       397   
  

Total assets under management    $ 1,257     $ 1,259   
  

U.S./Canada    $ 1,237     $ 1,179   
International      533       491   
  

Total assets under supervision    $ 1,770     $ 1,670   
  

                   
Mutual fund assets by asset class                  
Liquidity    $ 466     $ 576   
Fixed income      88       57   
Equities and multi-asset      151       133   
Alternatives      7       10   
  

Total mutual fund assets    $ 712     $ 776   
  

(a)   Excludes assets under management of American Century Companies, Inc., in which the Firm had a 41% and 42% ownership at 
September 30, 2010 and 2009, respectively. 

  

(b)   Private Banking is a combination of the previously disclosed client segments: Private Bank, Private Wealth Management and JPMorgan 
Securities. 
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CORPORATE / PRIVATE EQUITY  

For a discussion of the business profile of Corporate/Private Equity, see pages 74–75 of JPMorgan Chase’s 2009 Annual Report.  

                                  
Assets under management rollforward   Three months ended September 30,   Nine months ended September 30, 
(in billions)   2010   2009   2010   2009 
  

Beginning balance    $ 1,161     $ 1,171     $ 1,249     $ 1,133   
Net asset flows:                                  

Liquidity      27       9       (64 )     21   
Fixed income      12       13       40       22   
Equities, multi-asset and alternatives      (1 )     12       6       9   

Market/performance/other impacts      58       54       26       74   
  

Total assets under management    $ 1,257     $ 1,259     $ 1,257     $ 1,259   
  

                                   
Assets under supervision rollforward                                  
  

Beginning balance    $ 1,640     $ 1,543     $ 1,701     $ 1,496   
Net asset flows      41       45       27       61   
Market/performance/other impacts      89       82       42       113   
  

Total assets under supervision    $ 1,770     $ 1,670     $ 1,770     $ 1,670   
  

                                                  
Selected income statement data   Three months ended September 30,   Nine months ended September 30, 
(in millions, except headcount)   2010   2009   Change   2010   2009   Change 
  

Revenue                                                  
Principal transactions    $ 1,143     $ 1,109       3 %   $ 1,621     $ 859       89 % 
Securities gains      99       181       (45 )     1,699       761       123   
All other income      (29 )     273     NM       277       45     NM   
  

          
  

        

Noninterest revenue      1,213       1,563       (22 )     3,597       1,665       116   
Net interest income      371       1,031       (64 )     2,194       2,885       (24 ) 
  

          
  

        

Total net revenue (a)      1,584       2,594       (39 )     5,791       4,550       27   
                                                   
Provision for credit losses      (3 )     62     NM       12       71       (83 ) 
                                                   
Noninterest expense                                                  
Compensation expense      574       768       (25 )     1,819       2,064       (12 ) 
Noncompensation expense (b)      1,927       875       120       6,436       2,539       153   
Merger costs      —      103     NM       —      451     NM   
  

          
  

        

Subtotal      2,501       1,746       43       8,255       5,054       63   
Net expense allocated to other 

businesses      (1,227 )     (1,243 )     1       (3,599 )     (3,775 )     5   
  

          
  

        

Total noninterest expense      1,274       503       153       4,656       1,279       264   
  

          
  

        

Income before income tax expense/ 
(benefit) and extraordinary gain      313       2,029       (85 )     1,123       3,200       (65 ) 

Income tax expense/(benefit) (c)      (35 )     818     NM       (106 )     1,443     NM   
  

          
  

        

Income before extraordinary gain      348       1,211       (71 )     1,229       1,757       (30 ) 
Extraordinary gain (d)      —      76     NM       —      76     NM   
  

          
  

        

Net income    $ 348     $ 1,287       (73 )   $ 1,229     $ 1,833       (33 ) 
  

          

  

        

                                                   
Total net revenue                                                  
Private equity    $ 721     $ 172       319     $ 884     $ (278 )   NM 
Corporate      863       2,422       (64 )     4,907       4,828       2   
  

          
  

        

Total net revenue    $ 1,584     $ 2,594       (39 )   $ 5,791     $ 4,550       27   
  

          

  

        

                                                   
Net income/(loss)                                                  
Private equity    $ 344     $ 88       291     $ 410     $ (219 )   NM 
Corporate (e)      4       1,199       (100 )     819       2,052       (60 ) 
  

          
  

        

Total net income    $ 348     $ 1,287       (73 )   $ 1,229     $ 1,833       (33 ) 
  

          

  

        

Headcount      19,756       20,747       (5 )     19,756       20,747       (5 ) 
  

(a)   Total net revenue included tax-equivalent adjustments, predominantly due to tax-exempt income from municipal bond investments of 
$58 million and $40 million for the quarters ended September 30, 2010 and 2009, respectively, and $163 million and $110 million for the 
nine months ended September 30, 2010 and 2009, respectively. 

  

(b)   Includes litigation expense of $1.3 billion and $4.3 billion for the three and nine months ended September 30, 2010, respectively, 
compared with $154 million and a net benefit of $274 million for the three and nine months ended September 30, 2009, respectively. The 
nine months ended September 30, 2009, included a $675 million FDIC special assessment. 
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(c)   Income tax expense in the first and third quarters of 2010 includes tax benefits recognized upon the resolution of tax audits. 
Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 63 of 254



Table of Contents  

Quarterly results  

Net income was $348 million, compared with net income of $1.3 billion in the prior year.  

Private Equity net income was $344 million, compared with $88 million in the prior year. Net revenue was $721 million, an increase of 
$549 million, and noninterest expense was $184 million, an increase of $150 million, both driven by higher private equity gains on investments 
in the portfolio.  

Corporate net income was $4 million, compared with $1.2 billion in the prior year. Net revenue was $863 million, including $400 million of net 
interest income and $399 million of trading and securities gains. Noninterest expense reflected an increase of $1.3 billion for litigation reserves, 
including those for mortgage-related matters.  

Year-to-date results  

Net income was $1.2 billion, compared with net income of $1.8 billion in the prior year.  

Private Equity net income was $410 million, compared with a net loss of $219 million in the prior year. Net revenue was $884 million, an 
increase of $1.2 billion, and noninterest expense was $246 million, an increase of $181 million, both driven by higher private equity gains on 
investments in the portfolio.  

Corporate net income was $819 million, compared with $2.1 billion in the prior year. Net revenue was $4.9 billion, compared with $4.8 billion. 
Noninterest expense was $4.4 billion compared with $1.2 billion, reflecting an increase for litigation reserves offset by the absence of a $675 
million FDIC special assessment in the prior year.  

For further information on the investment portfolio, see Note 3 and Note 11 on pages 114–128 and 143–148, respectively, of this Form 10-Q. 
For further information on CIO VaR and the Firm’s earnings-at-risk, see the Market Risk Management section on pages 99–102 of this Form 10-
Q.  
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(d)   On September 25, 2008, JPMorgan Chase acquired the banking operations of Washington Mutual Bank. The acquisition resulted in 
negative goodwill, and accordingly, the Firm recognized an extraordinary gain. A preliminary gain of $1.9 billion was recognized at 
December 31, 2008. The final total extraordinary gain that resulted from the Washington Mutual transaction was $2.0 billion. 

  

(e)   The 2009 periods included merger costs and the extraordinary gain related to the Washington Mutual transaction, as well as items related 
to the Bear Stearns merger, including merger costs, asset management liquidation costs and JPMorgan Securities broker retention 
expense. 

                                                  
Treasury and Chief Investment Office (“ CIO” )             
Selected income statement and   Three months ended September 30,   Nine months ended September 30, 
balance sheet data                         
(in millions)   2010   2009   Change   2010   2009   Change 
  

Securities gains (a)    $ 99     $ 181       (45 )%   $ 1,698     $ 769       121 % 
Investment securities portfolio (average)      321,428       339,745       (5 )     324,163       314,202       3   
Investment securities portfolio (ending)      334,140       351,823       (5 )     334,140       351,823       (5 ) 
Mortgage loans (average)      9,174       7,469       23       8,629       7,303       18   
Mortgage loans (ending)      9,550       7,665       25       9,550       7,665       25   
  

(a)   Reflects repositioning of the Corporate investment securities portfolio. 

                                                  
Selected income statement and balance sheet data   Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   Change   2010   2009   Change 
  

Private equity gains/(losses)                                                  
Realized gains    $ 179     $ 57       214 %   $ 370     $ 97       281 % 
Unrealized gains/(losses) (a)      561       88     NM       479       (305 )   NM   

  
          

  
        

Total direct investments      740       145       410       849       (208 )   NM   
Third-party fund investments      10       10       —      112       (119 )   NM   
  

          
  

        

Total private equity gains/(losses) (b)    $ 750     $ 155       384     $ 961     $ (327 )   NM   
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The carrying value of the private equity portfolio at September 30, 2010, and December 31, 2009, was $9.4 billion and $7.3 billion, respectively. 
The increase in the portfolio during the nine months ended September 30, 2010, is primarily due to gains on investments in the portfolio and 
incremental follow-on investment. The portfolio represented 7.5% and 6.3% of the Firm’s stockholders’ equity less goodwill at September 30, 
2010, and December 31, 2009, respectively.  

BALANCE SHEET ANALYSIS  

                          
Private equity portfolio information (c)             
Direct investments             
(in millions)   September 30, 2010   December 31, 2009   Change 
  

Publicly held securities                          
Carrying value    $ 1,152     $ 762       51 % 
Cost      985       743       33   
Quoted public value      1,249       791       58   
                           
Privately held direct securities                          
Carrying value      6,388       5,104       25   
Cost      6,646       5,959       12   
                           
Third -party fund investments (d)                          
Carrying value      1,814       1,459       24   
Cost      2,356       2,079       13   
  

        

Total private equity portfolio — Carrying value    $ 9,354     $ 7,325       28   
Total private equity portfolio — Cost    $ 9,987     $ 8,781       14   
  

(a)   Unrealized gains/(losses) contain reversals of unrealized gains and losses that were recognized in prior periods and have now been 
realized. 

  

(b)   Included in principal transactions revenue in the Consolidated Statements of Income. 
  

(c)   For more information on the Firm’s policies regarding the valuation of the private equity portfolio, see Note 3 on pages 148-165 of 
JPMorgan Chase’s 2009 Annual Report. 

  

(d)   Unfunded commitments to third-party private equity funds were $1.1 billion and $1.5 billion at September 30, 2010, and December 31, 
2009, respectively. 

                  
Selected Consolidated Balance Sheets data (in millions)   September 30, 2010   December 31, 2009 
  

Assets                  
Cash and due from banks    $ 23,960     $ 26,206   
Deposits with banks      31,077       63,230   
Federal funds sold and securities purchased under resale agreements      235,390       195,404   
Securities borrowed      127,365       119,630   
Trading assets:                  

Debt and equity instruments      378,222       330,918   
Derivative receivables      97,293       80,210   

Securities      340,168       360,390   
Loans      690,531       633,458   
Allowance for loan losses      (34,161 )     (31,602 ) 
  

Loans, net of allowance for loan losses      656,370       601,856   
Accrued interest and accounts receivable      63,224       67,427   
Premises and equipment      11,316       11,118   
Goodwill      48,736       48,357   
Mortgage servicing rights      10,305       15,531   
Other intangible assets      3,982       4,621   
Other assets      114,187       107,091   
  

Total assets    $ 2,141,595     $ 2,031,989   
  

                   
Liabilities                  
Deposits    $ 903,138     $ 938,367   
Federal funds purchased and securities loaned or sold under repurchase agreements      314,161       261,413   
Commercial paper      38,611       41,794   
Other borrowed funds      51,642       55,740   
Trading liabilities:                  

Debt and equity instruments      82,919       64,946   
Derivative payables      74,902       60,125   

Accounts payable and other liabilities      169,365       162,696   
Beneficial interests issued by consolidated VIEs      77,438       15,225   
Long-term debt      255,589       266,318   
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Total liabilities      1,967,765       1,866,624   
Stockholders’  equity      173,830       165,365   
  

Total liabilities and stockholders’  equity    $ 2,141,595     $ 2,031,989   
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Consolidated Balance Sheets overview  

Total assets were $2.1 trillion, up by $109.6 billion from December 31, 2009. Total assets increased, primarily as a result of higher loans, largely 
due to the January 1, 2010, adoption of new consolidation guidance related to VIEs; higher trading assets – debt and equity instruments, largely 
due to improved market activity, reduced levels of volatility, and rising global indices; and an increase in federal funds sold and securities 
purchased under resale agreements, predominantly due to higher financing volume in IB. These increases were partially offset by a reduction in 
deposits with banks, as market stress has eased since the end of 2009.  

Total liabilities were $2.0 trillion, up by $101.1 billion. The increase in liabilities was a result of an increase in beneficial interests issued by 
consolidated VIEs, due to the adoption of the new consolidation guidance related to VIEs; also contributing were higher federal funds purchased 
and securities loaned or sold under repurchase agreements, largely as a result of an increase in securities purchased under resale agreement 
activity levels in IB. Partially offsetting these liability increases was a decline in wholesale deposits associated with the Firm’s lower funding 
needs, and the normalization of TSS deposit levels from year-end inflows.  

Stockholders’ equity was $173.8 billion, up by $8.5 billion. The increase was driven predominantly by the Firm’s net income and a net increase 
in accumulated other comprehensive income (“AOCI”); these were partially offset by the cumulative effect of changes in accounting principles 
as a result of the adoption of the new accounting guidance related to the consolidation of VIEs.  

The following is a discussion of the significant changes in the specific line captions of the Consolidated Balance Sheets from December 31, 
2009. For a description of the specific line captions discussed below, see pages 76–78 of JPMorgan Chase’s 2009 Annual Report.  

Deposits with banks; federal funds sold and securities purchased under resale agreements; securities borrowed  

Deposits with banks decreased, largely due to lower deposits with the Federal Reserve Bank and lower interbank lending, as market stress has 
eased since the end of 2009. Securities purchased under resale agreements increased, predominantly due to higher financing volume in IB. For 
additional information on the Firm’s Liquidity Risk Management, see pages 66–70 of this Form 10-Q.  

Trading assets and liabilities – debt and equity instruments  

Trading assets — debt and equity instruments increased, largely due to improved market activity, reduced levels of volatility and rising global 
indices. Trading liabilities — debt and equity instruments increased, largely due a higher level of short positions compared with the prior year-
end to facilitate customer trading. For additional information, refer to Note 3 on pages 114–128 of this Form 10-Q.  

Trading assets and liabilities – derivative receivables and payables  

Trading assets and liabilities – derivative receivables and payables increased, as a result of the continued decline in interest rates, the weakening 
of the U.S. dollar and the influence of rising base and precious metal prices on commodity valuations. For additional information, refer to 
Derivative contracts on pages 78–80, and Note 3 and Note 5 on pages 114–128 and 132–140, respectively, of this Form 10-Q.  

Securities  

Securities decreased, largely due to repositioning of the Firm’s securities portfolio, in response to changes in the interest rate environment and to 
rebalance issuer exposures. The repositioning reduced U.S. government agency securities and increased non-U.S. mortgage-backed securities. 
The adoption of the new consolidation guidance related to VIEs, which resulted in the elimination of retained available-for-sale (“AFS”) 
securities issued by Firm-sponsored credit card securitization trusts, also contributed to the decrease. For additional information related to 
securities, refer to the Corporate/Private Equity segment on pages 51–53, and Note 3 and Note 11 on pages 114–128 and 143–148, respectively, 
of this Form 10-Q.  

Loans and allowance for loan losses  

Loans increased as a result of the new consolidation guidance related to VIEs that required the Firm to consolidate the assets and liabilities of its 
Firm-sponsored credit card securitization trusts, Firm-administered multi-seller conduits and certain other consumer securitization entities, 
primarily mortgage-related. Excluding the impact of the adoption of the new accounting guidance, loans decreased due to the Washington 
Mutual credit card portfolio runoff; the decline in lower-yielding promotional credit card balances; continued runoff of the residential real estate 
portfolios; net repayments and loan sales in IB; and net charge-offs.  

The allowance for loan losses increased, largely due to the impact of new consolidation guidance related to VIEs that required the Firm to 
consolidate the assets and liabilities of its Firm-sponsored credit card securitization trusts. Excluding the effect of the new consolidation 
guidance, the allowance decreased, as a result of reductions of $2.7  
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billion and $2.2 billion in the consumer and wholesale allowances, respectively. The consumer allowance decreased, largely as a result of lower 
estimated losses, primarily related to improved delinquency trends, as well as lower levels of loans. The wholesale allowance decreased due 
primarily to repayments and loan sales. For a more detailed discussion of the adoption of the new consolidation guidance, see Notes 1, 14 and 15 
on pages 112–113, 154–155 and 155–167, respectively, of this Form 10-Q. For a more detailed discussion of the loan portfolio and the 
allowance for loan losses, refer to Credit Portfolio on pages 70–98 and Notes 3, 4, 13 and 14 on pages 114–128, 129–131, 149–154 and 154–
155, respectively, of this Form 10-Q.  

Accrued interest and accounts receivable  

Accrued interest and accounts receivable decreased, due to the elimination of retained securitization interests upon the adoption of the new 
consolidation guidance that resulted in the consolidation of Firm-sponsored credit card securitization trusts. This decrease was offset partially by 
higher customer receivables in IB’s Prime Services business due to increased client activity. For a more detailed discussion of the adoption of the 
new consolidated guidance, see Notes 1 and 15 on pages 112–113 and 155–167, respectively, of this Form 10-Q.  

Goodwill  

Goodwill increased, largely due to the July 1, 2010, acquisition of RBS Sempra Commodities’ global oil, global metals and European power and 
gas businesses by IB. For additional information on goodwill, see Note 16 on pages 167–170 of this Form 10-Q.  

Mortgage servicing rights  

MSRs decreased, predominantly due to a significant decline in market interest rates during the first nine months of 2010, as well as servicing 
portfolio runoff. The decrease was partially offset by an increase related to sales in RFS of originated loans for which servicing rights were 
retained. For additional information on MSRs, see Note 16 on pages 167–170 of this Form 10-Q.  

Other intangible assets  

Other intangible assets decreased, primarily as a result of amortization expense. For additional information on other intangible assets, see Note 
16 on pages 167–170 of this Form 10-Q.  

Deposits  

Deposits decreased, reflecting a decline associated with wholesale funding activities due to the Firm’s lower funding needs, and the 
normalization of TSS deposit levels from year-end inflows. These factors were offset partially by net inflows from existing customers and new 
business in CB, RFS and AM. For more information on deposits, refer to the RFS and AM segment discussions on pages 25–35 and 47–51, 
respectively; the Liquidity Risk Management discussion on pages 66–70; and Note 17 on page 171 of this Form 10-Q. For more information on 
wholesale liability balances, including deposits, refer to the CB and TSS segment discussions on pages 41–43 and 44–46, respectively, of this 
Form 10-Q.  

Federal funds purchased and securities loaned or sold under repurchase agreements  

Securities sold under repurchase agreements increased, largely associated with an increase in securities purchased under resale agreement 
activity levels in IB. For additional information on the Firm’s Liquidity Risk Management, see pages 66–70 of this Form 10-Q.  

Commercial paper and other borrowed funds  

Commercial paper and other borrowed funds, which includes advances from Federal Home Loan Banks (“FHLBs”), decreased due to lower 
funding requirements. For additional information on the Firm’s Liquidity Risk Management and other borrowed funds, see pages 66–70, and 
Note 18 on page 171 of this Form 10-Q.  

Beneficial interests issued by consolidated VIEs  

Beneficial interests issued by consolidated VIEs increased, predominantly due to the adoption of the new consolidation guidance related to VIEs, 
partially offset by maturities of $21.8 billion related to Firm-sponsored credit card securitization trusts. For additional information on Firm-
administered VIEs and loan securitization trusts, see Note 15 on pages 155–167 of this Form 10-Q.  

Long-term debt  

Long-term debt decreased, predominantly due to maturities and redemptions, partially offset by new issuances. For additional information on the 
Firm’s long-term debt activities, see the Liquidity Risk Management discussion on pages 66–70 of this Form 10-Q.  
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Stockholders’ equity  

Total stockholders’ equity increased, due to net income; a net increase in AOCI, due primarily to the narrowing of spreads on commercial and 
non-agency mortgage-backed securities, as well as on collateralized loan obligations; and increased market value on pass-through mortgage-
backed securities. The increase in stockholders’ equity was partially offset by the impact of the adoption of the new consolidation guidance 
related to VIEs, which resulted in a reduction of $4.5 billion, driven by the establishment of an allowance for loan losses of $7.5 billion 
(pretax) related to receivables predominantly held in credit card securitization trusts that were consolidated at the adoption date. Also partially 
offsetting the increase were stock repurchases; the purchase of the remaining interest in a consolidated subsidiary from noncontrolling 
shareholders; and the declaration of cash dividends on common and preferred stock. For a more detailed discussion of the adoption of new 
consolidated guidance related to VIEs, see Notes 1 and 15 on pages 112-113 and 155-167, respectively, of this Form 10-Q. For information 
about the impact of the adoption of new guidance related to embedded credit derivatives, see Note 5 on pages 132-140 of this Form 10-Q.  

OFF-BALANCE SHEET ARRANGEMENTS  

JPMorgan Chase is involved with several types of off-balance sheet arrangements, including through special-purpose entities (“SPEs”), which 
are a type of VIE, and through lending-related financial instruments (e.g., commitments and guarantees). For further discussion, see Off-Balance 
Sheet Arrangements and Contractual Cash Obligations on pages 78-81 of JPMorgan Chase’s 2009 Annual Report.  

Special-purpose entities  

SPEs are the most common type of VIE, used in securitization transactions in order to isolate certain assets and distribute the cash flows from 
those assets to investors. As a result of new accounting guidance, certain VIEs were consolidated on to the Firm’s Consolidated Balance Sheets 
effective January 1, 2010. Nevertheless, SPEs continue to be an important part of the financial markets, including the mortgage- and asset-
backed securities and commercial paper markets, as they provide market liquidity by facilitating investors’ access to specific portfolios of assets 
and risks. The Firm holds capital, as deemed appropriate, against all SPE-related transactions and related exposures, such as derivative 
transactions and lending-related commitments and guarantees. For further information on the Firm’s involvement with SPEs, see Note 1 on 
pages 112-113 and Note 15 on pages 155-167 of this Form 10-Q; and Note 1 on pages 142-143, Note 15 on pages 198-205 and Note 16 on pages 
206-214 of JPMorgan Chase’s 2009 Annual Report.  

The Firm has no commitments to issue its own stock to support any SPE transaction, and its policies require that transactions with SPEs be 
conducted at arm’s length and reflect market pricing. Consistent with this policy, no JPMorgan Chase employee is permitted to invest in SPEs 
with which the Firm is involved where such investment would violate the Firm’s Code of Conduct. These rules prohibit employees from self-
dealing and acting on behalf of the Firm in transactions with which they or their family have any significant financial interest.  

Implications of a credit rating downgrade to JPMorgan Chase Bank, N.A.  

For certain liquidity commitments to SPEs, the Firm could be required to provide funding if the short-term credit rating of JPMorgan Chase 
Bank, N.A. were downgraded below specific levels, primarily “P-1,” “A-1” and “F1” for Moody’s, Standard & Poor’s and Fitch, respectively. 
The aggregate amount of these liquidity commitments, to both consolidated and nonconsolidated SPEs, were $35.2 billion and $34.2 billion at 
September 30, 2010, and December 31, 2009, respectively. Alternatively, if JPMorgan Chase Bank, N.A. were downgraded, the Firm could be 
replaced by another liquidity provider in lieu of providing funding under the liquidity commitment or, in certain circumstances, the Firm could 
facilitate the sale or refinancing of the assets in the SPE in order to provide liquidity.  

Special-purpose entities revenue  

The following table summarizes certain revenue information related to consolidated and nonconsolidated VIEs with which the Firm has 
significant involvement. The revenue reported in the table below primarily represents contractual servicing and credit fee income (i.e., income 
from acting as administrator, structurer or liquidity provider). It does not include MTM gains and losses from changes in the fair value of trading 
positions (such as derivative transactions) entered into with VIEs. Those gains and losses are recorded in principal transactions revenue.  
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Revenue from VIEs and securitization entities   Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Multi -seller conduits    $ 44     $ 120     $ 171     $ 376   
Investor intermediation      12       10       37       24   
Other securitization entities (a)      478       631       1,566       1,885   
  

Total    $ 534     $ 761     $ 1,774     $ 2,285   
  

(a)   Excludes servicing revenue from loans sold to and securitized by third parties. 

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 69 of 254



Table of Contents  

Loan modifications  

The Firm modifies loans that it services, including loans that were sold to off-balance sheet SPEs, pursuant to the U.S. Treasury’s Making Home 
Affordable (“MHA”) programs and the Firm’s other loss-mitigation programs. During the three and nine months ended September 30, 2010, for 
both the Firm’s on-balance sheet loans and loans serviced for others, mortgage modifications of approximately 95,000 and 378,000, respectively, 
were offered to borrowers; and permanent mortgage modifications of more than 47,000 and 171,000, respectively, were approved. See 
Consumer Credit Portfolio on pages 82-94 of this Form 10-Q for more details on these loan modifications.  

Off-balance sheet lending-related financial instruments, guarantees and other commitments  

JPMorgan Chase uses lending-related financial instruments (e.g., commitments and guarantees) to meet the financing needs of its customers. The 
contractual amount of these financial instruments represents the maximum possible credit risk should the counterparty draw upon the 
commitment or the Firm be required to fulfill its obligation under the guarantee, and the counterparty subsequently fail to perform according to 
the terms of the contract. These commitments and guarantees often expire without being drawn, and even higher proportions expire without a 
default. As a result, the total contractual amount of these instruments is not, in the Firm’s view, representative of its actual future credit exposure 
or funding requirements. For further discussion of lending-related commitments and guarantees and the Firm’s accounting for them, see 
Lending-related commitments on page 80 and Note 22 on pages 174-178 of this Form 10-Q; and Lending-related commitments on page 105 and 
Note 31 on pages 230-234 of JPMorgan Chase’s 2009 Annual Report.  

The following table presents, as of September 30, 2010, the amounts by contractual maturity of off-balance sheet lending-related financial 
instruments, guarantees and other commitments. The amounts in the table for credit card and home equity lending-related commitments 
represent the total available credit for these products. The Firm has not experienced, and does not anticipate, that all available lines of credit for 
these products would be utilized at the same time. The Firm can reduce or cancel these lines of credit by providing the borrower prior notice or, 
in some cases, without notice as permitted by law. The table excludes certain guarantees that do not have a contractual maturity date (e.g., loan 
sale and securitization-related indemnifications). For further discussion, see discussion of repurchase liability below and Note 22 on pages 174-
178 of this Form 10-Q, and Note 31 on pages 230-234 of JPMorgan Chase’s 2009 Annual Report.  

Off—balance sheet lending-related financial instruments, guarantees and other commitments  
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    September 30, 2010   Dec. 31, 2009 
                    Due after             
            Due after   3 years             
By remaining maturity   Due in 1 year   1 year through   through   Due after         
(in millions)   or less   3 years   5 years   5 years   Total   Total 
  

Lending-related                                                  
Consumer:                                                  

Home equity — senior lien    $ 527     $ 2,649     $ 6,116     $ 8,664     $ 17,956     $ 19,246   
Home equity — junior lien      930       6,520       11,429       13,578       32,457       37,231   
Prime mortgage      1,487       —      —      —      1,487       1,654   
Subprime mortgage      —      —      —      —      —      —  
Option ARMs      —      —      —      —      —      —  
Auto loans      5,731       152       9       —      5,892       5,467   
Credit card      547,195       —      —      —      547,195       569,113   
All other loans      9,164       257       99       963       10,483       11,229   

  

Total consumer    $ 565,034     $ 9,578     $ 17,653     $ 23,205     $ 615,470     $ 643,940   
  

Wholesale:                                                  
Other unfunded commitments to extend 

credit (a)(b)      64,711       104,357       25,193       4,326       198,587       192,145   
Asset purchase agreements (b)      —      —      —      —      —      22,685   
Standby letters of credit and other 

financial guarantees (a)(c)(d)      26,121       47,561       14,637       4,736       93,055       91,485   
Unused advised lines of credit      35,932       4,389       78       199       40,598       35,673   
Other letters of credit (a)(d)      3,646       2,254       472       —      6,372       5,167   

  

Total wholesale      130,410       158,561       40,380       9,261       338,612       347,155   
  

Total lending-related    $ 695,444     $ 168,139     $ 58,033     $ 32,466     $ 954,082     $ 991,095   
  

Other guarantees and commitments                                                  
Securities lending guarantees (e)    $ 183,715     $ —    $ —    $ —    $ 183,715     $ 170,777   
Derivatives qualifying as guarantees (f)      5,008       909       40,364       27,796       74,077       87,191   
Unsettled reverse repurchase and securities 

borrowing agreements (g)      63,806       —      —      —      63,806       48,187   
Equity investment commitments (h)      1,234       6       33       1,012       2,285       2,374   
Building purchase commitment (i)      670       —      —      —      670       670   
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Repurchase liability  

In connection with the Firm’s loan sale and securitization activities with Fannie Mae and Freddie Mac (the “GSEs”) and other loan sale and 
private-label securitization transactions, the Firm has made representations and warranties that the loans sold meet certain requirements. For 
transactions with the GSEs, these representations include type of collateral, underwriting standards, validity of certain borrower representations 
in connection with the loan, that primary mortgage insurance is in force for any mortgage loan with a loan-to-value ratio (“LTV”) greater than 
80%, and the use of the GSEs’ standard legal documentation. The Firm may be, and has been, required to repurchase loans and/or indemnify the 
GSEs and other investors for losses due to material breaches of these representations and warranties; however, predominantly all of the 
repurchase demands received by the Firm and the Firm’s losses realized to date are related to loans sold to the GSEs.  

To date, the repurchase demands the Firm has received from the GSEs primarily relate to loans originated from 2005 to 2008. Demands against 
the pre-2005 and post-2008 vintages have not been significant; the Firm attributes this to the comparatively favorable credit performance of 
these vintages and to the enhanced underwriting and loan qualification standards implemented progressively during 2007 and 2008. From 2005 
to 2008, excluding Washington Mutual, loans sold to the GSEs subject to representations and warranties for which the Firm may be liable were 
approximately $380 billion; this amount represents the principal amount of loans sold throughout 2005 to 2008 and has not been adjusted for 
subsequent activity, such as borrower repayments of principal or repurchases completed to date. See the discussion below for information 
concerning the process the Firm uses to evaluate repurchase demands for breaches of representations and warranties, and the Firm’s estimate of 
probable losses related to such exposure.  

From 2005 to 2008, Washington Mutual sold approximately $150 billion of loans to the GSEs subject to certain representations and warranties. 
Subsequent to the Firm’s acquisition of certain assets and liabilities of Washington Mutual from the FDIC in September 2008, the Firm resolved 
and/or limited certain current and future repurchase demands for loans sold to the GSEs by Washington Mutual, although it remains the Firm’s 
position that such obligations remain with the FDIC receivership. Nevertheless, certain payments have been made with respect to certain of the 
then current and future repurchase demands, and the Firm will continue to evaluate and pay certain future repurchase demands related to 
individual loans. In addition to the payments already made, the Firm has a remaining repurchase liability of approximately $250 million as of 
September 30, 2010, relating to unresolved and future demands on the Washington Mutual portfolio. After consideration of this repurchase 
liability, the Firm believes that the remaining GSE repurchase exposure related to the Washington Mutual portfolio presents minimal future risk 
to the Firm’s financial results.  

The Firm also sells loans in securitization transactions with Ginnie Mae; these loans are typically insured by the Federal Housing Administration 
(“FHA”) or the Rural Housing Administration (“RHA”) and/or guaranteed by the U.S. Department of Veterans Affairs (“VA”). The Firm, in its 
role as servicer, may elect to repurchase delinquent loans securitized by Ginnie Mae in accordance with guidelines prescribed by Ginnie Mae, 
FHA, RHA and VA. Amounts due under the terms of these loans continue to be insured and the reimbursement of insured amounts is proceeding 
normally. Accordingly, the Firm has not recorded any repurchase liability related to these loans.  

From 2005 to 2008, the Firm and certain acquired entities sold or deposited approximately $450 billion of residential mortgage loans to 
securitization trusts in private-label securitizations they sponsored and, in connection therewith, made certain representations and warranties 
related to these loans. While the terms of the transactions vary, they generally differ from loan sales to GSEs in that, among other things: (i) in 
order to direct the trustee to investigate loan files, the security holders must make a formal request for the trustee to do so, and typically, this 
requires agreement of the holders of a specified percentage of the outstanding securities; (ii) generally, the mortgage loans are not required to 
meet all GSE eligibility criteria; and (iii) in many cases, the party demanding repurchase is required to demonstrate that a loan-level breach of a 

(a)   At September 30, 2010, and December 31, 2009, represents the contractual amount net of risk participations totaling $546 million and 
$643 million, respectively, for other unfunded commitments to extend credit; $23.2 billion and $24.6 billion, respectively, for standby 
letters of credit and other financial guarantees; and $890 million and $690 million, respectively, for other letters of credit. In regulatory 
filings with the Federal Reserve these commitments are shown gross of risk participations. 

  

(b)   Upon the adoption of the new consolidation guidance related to VIEs, $24.2 billion of lending-related commitments between the Firm and 
Firm-administered multi-seller conduits were eliminated upon consolidation. The decrease in lending-related commitments was partially 
offset by the addition of $6.5 billion of unfunded commitments directly between the multi-seller conduits and clients; these unfunded 
commitments of the consolidated conduits are now included as off-balance sheet lending-related commitments of the Firm. 

  

(c)   At September 30, 2010, and December 31, 2009, includes unissued standby letters of credit commitments of $40.9 billion and $38.4 billion, 
respectively. 

  

(d)   At September 30, 2010, and December 31, 2009, JPMorgan Chase held collateral relating to $36.0 billion and $31.5 billion, respectively, 
of standby letters of credit; and $2.4 billion and $1.3 billion, respectively, of other letters of credit. 

  

(e)   At September 30, 2010, and December 31, 2009, collateral held by the Firm in support of securities lending indemnification agreements 
totaled $185.7 billion and $173.2 billion, respectively. Securities lending collateral comprises primarily cash and securities issued by 
governments that are members of the Organisation for Economic Co-operation and Development (“OECD”) and U.S. government 
agencies. 

  

(f)   Represents notional amounts of derivatives qualifying as guarantees. 
  

(g)   For further information, refer to Unsettled reverse repurchase and securities borrowing agreements in Note 22 on page 177 of this Form 
10-Q. 

  

(h)   At September 30, 2010, and December 31, 2009, includes unfunded commitments of $1.1 billion and $1.5 billion, respectively, to third-
party private equity funds; and $1.2 billion and $897 million, respectively, to other equity investments. These commitments include 
$1.0 billion and $1.5 billion, respectively, related to investments that are generally fair valued at net asset value as discussed in Note 3 on 
pages 114-128 of this Form 10-Q. 

  

(i)   For further information refer to Building purchase commitment in Note 22 on page 178 of this Form 10-Q. 

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 71 of 254



representation or warranty has materially and adversely affected the value of the loan. To date, loan-level repurchase demands in private-label 
securitizations have been limited. As a result, the Firm’s repurchase reserve primarily relates to loan sales to the GSEs and is predominantly 
derived from repurchase activity with the GSEs. While it is possible that the volume of repurchase demands in private-label securitizations will 
increase in the future, the Firm cannot offer a reasonable estimate of those future demands based on historical experience to date. In addition, 
with respect to private-label securitizations originated by Washington Mutual, it is the Firm’s position that such repurchase obligations remain 
with the FDIC receivership. Thus far, claims related to private-label securitizations (including from insurers that have guaranteed certain 
obligations of the securitization trusts) have generally manifested themselves through securities-related litigation. Reference is made to Part II, 
Item 1, Legal Proceedings, “Mortgage-Backed Securities Litigation and Regulatory Investigations.” The Firm separately evaluates its exposure 
to such litigation in establishing its litigation reserves.  
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Repurchase Demand Process  

The Firm first becomes aware that a GSE is evaluating a particular loan for repurchase when the Firm receives a request from the GSE to review 
the underlying loan file (“file request”). Upon completing its review, the GSE may submit a repurchase demand to the Firm; historically, most 
file requests have not resulted in repurchase demands.  

The primary reasons for repurchase demands from the GSEs relate to alleged misrepresentations primarily driven by: (i) credit quality and/or 
undisclosed debt of the borrower; (ii) income level and/or employment status of the borrower; and (iii) appraised value of collateral. Ineligibility 
of the borrower for the particular product, mortgage insurance rescissions and missing documentation are other reasons for repurchase demands. 
Beginning in 2009, mortgage insurers more frequently rescinded mortgage insurance coverage. The successful rescission of mortgage insurance 
typically results in a violation of representations and warranties made to the GSEs and, therefore, has been a significant cause of repurchase 
demands from the GSEs. The Firm actively reviews all rescission notices from mortgage insurers and appeals them when appropriate.  

As soon as practicable after receiving a repurchase demand from a GSE, the Firm evaluates the request and takes appropriate actions based on 
the nature of the repurchase demand. Loan-level appeals with the GSEs are typical and the Firm seeks to provide a final response to a repurchase 
demand within three to four months of the date of receipt. In many cases, the Firm ultimately is not required to repurchase a loan because it is 
able to resolve the purported defect. Although repurchase demands may be made for as long as the loan is outstanding, most repurchase demands 
from the GSEs historically have related to loans that became delinquent in the first 24 months following origination.  

When the Firm accepts a repurchase demand from one of the GSEs, the Firm may either a) repurchase the loan or the underlying collateral from 
the GSE at the unpaid principal balance of the loan plus accrued interest, or b) reimburse the GSE for its realized loss on a liquidated property (a 
“make-whole” payment).  

Estimated Repurchase Liability  

To estimate the Firm’s repurchase liability arising from breaches of representations and warranties, the Firm considers:  

Based on these factors, the Firm has recognized a repurchase liability of $3.3 billion and $1.7 billion, including the Washington Mutual liability 
described above, as of September 30, 2010, and December 31, 2009, respectively.  

The following table provides information about outstanding repurchase demands and mortgage insurance rescission notices, excluding those 
related to Washington Mutual, at each of the past five quarter-end dates.  

Outstanding repurchase demands and mortgage insurance rescission notices by counterparty type  
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(i)   the level of current unresolved repurchase demands and mortgage insurance recission notices, 
  

(ii)   estimated probable future repurchase demands considering historical experience, 
  

(iii)   the ability of the Firm to cure the defects identified in the repurchase demands (“cure rate” ), 
  

(iv)   the severity of loss upon repurchase of the loan or collateral, make-whole settlement, or indemnification, 
  

(v)   the Firm’s ability to recover its losses from third-party originators, and 
  

(vi)   the terms of agreements with certain mortgage insurers and other parties. 

                                          
    September 30,     June 30,     March 31,     December 31,     September 30,   
(in millions)   2010     2010     2010     2009     2009   
  

GSEs and other    $ 1,063     $ 1,331     $ 1,358     $ 1,339     $ 1,132   
Mortgage insurers      556       998       1,090       865       626   
Overlapping population (a)      (69 )     (220 )     (232 )     (169 )     (99 ) 
  

Total    $ 1,550     $ 2,109     $ 2,216     $ 2,035     $ 1,659   
  

(a)   Because the GSEs may make repurchase demands based on mortgage insurance rescission notices that remain unresolved, certain loans 
may be subject to both an unresolved mortgage insurance rescission notice and an unresolved repurchase demand. 
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Probable future repurchase demands are generally estimated based upon loans that are or ever have been 90 days past due. The Firm estimates 
probable future repurchase demands by considering the unpaid principal balance of these delinquent loans, the Firm’s estimates of the typical lag 
time between delinquency and repurchase demand and the age of the loan when it first became delinquent. During the third quarter, the Firm 
experienced a sustained trend of increased file requests and repurchase demands from the GSEs across most vintages, including the 2005-2008 
vintages, in spite of improved delinquency statistics and the aging of the 2005-2008 vintages. File requests from the GSEs, excluding those 
related to Washington Mutual, and other investors declined by 29% between the second and third quarters of 2009 and remained relatively stable 
through the fourth quarter of 2009. After this period of decline and relative stability, file requests from the GSEs and private investors then 
experienced quarterly increases of 5%, 18% and 15% in the first, second and third quarters of 2010, respectively.  

The Firm expects that this change in GSE behavior will alter the historical relationship between delinquency and repurchase demands. To 
consider these changing trends, in the third quarter the Firm refined its estimate of probable future demands by separately forecasting near-term 
repurchase demands (using outstanding file requests) and longer-term repurchase demands (considering loans for which no file request has yet 
been received). The Firm believes that this refined estimation process produces a better estimate of probable future repurchase demands since it 
directly incorporates the Firm’s file request experience and will better reflect emerging trends in those requests, as well as the relationship 
between file requests and ultimate repurchase demands. This refinement resulted in a higher estimated amount of probable future demands from 
the GSEs, and this revised future demand assumption was the primary driver of the $1.0 billion increase in the Firm’s repurchase liability in the 
third quarter of 2010.  

The following tables show the trend in repurchase demands and mortgage insurance rescission notices received by loan origination vintage, 
excluding those related to Washington Mutual, for the past five quarters.  

Quarterly repurchase demands received by loan origination vintage  

Quarterly mortgage insurance rescission notices received by loan origination vintage  

Because the Firm has demonstrated an ability to cure certain types of defects more frequently than others (e.g., missing documents), trends in the 
types of defects identified as well as the Firm’s historical data are considered in estimating the future cure rate. During 2010, the Firm’s overall 
cure rate, excluding Washington Mutual, has been approximately 50%. While the actual cure rate may vary from quarter to quarter, the Firm 
expects that the overall cure rate will remain in the 40-50% range for the foreseeable future.  

The Firm has not observed a direct relationship between the type of defect that causes the breach of representations and warranties and the 
severity of the realized loss. Therefore, the loss severity assumption is estimated using the Firm’s historical experience and projections regarding 
home price appreciation. Actual loss severities on finalized repurchases and “make-whole” settlements, excluding any related to Washington 
Mutual, currently average approximately 50%, but may vary from quarter to quarter based on the characteristics of the underlying loans and 
changes in home prices.  
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    September 30,     June 30,     March 31,     December 31,     September 30,   
(in millions)   2010     2010     2010     2009     2009   
  

Pre-2005    $ 31     $ 35     $ 16     $ 12     $ 26   
2005      67       94       50       40       48   
2006      185       234       189       166       159   
2007      498       521       403       425       378   
2008      191       186       98       157       102   
Post-2008      46       53       20       26       12   
  

Total repurchase demands received    $ 1,018     $ 1,123     $ 776     $ 826     $ 725   
  

                                          
    September 30,     June 30,     March 31,     December 31,     September 30,   
(in millions)   2010     2010     2010     2009     2009   
  

Pre-2005    $ 4     $ 4     $ 2     $ 3     $ 1   
2005      5       7       18       22       13   
2006      39       39       57       50       39   
2007      105       155       203       221       218   
2008      44       52       60       69       62   
Post-2008      —      —      —      —      —  
  

Total mortgage insurance rescissions received (a)    $ 197     $ 257     $ 340     $ 365     $ 333   
  

(a)   Mortgage insurance rescissions may ultimately result in a repurchase demand from the GSEs on a lagged basis. This table includes 
mortgage insurance rescissions where the GSEs have also issued a repurchase demand. 
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When a loan was originated by a third-party correspondent, the Firm typically has the right to seek a recovery of related repurchase losses from 
the correspondent originator. Correspondent-originated loans comprise approximately 40% of loans underlying outstanding repurchase demands, 
excluding those related to Washington Mutual. The Firm experienced a decrease in third-party recoveries from late 2009 into 2010. However, 
the actual third-party recovery rate may vary from quarter to quarter based upon the underlying mix of correspondents (e.g., active, inactive, out-
of-business originators) from which recoveries are being sought.  

The Firm is engaged in discussions with various mortgage insurers on their rights and practices related to rescinding mortgage insurance 
coverage. The Firm has entered into agreements with two mortgage insurers to make processes more efficient and reduce exposure on claims on 
certain portfolios for which the Firm is a servicer. The impact of these agreements is reflected in the repurchase liability and the disclosed 
outstanding mortgage insurance rescission notices as of September 30, 2010.  

Substantially all of the estimates and assumptions underlying the Firm’s established methodology for computing its recorded repurchase 
liability-including the amount of probable future demands from purchasers (which is in part based on the historical experience), the ability of the 
Firm to cure identified defects, the severity of loss upon repurchase or foreclosure and recoveries from third parties-require application of a 
significant level of management judgment. Estimating the repurchase liability is further complicated by limited and rapidly changing historical 
data and uncertainty surrounding numerous external factors, including: (i) economic factors (e.g., further declines in home prices and changes in 
borrower behavior may lead to increases in the number of defaults, the severity of losses, or both), and (ii) the level of future demands, which is 
dependent, in part, on actions taken by third parties, such as the GSEs and mortgage insurers. While the Firm uses the best information available 
to it in estimating its repurchase liability, the estimation process is inherently uncertain, imprecise and potentially volatile as additional 
information is obtained and external factors continue to evolve. An assumed simultaneous 10% adverse change in the assumptions noted above 
would increase the repurchase liability as of September 30, 2010, by approximately $820 million. This estimate is based on a hypothetical 
scenario and is intended to provide an indication of the impact on the estimated repurchase liability of significant and simultaneous adverse 
changes in the key underlying assumptions. Actual changes in these assumptions may not occur at the same time or to the same degree, or 
improvement in one factor may offset deterioration in another.  

The following table summarizes the change in the repurchase liability for each of the periods presented.  

Summary of changes in repurchase liability  

The following table summarizes the total unpaid principal balance of repurchases during the periods indicated.  

Unpaid principal balance of loan repurchases (a) 
 

Nonperforming loans held-for-investment included $317 million and $218 million at September 30, 2010, and December 31, 2009, respectively, 
of loans repurchased as a result of breaches of representations and warranties.  
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    Three months ended September 30,     Nine months ended September 30, 
(in millions)   2010     2009     2010     2009   
  

Repurchase liability at beginning of period    $ 2,332     $ 756     $ 1,705     $ 1,093   
Realized losses (a)      (489 )     (224 )     (1,052 )     (1,111 ) (b) 

Provision for repurchase losses      1,464       570       2,654       1,120   
  

Repurchase liability at end of period    $ 3,307 (c)   $ 1,102     $ 3,307 (c)   $ 1,102   
  

(a)   Includes principal losses and accrued interest on repurchased loans, “make-whole” settlements, settlements with claimants, and certain 
related expenses. Make-whole settlements were $225 million and $81 million for the three months ended September 30, 2010 and 2009, 
and $480 million and $206 million for the nine months ended September 30, 2010 and 2009, respectively. 

  

(b)   Includes the Firm’s resolution of certain current and future repurchase demands for certain loans sold by Washington Mutual. The unpaid 
principal balance of loans related to this resolution is not included in the table below, which summarizes the unpaid principal balance of 
repurchased loans. 

  

(c)   Includes $250 million at September 30, 2010, related to future demands on loans sold by Washington Mutual to the GSEs. 

                                  
    Three months ended September 30,     Nine months ended September 30, 
(in millions)   2010     2009     2010     2009   
  

Ginnie Mae (b)    $ 2,064     $ 2,441     $ 7,304     $ 4,555   
GSEs and other (c)      452       255       1,289       753   
  

Total    $ 2,516     $ 2,696     $ 8,593     $ 5,308   
  

(a)   Excludes mortgage insurers. While the rescission of mortgage insurance may ultimately trigger a repurchase demand, the mortgage 
insurers themselves do not present repurchase demands to the Firm. 

(b)   In substantially all cases, these repurchases represent the Firm’s voluntary repurchase of certain delinquent loans from loan pools or 
packages as permitted by Ginnie Mae guidelines (i.e., they do not result from repurchase demands due to breaches of representations and 
warranties). In certain cases, the Firm repurchases these delinquent loans as it continues to service them and/or manage the foreclosure 
process in accordance with applicable requirements of Ginnie Mae, the FHA, RHA and/or the VA. 

  

(c)   Predominantly all of the repurchases related to GSEs. 
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CAPITAL MANAGEMENT  

The following discussion of JPMorgan Chase’s capital management highlights developments since December 31, 2009, and should be read in 
conjunction with Capital Management on pages 82-85 of JPMorgan Chase’s 2009 Annual Report.  

The Firm’s capital management objectives are to hold capital sufficient to:  

Regulatory capital  

The Federal Reserve establishes capital requirements, including well-capitalized standards for the consolidated financial holding company. The 
Office of the Comptroller of the Currency (“OCC”) establishes similar capital requirements and standards for the Firm’s national banks, 
including JPMorgan Chase Bank, N.A. and Chase Bank USA, N.A. As of September 30, 2010, and December 31, 2009, JPMorgan Chase and all 
of its banking subsidiaries were well-capitalized and met all capital requirements to which each was subject.  

The following table presents the regulatory capital, assets and risk-based capital ratios for JPMorgan Chase and its significant banking 
subsidiaries at September 30, 2010, and December 31, 2009. These amounts are determined in accordance with regulations issued by the Federal 
Reserve and/or OCC.  

•   cover all material risks underlying the Firm’s business activities; 
  

•   maintain “well-capitalized”  status under regulatory requirements; 
  

•   achieve debt rating targets; 
  

•   remain flexible to take advantage of future investment opportunities; and 
  

•   build and invest in businesses, even in a highly stressed environment. 

                                                                  
    JPMorgan Chase & Co. (i)   JPMorgan Chase Bank, N.A. (i)   Chase Bank USA, N.A. (i)         
                                                    Well-   Minimum 
(in millions,   Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31,   capitalized   capital 
except ratios)   2010   2009   2010   2009   2010   2009   ratios (k)   ratios (k) 
  

Regulatory capital                                                                  
Tier 1 (a)    $ 139,381     $ 132,971     $ 98,740     $ 96,372     $ 12,513     $ 15,534                   
Total      180,740       177,073       137,745       136,646       16,244       19,198                   
Tier 1 common (b)      110,842       105,284       97,983       95,353       12,513       15,534                   
Assets                                                                  
Risk-weighted (c)(d)      1,170,158 (j)     1,198,006       965,328 (j)     1,011,995       118,146 (j)     114,693                   
Adjusted average (e)      1,975,479 (j)     1,933,767       1,577,343 (j)     1,609,081       123,366 (j)     74,087                   
Capital ratios                                                                  
Tier 1 (a)(f)      11.9 % (j)     11.1 %     10.2 % (j)     9.5 %     10.6 % (j)     13.5 %     6.0 %     4.0 % 
Total (g)      15.4       14.8       14.3       13.5       13.7       16.7       10.0       8.0   
Tier 1 leverage (h)      7.1       6.9       6.3       6.0       10.1       21.0       5.0 (l)     3.0 (m) 

Tier 1 common (b)      9.5       8.8       10.2       9.4       10.6       13.5     NA   NA 
  

(a)   At September 30, 2010, for JPMorgan Chase and JPMorgan Chase Bank, N.A., trust preferred capital debt securities were $20.6 billion 
and $600 million, respectively. If these securities were excluded from the calculation at September 30, 2010, Tier 1 capital would be 
$118.8 billion and $98.1 billion, respectively, and the Tier 1 capital ratio would be 10.2% for both. At September 30, 2010, Chase Bank 
USA, N.A. had no trust preferred capital debt securities. 

  

(b)   Tier 1 common ratio is Tier 1 common divided by risk-weighted assets. Tier 1 common is defined as Tier 1 capital less elements of capital 
not in the form of common equity — such as perpetual preferred stock, noncontrolling interests in subsidiaries and trust preferred capital 
debt securities. Tier 1 common, a non-GAAP financial measure, is used by banking regulators, investors and analysts to assess and 
compare the quality and composition of the Firm’s capital with the capital of other financial services companies. The Firm uses Tier 1 
common along with the other capital measures to assess and monitor its capital position. 

  

(c)   Risk-weighted assets consist of on- and off-balance sheet assets that are assigned to one of several broad risk categories and weighted by 
factors representing their risk and potential for default. On-balance sheet assets are risk-weighted based on the perceived credit risk 
associated with the obligor or counterparty, the nature of any collateral, and the guarantor, if any. Off-balance sheet assets such as 
lending-related commitments, guarantees, derivatives and other applicable off-balance sheet positions are risk-weighted by multiplying the 
contractual amount by the appropriate credit conversion factor to determine the on-balance sheet credit-equivalent amount, which is then 
risk-weighted based on the same factors used for on-balance sheet assets. Risk-weighted assets also incorporate a measure for the market 
risk related to applicable trading assets-debt and equity instruments, and foreign exchange and commodity derivatives. The resulting risk-
weighted values for each of the risk categories are then aggregated to determine total risk-weighted assets. 

  

(d)   Includes off-balance sheet risk-weighted assets at September 30, 2010, of $287.2 billion, $273.7 billion and $39 million, respectively, for 
JPMorgan Chase, JPMorgan Chase Bank, N.A. and Chase Bank USA, N.A., and at December 31, 2009, of $367.4 billion, $312.3 billion 
and $49.9 billion, respectively. 

  

(e)   Adjusted average assets, for purposes of calculating the leverage ratio, include total quarterly average assets adjusted for unrealized 
gains/(losses) on securities, less deductions for disallowed goodwill and other intangible assets, investments in certain subsidiaries, and 
the total adjusted carrying value of nonfinancial equity investments that are subject to deductions from Tier 1 capital. 

  

(f)   Tier 1 capital ratio is Tier 1 capital divided by risk-weighted assets. Tier 1 capital consists of common stockholders’  equity, perpetual 
preferred stock, noncontrolling interests in subsidiaries and trust preferred capital debt securities, less goodwill and certain other 
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adjustments. 
  

(g)   Total capital ratio is Total capital divided by risk-weighted assets. Total capital is Tier 1 capital plus Tier 2 capital. Tier 2 capital consists 
of preferred stock not qualifying as Tier 1, subordinated long-term debt and other instruments qualifying as Tier 2, and the aggregate 
allowance for credit losses up to a certain percentage of risk-weighted assets. 

  

(h)   Tier 1 leverage ratio is Tier 1 capital divided by adjusted quarterly average assets. 
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A reconciliation of the Firm’s Total stockholders’ equity to Tier 1 common, Tier 1 capital and Total qualifying capital is presented in the table 
below:  

The Firm’s Tier 1 common capital was $110.8 billion at September 30, 2010, compared with $105.3 billion at December 31, 2009, an increase of 
$5.5 billion. The increase was predominantly due to net income (adjusted for DVA) of $12.2 billion and net issuances of common stock under 
the Firm’s employee stock-based compensation plans of $2.2 billion. The increase was partially offset by the $4.4 billion cumulative effect 
adjustment to retained earnings that resulted from the adoption of new consolidation guidance related to VIEs; $2.3 billion of repurchases of 
common stock; a $1.3 billion reduction in common stockholders’ equity related to the purchase of the remaining interest in a consolidated 
subsidiary from noncontrolling shareholders; and $1.1 billion of dividends on common and preferred stock. The Firm’s Tier 1 capital was 
$139.4 billion at September 30, 2010, compared with $133.0 billion at December 31, 2009, an increase of $6.4 billion. The increase in Tier 1 
capital reflected the increase in Tier 1 common and an issuance of trust preferred capital debt securities, partially offset by the redemption of 
preferred stock. Additional information regarding the Firm’s capital ratios and the federal regulatory capital standards to which it is subject is 
presented in Note 29 on pages 228-229 of JPMorgan Chase’s 2009 Annual Report.  
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(i)   Asset and capital amounts for JPMorgan Chase’s banking subsidiaries reflect intercompany transactions; whereas the respective amounts 
for JPMorgan Chase reflect the elimination of intercompany transactions. 

  

(j)   Effective January 1, 2010, the Firm adopted new guidance that amended the accounting for the consolidation of VIEs, which resulted in a 
decrease in the Tier 1 capital ratio of 34 basis points. See Note 15 on pages 155-167 of this Form 10-Q for further information. 

  

(k)   As defined by the regulations issued by the Federal Reserve, OCC and FDIC. 
  

(l)   Represents requirements for banking subsidiaries pursuant to regulations issued under the FDIC Improvement Act. There is no Tier 1 
leverage component in the definition of a well-capitalized bank holding company. 

  

(m)   The minimum Tier 1 leverage ratio for bank holding companies and banks is 3% or 4%, depending on factors specified in regulations 
issued by the Federal Reserve and OCC. 

  

Note: Rating agencies allow measures of capital to be adjusted upward for deferred tax liabilities which have resulted from both nontaxable 
business combinations and from tax-deductible goodwill. The Firm had deferred tax liabilities resulting from nontaxable business combinations 
of $690 million and $812 million at September 30, 2010, and December 31, 2009, respectively; and deferred tax liabilities resulting from tax-
deductible goodwill of $2.0 billion and $1.7 billion at September 30, 2010, and December 31, 2009, respectively. 

                  
Risk-based capital components and assets   September 30,   December 31, 
(in millions)   2010   2009 
  

Tier 1 capital                  
Tier 1 common:                  
Total stockholders’  equity    $ 173,830     $ 165,365   
Less: Preferred stock      7,800       8,152   
  

Common stockholders’  equity      166,030       157,213   
Effect of certain items in accumulated other comprehensive income/(loss) excluded from Tier 1 common 

equity      (2,916 )     75   
Less: Goodwill (a)      46,771       46,630   

Fair value DVA on derivative and structured note liabilities related to the Firm’s credit quality      1,253       912   
Investments in certain subsidiaries and other      1,168       802   
Other intangible assets      3,080       3,660   

  

Tier 1 common      110,842       105,284   
  

Preferred stock      7,800       8,152   
Qualifying hybrid securities and noncontrolling interests (b)      20,739       19,535   
  

Total Tier 1 capital      139,381       132,971   
  

Tier 2 capital                  
Long-term debt and other instruments qualifying as Tier 2      26,663       28,977   
Qualifying allowance for credit losses      14,938       15,296   
Adjustment for investments in certain subsidiaries and other      (242 )     (171 ) 
  

Total Tier 2 capital      41,359       44,102   
  

Total qualifying capital    $ 180,740     $ 177,073   
  

Risk-weighted assets    $ 1,170,158     $ 1,198,006   
  

Total adjusted average assets    $ 1,975,479     $ 1,933,767   
  

(a)   Goodwill is net of any associated deferred tax liabilities. 
  

(b)   Primarily includes trust preferred capital debt securities of certain business trusts. 
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Basel II  

The minimum risk-based capital requirements adopted by the U.S. federal banking agencies follow the Capital Accord of the Basel Committee 
on Banking Supervision. In 2004, the Basel Committee published a revision to the Accord (“Basel II”). The goal of the Basel II Framework is to 
provide more risk-sensitive regulatory capital calculations and promote enhanced risk management practices among large, internationally active 
banking organizations. U.S. banking regulators published a final Basel II rule in December 2007, which requires JPMorgan Chase to implement 
Basel II at the holding company level, as well as at certain of its key U.S. bank subsidiaries.  

Prior to full implementation of the Basel II Framework, JPMorgan Chase is required to complete a qualification period of four consecutive 
quarters during which it needs to demonstrate that it meets the requirements of the rule to the satisfaction of its primary U.S. banking regulators. 
The U.S. implementation timetable consists of the qualification period, starting no later than April 1, 2010, followed by a minimum transition 
period of three years. During the transition period, Basel II risk-based capital requirements cannot fall below certain floors based on current 
(“Basel l”) regulations. JPMorgan Chase is currently in the qualification period and expects to be in compliance with all relevant Basel II rules 
within the established timelines. In addition, the Firm has adopted, and will continue to adopt, based on various established timelines, Basel II 
rules in certain non-U.S. jurisdictions, as required.  

Basel III  

In addition to the Basel II Framework, the Basel Committee is developing further proposed revisions to the Capital Accord (Basel III), which 
include narrowing the definition of capital, increasing capital requirements for specific exposures, introducing short-term liquidity coverage and 
term funding standards, and establishing an international leverage ratio. In September 2010, the Basel Committee announced higher capital ratio 
requirements for banks under these proposed revisions which provide that the common equity requirement will be increased to 7%, comprised of 
a minimum of 4.5% plus a 2.5% capital conservation buffer. The Firm fully expects to be in compliance with the higher Basel III capital 
standards as announced by the Basel Committee when they become effective. If these revisions were adopted as currently proposed, the Firm 
currently estimates that they would, (when taken together with the changes for calculating capital on trading assets and securitizations and 
offsetting actions the Firm expects to occur) result in a reduction ranging from approximately 100 to 200 basis points in the Firm’s Basel I Tier 1 
common ratio at September 30, 2010. As noted, this estimate includes the effect of actions which the Firm expects to occur before the proposed 
revisions become effective, such as anticipated reductions in certain types of investment and trading positions, and mortgage loan portfolio 
runoff. In addition, this estimate of the potential reduction in the Tier 1 common ratio reflects the Firm’s current understanding of the proposed 
revisions and their application to its businesses as currently conducted; accordingly, this estimate will evolve over time as the Firm’s businesses 
change and the requirements are finalized. If these revisions were adopted as currently proposed, the Firm also believes it would need to modify 
the current liquidity profile of its assets and liabilities to become more liquid in response to the proposed short-term liquidity coverage and term 
funding standards. The Firm will continue to monitor the ongoing rule-making process to assess both the timing and the impact of Basel III on its 
businesses and financial condition. The proposed revisions to the Capital Accord governing liquidity and capital requirements are subject to 
prolonged observation and transition periods. The observation period for the liquidity coverage ratio begins in 2011, with implementation in 
2015. The transition period for banks to meet the revised common equity requirement will begin in 2013, with implementation in 2019.  

Broker-dealer regulatory capital  

JPMorgan Chase’s principal U.S. broker-dealer subsidiaries are J.P. Morgan Securities LLC (“JPMorgan Securities”), formerly J.P. Morgan 
Securities Inc., and J.P. Morgan Clearing Corp. J.P. Morgan Securities became a limited liability company on September 1, 2010. J.P. Morgan 
Clearing Corp. is a subsidiary of JPMorgan Securities and provides clearing and settlement services. JPMorgan Securities and J.P. Morgan 
Clearing Corp. are each subject to Rule 15c3-1 under the Securities Exchange Act of 1934 (the “Net Capital Rule”). JPMorgan Securities and 
J.P. Morgan Clearing Corp. are also registered as futures commission merchants and subject to Rule 1.17 under the Commodity Futures Trading 
Commission (“CFTC”).  

JPMorgan Securities and J.P. Morgan Clearing Corp. have elected to compute their minimum net capital requirements in accordance with the 
“Alternative Net Capital Requirements” of the Net Capital Rule. At September 30, 2010, JPMorgan Securities’ net capital, as defined by the Net 
Capital Rule, was $7.1 billion, exceeding the minimum requirement by $6.5 billion. J.P. Morgan Clearing Corp’s net capital was $5.3 billion, 
exceeding the minimum requirement by $3.6 billion.  

In addition to its net capital requirements, JPMorgan Securities is required to hold tentative net capital in excess of $1.0 billion and is also 
required to notify the Securities and Exchange Commission (“SEC”) in the event that tentative net capital is less than $5.0 billion, in accordance 
with the market and credit risk standards of Appendix E of the Net Capital  
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Rule. As of September 30, 2010, JPMorgan Securities had tentative net capital in excess of the minimum and notification requirements.  

Economic risk capital  

JPMorgan Chase assesses its capital adequacy relative to the risks underlying its business activities, using internal risk-assessment 
methodologies. The Firm measures economic capital based primarily on four risk factors: credit, market, operational and private equity risk.  

Line-of-business equity  

Equity for a line of business represents the amount the Firm believes the business would require if it were operating independently, incorporating 
sufficient capital to address economic risk measures, regulatory capital requirements and capital levels for similarly rated peers. Capital is also 
allocated to each line of business for, among other things, goodwill and other intangibles associated with acquisitions effected by the line of 
business. ROE is measured, and internal targets for expected returns are established as key measures of a business segment’s performance.  

Effective January 1, 2010, the Firm enhanced its line-of-business equity framework to better align equity assigned to each line of business with 
the changes anticipated to occur in the lines of business, and to reflect the competitive and regulatory landscape. The lines of business are now 
capitalized based on the Tier 1 common standard, rather than the Tier 1 capital standard.  

Capital actions  

Stock repurchases  

Under the stock repurchase program authorized by the Firm’s Board of Directors, the Firm is authorized to repurchase up to $10.0 billion of the 
Firm’s common stock plus the 88 million warrants issued in 2008 under the U.S. Treasury’s Capital Purchase Program. In the second quarter of 
2010, the Firm resumed common stock repurchases. During the three and nine months ended September 30, 2010, the Firm repurchased, 
respectively, 57 million shares and 60 million shares, for $2.2 billion and $2.3 billion, at an average price per share of $38.52 and $38.53. The 
Firm’s current share repurchase activity is intended to offset sharecount increases resulting from employee stock-based incentive awards and is 
consistent  
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Economic risk capital   Quarterly Averages 
(in billions)   3Q10   4Q09   3Q09 
  

Credit risk    $ 50.6     $ 48.5     $ 49.9   
Market risk      16.0       15.8       15.2   
Operational risk      7.4       7.9       8.7   
Private equity risk      6.6       4.9       4.7   
  

Economic risk capital      80.6       77.1       78.5   
Goodwill      48.7       48.3       48.3   
Other (a)      34.7       31.1       22.7   
  

Total common stockholders’  equity    $ 164.0     $ 156.5     $ 149.5   
  

  

(a)   Reflects additional capital required, in the Firm’s view, to meet its regulatory and debt rating objectives. 

                  
Line-of-business equity         
(in billions)   September 30, 2010   December 31, 2009 
  

Investment Bank    $ 40.0     $ 33.0   
Retail Financial Services      28.0       25.0   
Card Services      15.0       15.0   
Commercial Banking      8.0       8.0   
Treasury & Securities Services      6.5       5.0   
Asset Management      6.5       7.0   
Corporate/Private Equity      62.0       64.2   
  

Total common stockholders’  equity    $ 166.0     $ 157.2   
  

                          
Line-of-business equity   Quarterly Averages 
(in billions)   3Q10   4Q09   3Q09 
  

Investment Bank    $ 40.0     $ 33.0     $ 33.0   
Retail Financial Services      28.0       25.0       25.0   
Card Services      15.0       15.0       15.0   
Commercial Banking      8.0       8.0       8.0   
Treasury & Securities Services      6.5       5.0       5.0   
Asset Management      6.5       7.0       7.0   
Corporate/Private Equity      60.0       63.5       56.5   
  

Total common stockholders’  equity    $ 164.0     $ 156.5     $ 149.5   
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with the Firm’s goal of maintaining an appropriate sharecount. The Firm did not repurchase any of the warrants. As of September 30, 2010, 
$3.9 billion of authorized repurchase capacity remained with respect to the common stock, and all of the authorized repurchase capacity 
remained with respect to the warrants. For a further discussion of the Firm’s stock repurchase program, see Stock repurchases on page 85 of 
JPMorgan Chase’s 2009 Annual Report.  

The Firm has determined that it may, from time to time, enter into written trading plans under Rule 10b5-1 of the Securities Exchange Act of 
1934 to facilitate the repurchase of common stock and warrants in accordance with the repurchase program. A Rule 10b5-1 repurchase plan 
allows the Firm to repurchase its equity during periods when it would not otherwise be repurchasing common stock — for example, during 
internal trading “black-out periods.” All purchases under a Rule 10b5-1 plan must be made according to a predefined plan established when the 
Firm is not aware of material nonpublic information. For additional information regarding repurchases of the Firm’s equity securities, see Part II, 
Item 2, Unregistered Sales of Equity Securities and Use of Proceeds, on pages 201—202 of this Form 10-Q.  

RISK MANAGEMENT  

Risk is an inherent part of JPMorgan Chase’s business activities. The Firm’s risk management framework and governance structure are intended 
to provide comprehensive controls and ongoing management of the major risks inherent in its business activities. In addition, this framework 
recognizes the diversity among the Firm’s core businesses, which helps reduce the impact of volatility in any particular area on the Firm’s 
operating results as a whole. There are eight major types of risk identified in the business activities of the Firm: liquidity, credit, market, interest 
rate, operational, legal and reputation, fiduciary, and private equity risk.  

For further discussion of these risks, see Risk Management on pages 86—126 of JPMorgan Chase’s 2009 Annual Report and the information 
below.  

LIQUIDITY RISK MANAGEMENT  

The following discussion of JPMorgan Chase’s liquidity risk management framework highlights developments since December 31, 2009, and 
should be read in conjunction with pages 88—92 of JPMorgan Chase’s 2009 Annual Report.  

The ability to maintain surplus levels of liquidity through economic cycles is crucial to financial services companies, particularly during periods 
of adverse conditions. The Firm’s funding strategy is intended to ensure liquidity and diversity of funding sources to meet actual and contingent 
liabilities through both normal and stress periods.  

JPMorgan Chase’s primary sources of liquidity include a diversified $903.1 billion deposit base at September 30, 2010, and access to the equity 
capital markets and long-term unsecured and secured funding sources, including asset securitizations and borrowings from FHLBs. Additionally, 
JPMorgan Chase maintains large pools of highly liquid, unencumbered assets. The Firm actively monitors its available capacity in the wholesale 
funding markets across various geographic regions and in various currencies. The Firm’s ability to generate funding from a broad range of 
sources in a variety of geographic locations and in a range of tenors is intended to enhance financial flexibility and limit funding concentration 
risk.  

Management considers the Firm’s liquidity position to be strong, based on its liquidity metrics as of September 30, 2010, and believes that the 
Firm’s unsecured and secured funding capacity is sufficient to meet its on— and off—balance sheet obligations at that date.  

Liquidity monitoring  

The Firm centralizes the management of global funding and liquidity risk within Corporate Treasury to maximize liquidity access, minimize 
funding costs and enhance global identification and coordination of liquidity risk. The Firm employs a variety of metrics to monitor and manage 
liquidity. One set of analyses used by the Firm relates to the timing of liquidity sources versus liquidity uses (e.g., funding gap analysis and 
parent holding company funding, which is discussed below). A second set of analyses focuses on ratios of funding and liquid collateral (e.g., 
measurements of the Firm’s reliance on short-term unsecured funding as a percentage of total liabilities, as well as analyses of the relationship of 
short-term unsecured funding to highly liquid assets, the deposits-to-loans ratio and other balance sheet measures). The Firm also conducts a 
variety of stress tests intended to ensure that ample liquidity is available through stressed as well as normal market conditions.  

Parent holding company  

In addition to monitoring liquidity on a firmwide basis, the Firm also monitors liquidity for the parent holding company. This monitoring takes 
into consideration regulatory restrictions that limit the extent to which bank subsidiaries may extend credit to the parent holding company and 
other nonbank subsidiaries. Excess cash generated by parent holding-  
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company issuance activity is placed with both bank and nonbank subsidiaries in the form of deposits and advances. As discussed below, the 
Firm’s liquidity management is also intended to ensure that its subsidiaries have the ability to generate replacement funding in the event the 
parent holding company requires repayment.  

The Firm closely monitors the ability of the parent holding company to meet all of its obligations with liquid sources of cash or cash equivalents 
for an extended period of time without access to the unsecured funding markets. The Firm targets pre-funding of parent holding company 
obligations for at least 12 months; however, due to conservative liquidity management actions taken by the Firm in the current environment, the 
current pre-funding of such obligations is significantly greater than target.  

Global Liquidity Reserve  

In addition to the parent holding company, the Firm maintains a significant amount of liquidity — primarily at its bank subsidiaries, but also at 
its nonbank subsidiaries. The Global Liquidity Reserve represents consolidated sources of available liquidity to the Firm, including cash on 
deposit at central banks, and cash proceeds reasonably expected to be received in secured financings of highly liquid, unencumbered securities 
— such as government-issued debt, government- and FDIC-guaranteed corporate debt, agency debt and agency mortgage-backed securities 
(“MBS”). The liquidity amount anticipated to be realized from secured financings is based on management’s current judgment and assessment of 
the Firm’s ability to quickly raise secured financings. The Global Liquidity Reserve also includes the Firm’s borrowing capacity at various 
FHLBs, the Federal Reserve Bank discount window and various other central banks from collateral pledged by the Firm to such banks. Although 
considered as a source of available liquidity, the Firm does not view borrowing capacity at the Federal Reserve Bank discount window and 
various other central banks as a primary source of funding. As of September 30, 2010, the Global Liquidity Reserve was as follows:  

Global Liquidity Reserve  

In addition to the Global Liquidity Reserve, the Firm has significant amounts of other high-quality, marketable securities available to raise 
liquidity, such as corporate debt and equity securities.  

Sources of funds  

A key strength of the Firm is its diversified deposit franchise, through the RFS, CB, TSS and AM lines of business, which provides a stable 
source of funding and decreases reliance on the wholesale markets. As of September 30, 2010, total deposits for the Firm were $903.1 billion, 
compared with $938.4 billion at December 31, 2009. A significant portion of the Firm’s deposits are retail deposits (40% and 38% at 
September 30, 2010, and December 31, 2009, respectively), which are considered particularly stable as they are less sensitive to interest rate 
changes or market volatility. A significant portion of the Firm’s wholesale deposits are also considered stable sources of funding due to the 
nature of the relationships from which they are generated, particularly customers’ operating service relationships with the Firm. As of 
September 30, 2010, the Firm’s deposits-to-loans ratio was 131%, compared with 148% at December 31, 2009. The decline in the Firm’s 
deposits-to-loans ratio was partly due to an increase in loans resulting from the January 1, 2010, implementation of new consolidation 
accounting guidance related to VIEs. For further discussions of deposit and liability balance trends, see the discussion of the results for the 
Firm’s business segments and the Balance Sheet Analysis on pages 21—51 and 53—56, respectively, of this Form 10-Q. For a more detailed 
discussion of the adoption of the new consolidation guidance, see Note 1 on pages 112—113 of this Form 10-Q.  

The Firm’s reliance on short-term unsecured funding sources such as commercial paper, federal funds and Eurodollars purchased, certificates of 
deposit, time deposits and bank notes is limited. Total commercial paper liabilities for the Firm were $38.6 billion as of September 30, 2010, 
compared with $41.8 billion as of December 31, 2009. However, of those totals, $32.0 billion and $28.7 billion as of September 30, 2010, and 
December 31, 2009, respectively, originated from deposits that customers chose to sweep into commercial paper liabilities as a cash 
management product offered by the Firm. Therefore, commercial paper liabilities sourced from wholesale funding markets were $6.6 billion as 
of September 30, 2010, compared with $13.1 billion as of December 31, 2009. There were no material differences between the average and 
quarter-end balances of commercial paper outstanding as of and for the quarter ended September 30, 2010.  

The Firm’s short-term secured sources of funding consist of securities loaned or sold under agreements to repurchase that are secured 
predominantly by high quality securities collateral, including government-issued debt, agency debt and agency MBS. Securities loaned or sold 
under agreements to repurchase was $305.1 billion as of September 30, 2010, compared with an average balance of $276.2 billion for the three 
months ended September 30, 2010. The balances associated with securities loaned or sold under agreements to repurchase fluctuate over time 
due to customers’  
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As of September 30, 2010 (in billions)         
  

Central bank cash, government-issued debt, government- and FDIC-guaranteed corporate debt, agency debt and agency MBS    $ 171   
Other borrowing capacity at various FHLBs, the Federal Reserve Bank discount window and various other central banks      102   
  

Total Global Liquidity Reserve    $ 273   
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investment and financing activities; the Firm’s demand for financing; the Firm’s matchbook activity; the ongoing management of the mix of the 
Firm’s liabilities, including its secured and unsecured financing (for both the investment and trading portfolios); and other market and portfolio 
factors. For additional information, see the Balance Sheet Analysis on pages 53—56, Note 12 on page 149 and Note 22 on pages 174—178 of 
this Form 10-Q.  

Issuance  

During the three months ended September 30, 2010, the Firm issued $9.0 billion of long-term debt, including $4.4 billion of senior notes issued 
in the U.S. market, $2.0 billion of senior notes issued in non-U.S. markets, and $2.6 billion of IB structured notes. During the nine months ended 
September 30, 2010, the Firm issued $27.0 billion of long-term debt, including $11.3 billion of senior notes issued in the U.S. market, 
$2.9 billion of senior notes issued in non-U.S. markets, $1.5 billion of trust preferred capital debt securities, and $11.3 billion of IB structured 
notes. In addition, in October 2010, the Firm issued $4.0 billion of senior notes in the U.S. market. During the three and nine months ended 
September 30, 2010, $9.3 billion and $39.6 billion of long-term debt matured or were redeemed, including $4.7 billion and $17.5 billion of IB 
structured notes. The maturities or redemptions in the first nine months of 2010 were partially offset by the issuances during the period.  

Replacement capital covenants  

In connection with the issuance of certain of its trust preferred capital debt securities and its noncumulative perpetual preferred stock, the Firm 
has entered into Replacement Capital Covenants (“RCCs”). These RCCs grant certain rights to the holders of “covered debt,” as defined in the 
RCCs, that prohibit the repayment, redemption or purchase of such trust preferred capital debt securities and noncumulative perpetual preferred 
stock except, with limited exceptions, to the extent that JPMorgan Chase has received, in each such case, specified amounts of proceeds from the 
sale of certain qualifying securities. Currently, the Firm’s covered debt is its 5.875% Junior Subordinated Deferrable Interest Debentures, 
Series O, due in 2035. In October 2010, the Firm amended its outstanding RCCs, in accordance with the provisions thereof, to remove certain 
restrictions relating to the selection of the next series of “covered debt” whose holders would have the benefit of all the RCCs at such time as the 
Series O Debentures are no longer outstanding (whether by reason of their redemption, maturity or otherwise). As a result of this amendment, if 
at any time the Series O Debentures are no longer outstanding, the Firm will be required to designate as the “covered debt” one of its then 
outstanding series of long term indebtedness for money borrowed that is “eligible debt”, as defined in the RCCs, but may do so without regard to 
the maturity date of any such long term indebtedness. For more information regarding these covenants, reference is made to the respective RCCs 
(including any amendments or supplements thereto) entered into by the Firm in relation to such trust preferred capital debt securities and 
noncumulative perpetual preferred stock, which are available in filings made by the Firm with the SEC.  

Cash flows  

Cash and due from banks was $24.0 billion and $21.1 billion at September 30, 2010 and 2009, respectively; these balances decreased by 
$2.2 billion and $5.8 billion from December 31, 2009 and 2008, respectively. The following discussion highlights the major activities and 
transactions that affected JPMorgan Chase’s cash flows during the first nine months of 2010 and 2009.  

Cash flows from operating activities  

JPMorgan Chase’s operating assets and liabilities support the Firm’s capital markets and lending activities, including the origination or purchase 
of loans initially designated as held-for-sale. Operating assets and liabilities can vary significantly in the normal course of business due to the 
amount and timing of cash flows, which are affected by client-driven activities, market conditions and trading strategies. Management believes 
cash flows from operations, available cash balances and the Firm’s ability to generate cash through short- and long-term borrowings are 
sufficient to fund the Firm’s operating liquidity needs.  

For the nine months ended September 30, 2010, net cash used by operating activities was $5.6 billion, mainly driven by an increase primarily in 
trading assets—debt and equity instruments; this was largely due to improved market activity, reduced levels of volatility and rising global 
indices, partially offset by an increase in trading liabilities driven by short positions taken to facilitate customer trading. Net cash was provided 
by net income and from adjustments for non-cash items such as the provision for credit losses, depreciation and amortization and stock-based 
compensation. Additionally, proceeds from sales and paydowns of loans originated or purchased with an initial intent to sell were higher than 
cash used to acquire such loans.  

For the nine months ended September 30, 2009, net cash provided by operating activities was $110.9 billion, primarily driven by a decline in 
trading assets. The net decline in trading assets and liabilities was affected by balance sheet management activities and the impact of the 
challenging capital markets environment that existed at December 31, 2008, and continued into the first half of 2009, partially offset by net 
increases resulting from stabilization in the capital  
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markets during the third quarter of 2009. Also, net cash generated from operating activities was higher than net income, largely as a result of 
adjustments for non-cash items such as the provision for credit losses. In addition, proceeds from sales, securitizations and paydowns of loans 
originated or purchased with an initial intent to sell were higher than cash used to acquire such loans, but the cash flows from these loan 
activities remained at a reduced level as a result of the lower activity in the markets.  

Cash flows from investing activities  

The Firm’s investing activities predominantly include loans originated to be held for investment, the AFS securities portfolio and other short-
term interest-earning assets. For the nine months ended September 30, 2010, net cash of $20.7 billion was provided by investing activities. This 
resulted from a decrease in deposits with banks largely due to a decline in deposits placed with the Federal Reserve Bank and lower interbank 
lending as market stress has gradually eased since the end of 2009; a net decrease in the loan portfolio, driven by a decline in credit card loans 
due to the runoff of the Washington Mutual portfolio and a decrease in lower-yielding promotional loans, continued runoff of the residential real 
estate portfolios, repayments and loan sales in IB; continued low client demand; and proceeds from sales and maturities of AFS securities used in 
the Firm’s interest rate risk management activities being higher than cash used to acquire such securities. Partially offsetting these cash proceeds 
was an increase in securities purchased under resale agreements, predominantly due to higher financing volume in IB.  

For the nine months ended September 30, 2009, net cash of $37.6 billion was provided by investing activities. This derived primarily from a 
decrease in deposits with banks, as inter-bank lending and deposits with the Federal Reserve Bank declined relative to the elevated level at the 
end of 2008; a net decrease in the loan portfolio, reflecting declines across all businesses, driven by continued lower customer demand in the 
wholesale businesses, lower charge volume on credit cards, a higher level of credit card securitizations, and paydowns; a decrease in securities 
purchased under resale agreements; and the maturity of all asset-backed commercial paper issued by money market mutual funds in connection 
with the Federal Reserve Bank of Boston AML Facility. Largely offsetting these cash proceeds were net purchases of AFS securities to manage 
the Firm’s exposure to a declining interest rate environment.  

Cash flows from financing activities  

The Firm’s financing activities primarily reflect cash flows related to raising customer deposits, and issuing long-term debt (including trust 
preferred capital debt securities) as well as preferred and common stock. In the first nine months of 2010, net cash used in financing activities 
was $17.8 billion. This resulted from a decline in deposits associated with wholesale funding activities reflecting the Firm’s lower funding 
needs; a decline in TSS deposits reflecting the normalization of deposit levels, offset partially by net inflows from existing customers and new 
business in AM, CB and RFS; net repayment of long-term debt and trust preferred capital debt securities as new issuances were more than offset 
by repayments; payments of cash dividends; and repurchases of common stock. Cash was generated as a result of an increase in securities sold 
under repurchase agreements largely as a result of an increase in securities purchased under resale agreement activity levels in IB; a decline in 
beneficial interests issued by consolidated VIEs due to maturities related to Firm-sponsored credit card securitization trusts; and a decline in 
other borrowed funds due to maturities of advances from FHLBs.  

In the first nine months of 2009, net cash used in financing activities was $154.6 billion; this reflected a decline in wholesale deposits in TSS, 
compared with the elevated level during the latter part of 2008 due to heightened volatility and credit concerns in the market at that time; a 
decline in other borrowings due to the absence of borrowings from the Federal Reserve under the Term Auction Facility program, net 
repayments of advances from FHLBs and the maturity of the nonrecourse advances under the Federal Reserve Bank of Boston AML Facility; the 
June 17, 2009, repayment in full of the $25.0 billion principal amount of the TARP preferred capital; and the payment of cash dividends. Cash 
proceeds resulted from an increase in securities loaned or sold under repurchase agreements, partly attributable to favorable pricing and to 
financing the Firm’s increased AFS securities portfolio; and the issuance of $5.8 billion of common stock. Long-term debt and trust preferred 
capital debt securities were relatively stable during the period, as issuances of FDIC-guaranteed debt and non-FDIC guaranteed debt in both the 
U.S. and European markets were offset by redemptions. There were no open-market stock repurchases during the first nine months of 2009.  

Credit ratings  

The cost and availability of financing are influenced by credit ratings. Reductions in credit ratings could have an adverse effect on the Firm’s 
access to liquidity sources, increase the cost of funds, trigger additional collateral or funding requirements, and decrease the number of investors 
and counterparties willing to lend to the Firm. Additionally, the Firm’s funding requirements for VIEs and other third-party commitments may 
be adversely affected by a decline in credit ratings. For additional information on the impact of a credit-rating downgrade on the funding 
requirements for  
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VIEs, and on derivatives and collateral agreements, see Special-purpose entities on pages 56—57, Ratings profile of derivative receivables 
marked to market (“MTM”) on page 79, and Note 5 on pages 132—140 of this Form 10-Q.  

Critical factors in maintaining high credit ratings include a stable and diverse earnings stream, strong capital ratios, strong credit quality and risk 
management controls, diverse funding sources, and disciplined liquidity monitoring procedures.  

The senior unsecured ratings from Moody’s, S&P and Fitch on JPMorgan Chase and its principal bank subsidiaries remained unchanged at 
September 30, 2010, from December 31, 2009. At September 30, 2010, Moody’s and S&P’s outlook remained negative, while Fitch’s outlook 
remained stable.  

Several rating agencies have recently announced that they will be evaluating the effects of the financial regulatory reform legislation in order to 
determine the extent, if any, to which financial institutions, including the Firm, may be negatively impacted. There is no assurance the Firm’s 
credit ratings will not be downgraded in the future as a result of any such reviews.  

CREDIT PORTFOLIO  

The following table presents JPMorgan Chase’s credit portfolio as of September 30, 2010, and December 31, 2009. Total managed credit 
exposure was $1.8 trillion at September 30, 2010, a decrease of $40.1 billion from December 31, 2009; this reflected a decrease of $72.4 billion 
in the consumer portfolio partly offset by an increase of $32.3 billion in the wholesale portfolio. During the first nine months of 2010, lending-
related commitments decreased by $37.0 billion, loans decreased by $27.6 billion, derivative receivables increased by $17.1 billion and 
receivables from customers increased by $9.5 billion. The decrease in lending-related commitments was partially related to the January 1, 2010, 
adoption of the consolidation guidance related to VIEs, which resulted in the elimination of $24.2 billion of wholesale lending-related 
commitments between the Firm and its administrated multi-seller conduits upon consolidation. This decrease in lending-related commitments 
was partially offset by the addition of $6.5 billion of unfunded commitments between the consolidated multi-seller conduits and their clients. 
The decrease in loans was primarily related to repayments, low customer demand and loan sales, partially offset by the adoption of the new VIE 
consolidation guidance.  

While overall portfolio exposure declined, the Firm provided and raised over $1.0 trillion in new and renewed credit and capital for consumers, 
corporations, small businesses, municipalities and not-for-profit organizations during the first nine months of the year.  
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In the table below, reported loans include loans retained; loans held-for-sale (which are carried at the lower of cost or fair value, with changes in 
value recorded in noninterest revenue); and loans accounted for at fair value. Loans retained are presented net of unearned income, unamortized 
discounts and premiums, and net deferred loan costs. Nonperforming assets include nonaccrual loans and assets acquired in satisfaction of debt 
(primarily real estate owned). Nonaccrual loans are those for which the accrual of interest has been suspended in accordance with the Firm’s 
accounting policies. For additional information on these loans, including the Firm’s accounting policies, see Note 13 on pages 149-154 of this 
Form 10-Q, and Note 13 on pages 192-196 of JPMorgan Chase’s 2009 Annual Report.  
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    Credit   Nonperforming   90 days or more past due 
    exposure   assets (f)(g)   and still accruing (g) 

    Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31, 
(in millions)   2010   2009   2010   2009   2010   2009 
  

Total credit portfolio                                                  
Loans — retained (a)    $ 687,049     $ 627,218     $ 15,094     $ 17,219     $ 4,080     $ 4,355   
Loans held-for-sale      1,768       4,876       261       234       —      —  
Loans at fair value      1,714       1,364       148       111       —      —  
  

Loans — reported (a)      690,531       633,458       15,503       17,564       4,080       4,355   
Loans — securitized (a)(b)    NA     84,626     NA     —    NA     2,385   
  

Total managed loans (a)      690,531       718,084       15,503       17,564       4,080       6,740   
Derivative receivables      97,293       80,210       255       529       —      —  
Receivables from customers (c)      25,274       15,745       —      —      —      —  
Interests in purchased receivables (a)      751       2,927       —      —      —      —  
  

Total managed credit-related assets (a)      813,849       816,966       15,758       18,093       4,080       6,740   
Lending-related commitments (a)      954,082       991,095     NA   NA   NA   NA 
  

Assets acquired in loan satisfactions                                                  
Real estate owned    NA   NA     1,830       1,548     NA   NA 
Other    NA   NA     68       100     NA   NA 
  

Total assets acquired in loan satisfactions    NA   NA     1,898       1,648     NA   NA 
  

Total credit portfolio    $ 1,767,931     $ 1,808,061     $ 17,656     $ 19,741     $ 4,080     $ 6,740   
  

Net credit derivative hedges notional (d)    $ (34,624 )   $ (48,376 )   $ (112 )   $ (139 )   NA   NA 
Liquid securities and other cash collateral held 

against derivatives (e)      (20,780 )     (15,519 )   NA   NA   NA   NA 
  

                                                                  
    Three months ended September 30,   Nine months ended September 30, 
                    Average annual net                   Average annual net 
    Net charge-offs   charge-off rate (h)(i)   Net charge-offs   charge-off rate (h)(i) 

(in millions, except ratios)   2010   2009   2010   2009   2010   2009   2010   2009 
  

Total credit portfolio                                                                  
Loans — reported    $ 4,945     $ 6,373       2.84 %     3.84 %   $ 18,569     $ 16,788       3.53 %     3.28 % 
Loans — securitized (a)(b)    NA     1,698     NA     7.83     NA     4,826     NA     7.56   
  

Total managed loans    $ 4,945     $ 8,071       2.84 %     4.30 %   $ 18,569     $ 21,614       3.53 %     3.75 % 
  

(a)   Effective January 1, 2010, the Firm adopted new consolidation guidance related to VIEs. Upon the adoption of the new guidance, the Firm 
consolidated its Firm-sponsored credit card securitization trusts, its Firm-administered multi-seller conduits and certain other consumer 
loan securitization entities, primarily mortgage-related. As a result, related assets are now primarily recorded in loans or other assets on 
the Consolidated Balance Sheet. As a result of the consolidation of the credit card securitization trusts, reported and managed basis are 
equivalent for periods beginning after January 1, 2010. For further discussion, see Note 15 on pages 155-167 of this Form 10-Q. 

  

(b)   Loans securitized are defined as loans that were sold to nonconsolidated securitization trusts and were not included in reported loans. For 
further discussion of credit card securitizations, see Note 15 on pages 155-167 of this Form 10-Q. 

  

(c)   Represents margin loans to prime and retail brokerage customers, which are included in accrued interest and accounts receivable on the 
Consolidated Balance Sheets. 

  

(d)   Represents the net notional amount of protection purchased and sold of single-name and portfolio credit derivatives used to manage both 
performing and nonperforming credit exposures; these derivatives do not qualify for hedge accounting under U.S. GAAP. For additional 
information, see Credit derivatives on pages 79-80 and Note 5 on pages 132-140 of this Form 10-Q. 

  

(e)   Represents other liquid securities collateral and other cash collateral held by the Firm. 
  

(f)   At September 30, 2010, and December 31, 2009, nonperforming loans and assets exclude: (1) mortgage loans insured by U.S. government 
agencies of $10.2 billion and $9.0 billion, respectively, that are 90 days past due and accruing at the guaranteed reimbursement rate; (2) 
real estate owned insured by U.S. government agencies of $1.7 billion and $579 million, respectively; and (3) student loans that are 
90 days past due and still accruing, which are insured by U.S. government agencies under the FFELP, of $572 million and $542 million, 
respectively. These amounts are excluded as reimbursement of insured amounts is proceeding normally. In addition, the Firm’s policy is 
generally to exempt credit card loans from being placed on nonaccrual status as permitted by regulatory guidance issued by the Federal 
Financial Institutions Examination Council (“FFIEC”), credit card loans are charged off by the end of the month in which the account 
becomes 180 days past due or within 60 days from receiving notification about a specified event (e.g., bankruptcy of the borrower), 
whichever is earlier. 
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WHOLESALE CREDIT PORTFOLIO  

As of September 30, 2010, wholesale exposure (IB, CB, TSS and AM) increased by $32.3 billion from December 31, 2009. The overall increase 
was primarily driven by increases of $17.1 billion in derivative receivables, $16.4 billion in loans and $9.5 billion in receivables from customers, 
partly offset by decreases in lending-related commitments of $8.5 billion and interests in purchased receivables of $2.2 billion. The increase in 
derivative receivables reflects continued decline in interest rates, weakening of the U.S. dollar and the influence of rising base and precious 
metal prices on commodity valuations affecting interest rate, commodity and foreign exchange derivative contracts. The increase in loans and the 
decrease in lending-related commitments were primarily related to the January 1, 2010, adoption of new consolidation guidance related to VIEs 
which resulted in the elimination of $24.2 billion of lending-related commitments between the Firm and its administrated multi-seller conduits 
upon consolidation. This decrease in lending-related commitments was partially offset by the addition of $6.5 billion of unfunded commitments 
between the consolidated multi-seller conduits and their clients. Assets of the consolidated conduits included $15.1 billion of wholesale loans at 
January 1, 2010. Excluding the effect of the new consolidation guidance, lending-related commitments and loans would have increased by 
$9.2 billion and $1.3 billion, respectively. The increase in receivables from customers and loans was due to increased client activity in prime 
services and the impact of the purchase of a $3.5 billion loan portfolio during the current quarter, respectively.  
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(g)   Excludes consumer PCI loans acquired as part of the Washington Mutual transaction, which are accounted for on a pool basis. Since each 
pool is accounted for as a single asset with a single composite interest rate and an aggregate expectation of cash flows, the past due status 
of the pools, or that of individual loans within the pools, is not meaningful. Because the Firm is recognizing interest income on each pool 
of loans, they are all considered to be performing. 

  

(h)   For the quarters ended September 30, 2010 and 2009, net charge-off ratios were calculated using: (1) average retained loans of 
$690.1 billion and $658.3 billion, respectively; (2) average securitized loans of zero and $86.0 billion, respectively; and (3) average 
managed loans of $690.1 billion and $744.3 billion, respectively. For the year-to-date periods ended September 30, 2010 and 2009, net 
charge-off ratios were calculated using: (1) average retained loans of $702.5 billion and $684.6 billion; (2) average securitized loans of 
zero and $85.4 billion; and (3) average managed loans of $702.5 billion and $769.9 billion. 

  

(i)   For the quarters ended September 30, 2010 and 2009, firmwide net charge-off ratios were calculated including average PCI loans of 
$75.8 billion and $84.5 billion, respectively, and excluding the impact of PCI loans, the total Firm’s managed net charge-off rate would 
have been 3.19% and 4.85% respectively. For the year-to-date periods ended September 30, 2010, and 2009, net charge-off rates were 
calculated including average PCI loans of $78.1 billion and $86.5 billion, respectively, and excluding the impact of PCI loans, the total 
Firm’s managed net charge-off rate would have been 3.98% and 4.23%, respectively. 

                                                  
    Credit   Nonperforming   90 days past due 
    exposure   assets (d)   and still accruing 
    Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31, 
(in millions)   2010   2009   2010   2009   2010   2009 
  

Loans — retained    $ 217,582     $ 200,077     $ 5,231     $ 6,559     $ 220     $ 332   
Loans held-for-sale      1,301       2,734       261       234       —      —  
Loans at fair value      1,714       1,364       148       111       —      —  
  

Loans — reported      220,597       204,175       5,640       6,904       220       332   
Derivative receivables      97,293       80,210       255       529       —      —  
Receivables from customers (a)      25,274       15,745       —      —      —      —  
Interests in purchased receivables      751       2,927       —      —      —      —  
  

Total wholesale credit-related assets      343,915       303,057       5,895       7,433       220       332   
Lending-related commitments      338,612       347,155     NA   NA   NA   NA 
  

Total wholesale credit exposure    $ 682,527     $ 650,212     $ 5,895     $ 7,433     $ 220     $ 332   
  

Net credit derivative hedges notional (b)   $ (34,624 )   $ (48,376 )   $ (112 )   $ (139 )   NA   NA 
Liquid securities and other cash 

collateral held against derivatives (c)      (20,780 )     (15,519 )   NA   NA   NA   NA 
  

(a)   Represents margin loans to prime and retail brokerage customers, which are included in accrued interest and accounts receivable on the 
Consolidated Balance Sheets. 

  

(b)   Represents the net notional amount of protection purchased and sold of single-name and portfolio credit derivatives used to manage both 
performing and nonperforming credit exposures; these derivatives do not qualify for hedge accounting under U.S. GAAP. For additional 
information, see Credit derivatives on pages 79-80 and Note 5 on pages 132-140 of this Form 10-Q. 

  

(c)   Represents other liquid securities collateral and other cash collateral held by the Firm. 
  

(d)   Excludes assets acquired in loan satisfactions. For additional information, see the wholesale nonperforming assets by business segment 
table on page 76 of this Form 10-Q. 

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 88 of 254



Table of Contents  

The following table summarizes the maturity and ratings profiles of the wholesale portfolio as of September 30, 2010, and December 31, 2009. 
The ratings scale is based on the Firm’s internal risk ratings, which generally correspond to ratings as defined by S&P and Moody’s.  

Wholesale credit exposure — maturity and ratings profile  
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    Maturity profile (c)   Ratings profile 
                                    Investment-   Noninvestment-             
                                    grade (“ IG”)   grade             
At September 30, 2010   Due in 1 year   Due after 1 year   Due after 5           AAA/Aaa to   BB+/Ba1           Total % 
(in billions, except ratios)   or less   through 5 years   years   Total   BBB-/Baa3   & below   Total   of IG 
  

  
  

Loans      35 %     39 %     26 %     100 %   $ 141     $ 77     $ 218       65 % 
Derivative receivables      20       38       42       100       77       20       97       79   
Lending-related 

commitments      38       59       3       100       272       67       339       80   
  

  
  

Total excluding loans 
held-for-sale and loans 
at fair value      35 %     49 %     16 %     100 %   $ 490     $ 164     $ 654       75 % 

Loans held-for-sale and 
loans at fair value (a)                                                      3           

Receivables from 
customers                                                      25           

Interests in purchased 
receivables                                                      1           

  
  

  

Total exposure                                                    $ 683           
  

  

  

Net credit derivative 
hedges notional (b)      29 %     47 %     24 %     100 %   $ (35 )   $ —    $ (35 )     100 % 

  
  

  

                                                                  
    Maturity profile (c)   Ratings profile 
                                    Investment-   Noninvestment-             
                                    grade (“ IG”)   grade             
At December 31, 2009   Due in 1 year   Due after 1 year   Due after 5           AAA/Aaa to   BB+/Ba1           Total % 
(in billions, except ratios)   or less   through 5 years   years   Total   BBB-/Baa3   & below   Total   of IG 
  

  
  

Loans      29 %     40 %     31 %     100 %   $ 118     $ 82     $ 200       59 % 
Derivative receivables      12       42       46       100       61       19       80       76   
Lending-related 

commitments      41       57       2       100       281       66       347       81   
  

  
  

Total excluding loans 
held-for-sale and loans 
at fair value      34 %     50 %     16 %     100 %   $ 460     $ 167     $ 627       73 % 

Loans held-for-sale and 
loans at fair value (a)                                                      4           

Receivables from 
customers                                                      16           

Interests in purchased 
receivables                                                      3           

  
  

  

Total exposure                                                    $ 650           
  

  

  

Net credit derivative 
hedges notional (b)      49 %     42 %     9 %     100 %   $ (48 )   $ —    $ (48 )     100 % 

  
  

  

(a)   Loans held-for-sale and loans at fair value related primarily to syndicated loans and loans transferred from the retained portfolio. 
  

(b)   Represents the net notional amounts of protection purchased and sold of single-name and portfolio credit derivatives used to manage the 
credit exposures; these derivatives do not qualify for hedge accounting under U.S. GAAP. 

  

(c)   The maturity profile of loans and lending-related commitments is based on the remaining contractual maturity. The maturity profile of 
derivative receivables is based on the maturity profile of average exposure. For further discussion of average exposure, see Derivative 
receivables marked to market on pages 102-103 of JPMorgan Chase’s 2009 Annual Report. 
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Wholesale credit exposure — selected industry concentrations  

The Firm focuses on the management and diversification of its industry concentrations, with particular attention paid to industries with actual or 
potential credit concerns.  

Exposures deemed criticized generally represent a ratings profile similar to a rating of “CCC+”/“Caa1” or lower, as defined by S&P and 
Moody’s, respectively. The total criticized component of the portfolio, excluding loans held-for-sale and loans at fair value, decreased to 
$25.6 billion at September 30, 2010, from $33.2 billion at year-end 2009. The decrease was primarily related to net repayments and loan sales.  

74  

                                                                          
                                                                    Collateral 
                    Noninvestment grade   90 days or   Year-to-date   Credit   held against 
September 30, 2010   Credit   Investment           Criticized   Criticized   more past due   net charge-offs/   derivative   derivative (e) 

(in millions)   exposure (c)   grade   Noncriticized   performing   nonperforming   and accruing   (recoveries)   hedges (d)   receivables 
  

Top 25 industries (a)                                                                          
Banks and finance 

companies    $ 66,036     $ 55,404     $ 9,830     $ 533     $ 269     $ —    $ 85     $ (3,835 )   $ (10,342 ) 
Real estate      65,249       34,483       20,655       7,623       2,488       80       705       (216 )     (143 ) 
Healthcare      37,550       31,312       5,867       358       13       —      —      (1,225 )     (310 ) 
State and municipal 

governments      36,744       35,442       1,118       155       29       —      3       (202 )     (525 ) 
Asset managers      31,198       27,193       3,337       668       —      2       —      —      (3,150 ) 
Utilities      26,873       21,316       4,333       792       432       —      11       (1,436 )     (328 ) 
Consumer products      26,554       17,389       8,596       531       38       —      (7 )     (1,518 )     (3 ) 
Oil and gas      24,348       17,060       7,104       183       1       —      —      (916 )     (442 ) 
Retail and consumer 

services      22,750       13,047       8,954       523       226       —      2       (1,657 )     (12 ) 
Central government      14,045       13,368       677       —      —      —      —      (8,096 )     (43 ) 
Technology      13,270       9,276       3,478       405       111       —      50       (662 )     (39 ) 
Metals/mining      13,224       7,015       5,704       425       80       1       17       (754 )     (2 ) 
Machinery and 

equipment 
manufacturing      12,965       7,159       5,564       237       5       —      —      (435 )     (2 ) 

Business services      12,389       7,174       5,000       160       55       —      15       (80 )     —  
Telecom services      12,304       8,817       2,648       812       27       —      —      (1,860 )     (13 ) 
Chemicals/plastics      12,111       8,158       3,594       341       18       —      2       (395 )     —  
Insurance      11,509       8,301       2,758       450       —      —      —      (1,247 )     (538 ) 
Media      10,695       5,285       3,863       976       571       —      70       (907 )     (1 ) 
Holding companies      10,655       9,120       1,470       38       27       7       5       (117 )     (369 ) 
Building 

materials/construction     10,556       4,492       4,901       1,089       74       —      9       (424 )     —  
Securities firms and 

exchanges      10,154       8,471       1,636       47       —      —      5       (37 )     (3,132 ) 
Automotive      8,675       4,029       4,364       275       7       —      54       (1,060 )     —  
Transportation      8,504       5,510       2,622       354       18       —      (18 )     (294 )     —  
Agriculture/paper 

manufacturing      7,481       4,476       2,762       235       8       2       3       (312 )     —  
Leisure      5,798       2,949       1,393       1,241       215       —      82       (253 )     (29 ) 
All other (b)      141,850       123,448       15,919       1,709       774       128       363       (6,686 )     (1,357 ) 
  

Subtotal    $ 653,487     $ 489,694     $ 138,147     $ 20,160     $ 5,486     $ 220     $ 1,456     $ (34,624 )   $ (20,780 ) 
  

Loans held-for-sale 
and loans at fair 
value      3,015                                                                   

Receivables from 
customers      25,274                                                                   

Interest in purchased 
receivables      751                                                                   

  

Total    $ 682,527     $ 489,694     $ 138,147     $ 20,160     $ 5,486     $ 220     $ 1,456     $ (34,624 )   $ (20,780 ) 
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                                                                    Collateral 
                    Noninvestment grade   90 days or   Year-to-date   Credit   held against 
December 31, 2009   Credit   Investment           Criticized   Criticized   more past due   net charge-offs/   derivative   derivative 
(in millions)   exposure (c)   grade   Noncriticized   performing   nonperforming   and accruing   (recoveries)   hedges (d)   receivables (e) 
  

Top 25 industries (a)                                                                          
Banks and finance 

companies    $ 54,053     $ 43,576     $ 8,424     $ 1,559     $ 494     $ 4     $ 719     $ (3,718 )   $ (8,353 ) 
Real estate      68,509       37,724       18,810       8,872       3,103       114       688       (1,168 )     (35 ) 
Healthcare      35,605       29,576       5,700       310       19       —      10       (2,545 )     (125 ) 
State and municipal 

governments      34,726       32,410       1,850       400       66       —      —      (204 )     (193 ) 
Asset managers      24,920       20,498       3,742       442       238       2       7       (40 )     (2,105 ) 

Utilities      27,178       22,063       3,877       1,236       2       
—
—      182       (3,486 )     (360 ) 

Consumer products      27,004       17,384       9,105       479       36       —      35       (3,638 )     (4 ) 
Oil and gas      23,322       17,082       5,854       378       8       —      16       (2,567 )     (6 ) 
Retail and consumer 

services      20,673       12,024       7,867       687       95       —      35       (3,073 )     —  
Central government      9,557       9,480       77       —      —      —      —      (4,814 )     (30 ) 
Technology      14,169       8,877       4,004       1,125       163       —      28       (1,730 )     (130 ) 
Metals/mining      12,547       7,002       4,906       547       92       —      24       (1,963 )     —  
Machinery and 

equipment 
manufacturing      12,759       7,287       5,122       329       21       —      12       (1,327 )     (1 ) 

Business services      10,667       6,464       3,859       241       103       —      8       (107 )     —  
Telecom services      11,265       7,741       3,273       191       60       —      31       (3,455 )     (62 ) 
Chemicals/plastics      9,870       6,633       2,626       600       11       —      22       (1,357 )     —  
Insurance      13,421       9,221       3,601       581       18       —      7       (2,735 )     (793 ) 
Media      12,379       6,789       3,898       1,056       636       —      464       (1,606 )     —  
Holding companies      16,018       13,801       2,107       42       68       —      275       (421 )     (320 ) 
Building materials/ 

construction      10,448       4,512       4,537       1,309       90       5       98       (1,141 )     —  
Securities firms and 

exchanges      10,832       8,220       2,467       36       109       —      —      (289 )     (2,139 ) 
Automotive      9,357       3,865       4,252       1,195       45       —      52       (1,541 )     —  
Transportation      9,749       6,416       2,745       553       35       23       61       (870 )     (242 ) 
Agriculture/paper 

manufacturing      5,801       2,169       3,132       331       169       —      10       (897 )     —  
Leisure      6,822       2,750       2,274       1,063       735       —      151       (301 )     —  
All other (b)      135,791       117,138       15,448       2,533       672       184       197       (3,383 )     (621 ) 
  

Subtotal    $ 627,442     $ 460,702     $ 133,557     $ 26,095     $ 7,088     $ 332     $ 3,132     $ (48,376 )   $ (15,519 ) 
  

Loans held-for-sale 
and loans at fair 
value      4,098                                                                   

Receivables from 
customers      15,745                                                                   

Interest in purchased 
receivables      2,927                                                                   

  

Total    $ 650,212     $ 460,702     $ 133,557     $ 26,095     $ 7,088     $ 332     $ 3,132     $ (48,376 )   $ (15,519 ) 
  

(a)   All industry rankings are based on exposure at September 30, 2010. The industry rankings presented in the table as of December 31, 2009, 
are based on the industry rankings of the corresponding exposures at September 30, 2010, not the actual rankings of such exposure at 
December 31, 2009. 

  

(b)   For more information on exposures to SPEs included in all other, see Note 15 on pages 155-167 of this Form 10-Q. 
  

(c)   Credit exposure is net of risk participations and excludes the benefit of credit derivative hedges and collateral held against derivative 
receivables or loans. 

  

(d)   Represents the net notional amounts of protection purchased and sold of single-name and portfolio credit derivatives used to manage the 
credit exposures; these derivatives do not qualify for hedge accounting. 

  

(e)   Represents other liquid securities and other cash collateral held by the Firm. 
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The following table presents additional information on the Firm’s exposure to the wholesale real estate industry at September 30, 2010, and 
December 31, 2009.  

Loans  

The following table presents wholesale loans and nonperforming assets by business segment as of September 30, 2010, and December 31, 2009.  

                                                          
                                    % of           Average 
As of the nine months ended                                   nonperforming   Net   annual net 
September 30, 2010   Credit   % of credit   Criticized   Nonperforming   loans to   charge-offs/   charge-off 
(in millions, except ratios)   exposure   portfolio   exposure   loans   total loans (b)   (recoveries) (c)   rate (b) 
  

Commercial real estate 
subcategories                                                          

Multi -family    $ 32,687       50 %     $ 3,985       $ 1,329          4.18 %   $ 164       0.69 % 
Commercial lessors      18,693       29           3,785           545       3.64       425       3.80   
Commercial construction and 

development      5,449       8           983           322       8.29       47       1.62   
Other (a)      8,420       13           1,358           292       6.77       69       2.14   
  

Total commercial real estate    $ 65,249       100 %        $10,111       $ 2,488         4.52 %   $ 705       1.71 % 
  

                                                          
                                    % of       Average 
As of the twelve months ended                                   nonperforming   Net   annual net 
December 31, 2009   Credit   % of credit   Criticized   Nonperforming   loans to   charge-offs/   charge-off 
(in millions, except ratios)   exposure   portfolio   exposure   loans   total loans (b)   (recoveries) (d)(e)   rate (b)(d) 
  

Commercial real estate 
subcategories                                                          

Multi -family    $ 32,073       47 %   $ 3,986     $ 1,109       3.57 %   $ 287       0.92 % 
Commercial lessors (d)      18,689       27       4,194       687       4.53       169       1.11   
Commercial construction and 

development      6,593       10       1,518       313       6.81       101       2.20   
Other (a)(d)      11,154       16       2,277       779       12.27       131       2.06   
  

Total commercial real estate    $ 68,509       100 %   $ 11,975     $ 2,888       5.05 %   $ 688       1.20 % 
  

(a)   Other includes lodging, real estate investment trusts (“ REITs” ), single-family, homebuilders and other real estate. 
  

(b)   Ratios were calculated using end-of-period retained loans of $55.0 billion and $57.2 billion for the periods ended September 30, 2010, and 
December 31, 2009, respectively. 

  

(c)   Net charge-offs are presented for the nine months ended September 30, 2010. 
  

(d)   Prior periods have been reclassed to conform to current presentation. 
  

(e)   Net charge-offs are presented for the twelve months ended December 31, 2009. 

                                                                  
    September 30, 2010 
                                            Assets acquired in     
            Loans           Nonperforming   loan satisfactions     
            Held-for-sale                           Real estate           Nonperforming 
(in millions)   Retained   and fair value   Total   Loans   Derivatives   owned   Other   assets 
  

Investment Bank    $ 51,299     $ 2,252     $ 53,551     $ 2,386     $ 255     $ 148     $ —    $ 2,789   
Commercial Banking      97,738       399       98,137       2,946       —      280       1       3,227   
Treasury & Securities 

Services      26,789       110       26,899       14       —      —      —      14   
Asset Management      41,408       —      41,408       294       —      2       3       299   
Corporate/Private Equity      348       254       602       —      —      —      —      —  
  

Total    $ 217,582     $ 3,015     $ 220,597     $ 5,640 (a)   $ 255 (b)   $ 430     $ 4     $ 6,329   
  

                                                                  
    December 31, 2009 
                                            Assets acquired in     
            Loans           Nonperforming   loan satisfactions     
            Held-for-sale                           Real estate           Nonperforming 
(in millions)   Retained   and fair value   Total   Loans   Derivatives   owned   Other   assets 
  

Investment Bank    $ 45,544     $ 3,567     $ 49,111     $ 3,504     $ 529     $ 203     $ —    $ 4,236   
Commercial Banking      97,108       324       97,432       2,801       —      187       1       2,989   
Treasury & Securities 

Services      18,972       —      18,972       14       —      —      —      14   
Asset Management      37,755       —      37,755       580       —      2       —      582   
Corporate/Private Equity      698       207       905       5       —      —      —      5   
  

Total    $ 200,077     $ 4,098     $ 204,175     $ 6,904 (a)   $ 529 (b)   $ 392     $ 1     $ 7,826   
  

(a)   The Firm held allowance for loan losses of $1.2 billion and $2.0 billion related to nonperforming retained loans resulting in allowance 
coverage ratios of 24% and 31%, at September 30, 2010, and December 31, 2009, respectively. Wholesale nonperforming loans represent 
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2.56% and 3.38% of total wholesale loans at September 30, 2010, and December 31, 2009, respectively. 
  

(b)   Nonperforming derivatives represent less than 1.0% of the total derivative receivables net of cash collateral at both September 30, 2010, 
and December 31, 2009. 
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In the normal course of business, the Firm provides loans to a variety of customers, from large corporate and institutional clients to high-net-
worth individuals.  

Retained wholesale loans were $217.6 billion at September 30, 2010, compared with $200.1 billion at December 31, 2009. The $17.5 billion 
increase was primarily related to the January 1, 2010, adoption of new consolidation guidance related to VIEs. Upon adoption of the new 
guidance, $15.1 billion of wholesale loans associated with Firm-administered multi-seller conduits were added to the Consolidated Balance 
Sheets. Excluding the effect of the adoption of the new consolidation guidance, loans increased by $2.4 billion, due to the impact of the 
$3.5 billion loan portfolio purchased in CB during the quarter. Loans held-for-sale and loans at fair value relate primarily to syndicated loans and 
loans transferred from the retained portfolio. At September 30, 2010, and December 31, 2009, held-for-sale loans and loans carried at fair value 
were $3.0 billion and $4.1 billion, respectively, in aggregate.  

The Firm actively manages wholesale credit exposure through sales of loans and lending-related commitments. During the first nine months of 
2010 the Firm sold $5.9 billion of loans and commitments, recognizing gains of $41 million. In the first nine months of 2009, the Firm sold $1.4 
billion of loans and commitments, recognizing net losses of $29 million. These results include gains or losses on sales of nonperforming loans, if 
any, as discussed below. These activities are not related to the Firm’s securitization activities. For further discussion of securitization activity, 
see Liquidity Risk Management and Note 15 on pages 66-70 and 155-167 respectively, of this Form 10-Q.  

Nonperforming wholesale loans were $5.6 billion at September 30, 2010, a decrease of $1.3 billion from December 31, 2009, primarily 
reflecting repayments and loan sales.  

The following table presents the geographic distribution of wholesale loans and nonperforming loans as of September 30, 2010, and 
December 31, 2009. The geographic distribution of the wholesale portfolio is determined based predominantly on the domicile of the borrower.  

Loans and nonperforming loans, U.S. and Non-U.S.  

The following table presents the change in the nonperforming loan portfolio during the nine months ended September 30, 2010 and 2009.  

Nonperforming loan activity  
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Wholesale   September 30, 2010   December 31, 2009 

          Nonperforming           Nonperforming 
(in millions)   Loans   loans   Loans   loans 
  

U.S.    $ 157,024     $ 4,762     $ 149,085     $ 5,844   
Non-U.S.      63,573       878       55,090       1,060   
  

Ending balance    $ 220,597     $ 5,640     $ 204,175     $ 6,904   
  

                  
    Nine months ended September 30, 
Wholesale     
(in millions)   2010   2009 
  

Beginning balance    $ 6,904     $ 2,382   
Additions      5,494       10,889   

  

Reductions:                  
Paydowns and other      3,294       3,554   
Gross charge-offs      1,459       1,996   
Returned to performing      237       78   
Sales      1,768       3   

  

Total reductions      6,758       5,631   
  

Net additions (reductions)      (1,264 )     5,258   
  

Ending balance    $ 5,640     $ 7,640   
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The following table presents net charge-offs, which are defined as gross charge-offs less recoveries, for the three and nine months ended 
September 30, 2010 and 2009. A nonaccrual loan is charged off to the allowance for loan losses when it is highly certain that a loss has been 
realized; this determination considers many factors, including the prioritization of the Firm’s claim in bankruptcy, expectations of the 
workout/restructuring of the loan and valuation of the borrower’s equity. The amounts in the table below do not include gains from sales of 
nonperforming loans.  

Net charge-offs  

Derivatives  

Derivative contracts  

In the normal course of business, the Firm uses derivative instruments to meet the needs of customers; to generate revenue through trading 
activities; to manage exposure to fluctuations in interest rates, currencies and other markets; and to manage the Firm’s credit exposure. For 
further discussion of these contracts, see Notes 5 and 22 on pages 132-140 and 174-178 of this Form 10-Q, and Notes 5 and 32 on pages 167-175 
and 224-235 of JPMorgan Chase’s 2009 Annual Report.  

The following table summarizes the net derivative receivables MTM for the periods presented.  

The amounts of derivative receivables reported on the Consolidated Balance Sheets were $97.3 billion and $80.2 billion at September 30, 2010, 
and December 31, 2009, respectively. These are the amounts of the MTM or fair value of the derivative contracts after giving effect to legally 
enforceable master netting agreements, cash collateral held by the Firm and CVA. These amounts reported on the Consolidated Balance Sheets 
represent the cost to the Firm to replace the contracts at current market rates should the counterparty default. The increase in derivative 
receivables reflected continued declining interest rates, weakening of the U.S. dollar and the influence of rising base and precious metal prices 
on commodity valuations affecting interest rate, commodity and foreign exchange rate derivative contracts. However, in management’s view, the 
appropriate measure of current credit risk should also reflect additional liquid securities and other cash held as collateral by the Firm of 
$20.8 billion and $15.5 billion at September 30, 2010, and December 31, 2009, respectively, resulting in total exposure, net of all collateral, of 
$76.5 billion and $64.7 billion, respectively.  

The Firm also holds additional collateral delivered by clients at the initiation of transactions, as well as collateral related to contracts that have a 
non-daily call frequency and collateral that the Firm has agreed to return but has not yet settled as of the reporting date. Though this collateral 
does not reduce the balances noted in the table above, it is available as security against potential exposure that could arise should the MTM of 
the client’s derivative transactions move in the Firm’s favor. As of September 30, 2010, and December 31, 2009, the Firm held $19.7 billion and 
$16.9 billion, respectively, of this additional collateral. The derivative receivables MTM, net of all collateral, also does not include other credit 
enhancements in the form of letters of credit. The following table summarizes the ratings profile of the Firm’s derivative receivables MTM, net 
of all collateral, for the dates indicated.  
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    Three months ended September 30,   Nine months ended September 30, 
Wholesale     
(in millions, except ratios)   2010   2009   2010   2009 
  

Loans — reported                                  
Average loans retained    $ 213,979     $ 217,952     $ 211,540     $ 228,506   
Net charge-offs      266       1,058       1,456       1,928   
Average annual net charge-off rate      0.49 %     1.93 %     0.92 %     1.13 % 

  

                  
    Derivative receivables MTM 
Derivative receivables marked to market   
(in millions)   September 30, 2010   December 31, 2009 
  

Interest rate (a)    $ 47,278     $ 33,733   
Credit derivatives (a)      8,622       11,859   
Foreign exchange      24,963       21,984   
Equity      5,289       6,635   
Commodity      11,141       5,999   
  

Total, net of cash collateral      97,293       80,210   
Liquid securities and other cash collateral held against derivative receivables      (20,780 )     (15,519 ) 
  

Total, net of all collateral    $ 76,513     $ 64,691   
  

(a)   In the first quarter of 2010, cash collateral netting reporting was enhanced. Prior periods have been revised to conform to the current 
presentation. The effect resulted in an increase to interest rate derivative receivables, and a corresponding decrease to credit derivative 
receivables, of $7.0 billion as of December 31, 2009. 
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Ratings profile of derivative receivables MTM  

The Firm actively pursues the use of collateral agreements to mitigate counterparty credit risk in derivatives. The percentage of the Firm’s 
derivatives transactions subject to collateral agreements - excluding foreign exchange spot trades, which are not typically covered by collateral 
agreements due to their short maturity - was 88% as of September 30, 2010, down from 89% at December 31, 2009. The Firm posted 
$84.5 billion and $56.7 billion of collateral at September 30, 2010, and December 31, 2009, respectively.  

Certain derivative and collateral agreements include provisions that require the counterparty and/or the Firm, upon specified downgrades in the 
respective credit ratings of their legal entities, to post collateral for the benefit of the other party. At September 30, 2010, the impact of single-
notch and six-notch ratings downgrade to JPMorgan Chase & Co. and its subsidiaries, primarily JPMorgan Chase Bank, N.A., would have 
required $1.9 billion and $5.0 billion, respectively, of additional collateral to be posted by the Firm. Certain derivative contracts also provide for 
termination of the contract, generally upon a downgrade to a specified rating of either the Firm or the counterparty, at the then-existing fair value 
of the derivative contracts.  

Credit derivatives  

For a more detailed discussion of credit derivatives, including types of derivatives, see Note 5, Credit derivatives, on pages 132-140 of this Form 
10-Q, and Credit derivatives on pages 103-104 and Note 5, Credit derivatives, on pages 173-175 of JPMorgan Chase’s 2009 Annual Report. The 
following table presents the Firm’s notional amounts of credit derivatives protection purchased and sold as of September 30, 2010, and 
December 31, 2009.  

Credit derivative positions  

Dealer/client  

For a further discussion of the dealer/client business related to credit protection, see Dealer/client business on page 104 of JPMorgan Chase’s 
2009 Annual Report. At September 30, 2010, the total notional amount of protection purchased and sold in the dealer/client business decreased 
by $417 billion from year-end 2009, primarily as a result of continuing industry efforts to reduce offsetting trade activity.  

Credit portfolio activities  
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    September 30, 2010   December 31, 2009 
Rating equivalent   Exposure net of   % of exposure   Exposure net of   % of exposure 
(in millions, except ratios)   all collateral   net of all collateral   all collateral   net of all collateral 
  

AAA/Aaa to AA-/Aa3    $ 32,955       43 %   $ 25,530       40 % 
A+/A1 to A-/A3      16,267       21       12,432       19   
BBB+/Baa1 to BBB-/Baa3      9,222       12       9,343       14   
BB+/Ba1 to B-/B3      14,820       20       14,571       23   
CCC+/Caa1 and below      3,249       4       2,815       4   
  

Total    $ 76,513       100 %   $ 64,691       100 % 
  

                                          
    Notional amount     
    Dealer/client   Credit portfolio     
    Protection   Protection   Protection   Protection     
(in billions)   purchased (a)   sold   purchased (a)(b)   sold   Total 
  

September 30, 2010    $ 2,781     $ 2,746     $ 35     $ —    $ 5,562   
December 31, 2009      2,997       2,947       49       1       5,994   
  

(a)   Included $2,738 billion and $2,987 billion at September 30, 2010, and December 31, 2009, respectively, of notional exposure where the 
Firm had protection sold with identical underlying reference instruments. 

  

(b)   Included $8.5 billion and $19.7 billion at September 30, 2010, and December 31, 2009, respectively, that represented the notional amount 
for structured portfolio protection; the Firm retains the first risk of loss on this portfolio. 

                  
Use of single-name and portfolio credit derivatives   Notional amount of protection purchased and sold 
(in millions)   September 30, 2010   December 31, 2009 
  

Credit derivatives used to manage:                  
Loans and lending-related commitments    $ 16,369     $ 36,873   
Derivative receivables      18,753       11,958   
  

Total protection purchased (a)      35,122       48,831   
Less: Total protection sold      498       455   
  

Credit derivatives hedges notional    $ 34,624     $ 48,376   
  

(a)   Included $8.5 billion and $19.7 billion at September 30, 2010, and December 31, 2009, respectively, that represented the notional amount 
for structured portfolio protection; the Firm retains the first risk of loss on this portfolio. 
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The credit derivatives used by JPMorgan Chase for credit portfolio management activities do not qualify for hedge accounting under U.S. 
GAAP; these derivatives are reported at fair value, with gains and losses recognized in principal transactions revenue. In contrast, the loans and 
lending-related commitments being risk-managed are accounted for on an accrual basis. This asymmetry in accounting treatment, between loans 
and lending-related commitments and the credit derivatives used in credit portfolio management activities, causes earnings volatility that is not 
representative, in the Firm’s view, of the true changes in value of the Firm’s overall credit exposure. The MTM value related to the Firm’s credit 
derivatives used for managing credit exposure, as well as the MTM value related to the CVA (which reflects the credit quality of derivatives 
counterparty exposure), are included in the gains and losses realized on credit derivatives disclosed in the table below. These results can vary 
from period to period due to market conditions that affect specific positions in the portfolio. For a discussion of CVA related to derivative 
contracts, see Derivative receivables MTM on pages 102—103 of JPMorgan Chase’s 2009 Annual Report.  

Lending-related commitments  

JPMorgan Chase uses lending-related financial instruments, such as commitments and guarantees, to meet the financing needs of its customers. 
The contractual amount of these financial instruments represents the maximum possible credit risk should the counterparties draw down on these 
commitments or the Firm fulfills its obligation under these guarantees and the counterparties subsequently fail to perform according to the terms 
of these contracts.  

Wholesale lending-related commitments were $338.6 billion at September 30, 2010, compared with $347.2 billion at December 31, 2009. The 
decrease reflected the January 1, 2010, adoption of new consolidation guidance related to VIEs. Upon adoption of the new consolidation 
guidance, $24.2 billion of lending-related commitments between the Firm and its administered multi-seller conduits were eliminated in 
consolidation. This decrease in lending-related commitments was partially offset by the addition of $6.5 billion of unfunded commitments 
between the consolidated multi-seller conduits and their clients. Excluding the effect of the new consolidation guidance, lending-related 
commitments would have increased by $9.2 billion.  

In the Firm’s view, the total contractual amount of these wholesale lending-related commitments is not representative of the Firm’s actual credit 
risk exposure or funding requirements. In determining the amount of credit risk exposure the Firm has to wholesale lending-related 
commitments, which is used as the basis for allocating credit risk capital to these commitments, the Firm has established a “loan-equivalent” 
amount for each commitment; this amount represents the portion of the unused commitment or other contingent exposure that is expected, based 
on average portfolio historical experience, to become drawn upon in an event of a default by an obligor. The loan-equivalent amounts of the 
Firm’s lending-related commitments were $186.7 billion and $179.8 billion as of September 30, 2010, and December 31, 2009, respectively.  

Country Exposure  

The Firm’s wholesale portfolio includes country risk exposures to both developed and emerging markets. The Firm seeks to diversify its country 
exposures, including its credit-related lending, trading and investment activities, whether cross-border or locally funded.  

Country exposure under the Firm’s internal risk management approach is reported based on the country where the assets of the obligor, 
counterparty or guarantor are located. Exposure amounts, including resale agreements, are adjusted for collateral and for credit enhancements 
(e.g., guarantees and letters of credit) provided by third parties; outstandings supported by a guarantor located outside the country or backed by 
collateral held outside the country are assigned to the country of the enhancement provider. In addition, the effect of credit derivative hedges and 
other short credit or equity trading positions are reflected. Total exposure measures include activity with both government and private-sector 
entities in a country.  

The Firm also reports country exposure for regulatory purposes following FFIEC guidelines, which are different from the Firm’s internal risk 
management approach for measuring country exposure. For additional information on the FFIEC exposures, see Cross-border outstandings on 
page 264 of JPMorgan Chase’s 2009 Annual Report.  
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    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Hedges of lending-related commitments (a)    $ (130 )   $ (886 )   $ (190 )   $ (2,950 ) 
CVA and hedges of CVA (a)      (259 )     687       (549 )     2,006   
  

Net gains/(losses)    $ (389 )   $ (199 )   $ (739 )   $ (944 ) 
  

(a)   These hedges do not qualify for hedge accounting under U.S. GAAP. 

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 97 of 254



Table of Contents  

Several European countries, including Greece, Portugal, Spain, Italy and Ireland, have been subject to credit deterioration due to weaknesses in 
their economic and fiscal situations. The Firm is closely monitoring its exposures to these five countries. Aggregate net exposure to these five 
countries as measured under the Firm’s internal approach was less than $20.0 billion at September 30, 2010, with no country representing a 
significant majority of the exposure. Sovereign exposure in all five countries represented less than half the aggregate net exposure. The Firm 
currently believes its exposure to these five countries is modest relative to the Firm’s overall risk exposures and is manageable given the size and 
types of exposures to each of the countries and the diversification of the aggregate exposure. The Firm continues to conduct business and support 
client activity in these countries and, therefore, the Firm’s aggregate net exposures may vary over time.  

As part of its ongoing country risk management process, the Firm monitors exposure to emerging market countries, and utilizes country stress 
tests to measure and manage the risk of extreme loss associated with a sovereign crisis. There is no common definition of emerging markets, but 
the Firm generally includes in its definition those countries whose sovereign debt ratings are equivalent to “A+” or lower. The table below 
presents the Firm’s exposure to its top ten emerging markets countries based on its internal measurement approach. The selection of countries is 
based solely on the Firm’s largest total exposures by country and does not represent its view of any actual or potentially adverse credit 
conditions.  

Top 10 emerging markets country exposure  
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At September 30, 2010   Cross-border           Total 
(in billions)   Lending (a)   Trading (b)   Other (c)   Total   Local (d)   exposure 
  

South Korea    $ 3.1     $ 1.6     $ 1.4     $ 6.1     $ 3.2     $ 9.3   
India      2.7       3.2       1.4       7.3       1.6       8.9   
Brazil      2.7       (1.0 )     1.1       2.8       3.0       5.8   
China      3.0       1.4       0.8       5.2       0.5       5.7   
Hong Kong      2.3       1.2       1.2       4.7       —      4.7   
Mexico      2.7       1.5       0.4       4.6       —      4.6   
Taiwan      0.2       0.7       0.4       1.3       2.0       3.3   
Malaysia      0.3       1.9       0.3       2.5       0.5       3.0   
Chile      1.0       1.2       0.4       2.6       —      2.6   
Russia      1.8       0.3       0.3       2.4       0.1       2.5   
  

                                                  
At December 31, 2009   Cross-border           Total 
(in billions)   Lending (a)   Trading (b)   Other (c)   Total   Local (d)   exposure 
  

South Korea    $ 2.7     $ 1.7     $ 1.3     $ 5.7     $ 3.3     $ 9.0   
India      1.5       2.7       1.1       5.3       0.3       5.6   
Brazil      1.8       (0.5 )     1.0       2.3       2.2       4.5   
China      1.8       0.4       0.8       3.0       —      3.0   
Taiwan      0.1       0.8       0.3       1.2       1.8       3.0   
Hong Kong      1.1       0.2       1.3       2.6       —      2.6   
Mexico      1.2       0.8       0.4       2.4       —      2.4   
Chile      0.8       0.6       0.5       1.9       —      1.9   
Malaysia      0.1       1.3       0.3       1.7       0.2       1.9   
South Africa      0.4       0.8       0.5       1.7       —      1.7   
  

(a)   Lending includes loans and accrued interest receivable, interest-bearing deposits with banks, acceptances, other monetary assets, issued 
letters of credit net of participations, and undrawn commitments to extend credit. 

  

(b)   Trading includes: (1) issuer exposure on cross-border debt and equity instruments, held both in trading and investment accounts and 
adjusted for the impact of issuer hedges, including credit derivatives; and (2) counterparty exposure on derivative and foreign exchange 
contracts, as well as security financing trades (resale agreements and securities borrowed). 

  

(c)   Other represents mainly local exposure funded cross-border, including capital investments in local entities. 
  

(d)   Local exposure is defined as exposure to a country denominated in local currency and booked locally. Any exposure not meeting these 
criteria is defined as cross-border exposure. 
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CONSUMER CREDIT PORTFOLIO  

JPMorgan Chase’s consumer portfolio consists primarily of residential mortgages, home equity loans, credit cards, auto loans, student loans and 
business banking loans. Included within the portfolio are home equity loans and lines of credit secured by junior liens, and mortgage loans with 
interest-only payment options to predominantly prime borrowers, as well as certain payment-option loans acquired from Washington Mutual that 
may result in negative amortization. The Firm’s primary focus is on serving the prime consumer credit market. The Firm has never originated 
option ARMs.  

A substantial portion of the consumer loans acquired in the Washington Mutual transaction were identified as purchased credit-impaired based 
on an analysis of high-risk characteristics, including product type, LTV ratios, FICO scores and delinquency status. These PCI loans are 
accounted for on a pool basis, and the pools are considered to be performing. At the time of the acquisition, these loans were recorded at fair 
value, including an estimate of losses that were expected to be incurred over the estimated remaining lives of the loan pools. Therefore, no 
allowance for loan losses was recorded for these loans as of the transaction date. As part of its ongoing assessment of these loans, management 
evaluates whether higher expected future credit losses for certain pools of the PCI portfolio would result in a decrease in expected future 
principal cash flows for these pools. No allowance was added in the second and third quarters of 2010. The total allowance for loan losses on the 
PCI portfolio added since the beginning of the third quarter of 2009 is $2.8 billion.  

The credit performance of the consumer portfolio across the entire product spectrum appears to have stabilized but remains under stress, as high 
unemployment and weak overall economic conditions continue to put pressure on the number of loans charged off, and weak housing prices 
continue to negatively affect the severity of loss recognized on real estate loans that default. Delinquencies and nonperforming loans remain 
elevated. The delinquency trend exhibited improvement in the first half of 2010, but early-stage delinquencies (30–89 days delinquent) flattened 
across most RFS products in the third quarter. Late-stage real estate delinquencies (150+ days delinquent) remain elevated. The elevated level of 
these credit quality metrics is due, in part, to loss-mitigation activities currently being undertaken and elongated foreclosure processing timelines. 
Losses related to these loans continued to be recognized in accordance with the Firm’s standard charge-off practices, but some delinquent loans 
that would have otherwise been foreclosed upon remain in the mortgage and home equity loan portfolios.  

Since mid-2007, the Firm has taken actions to reduce risk exposure to consumer loans by tightening both underwriting and loan qualification 
standards, as well as eliminating certain products and channels for residential real estate lending. The tightening of underwriting criteria for auto 
loans has resulted in the reduction of both extended-term and high LTV financing. In addition, new originations of private student loans are 
limited to school-certified loans, the majority of which include a qualified co-borrower.  

As a further action to reduce risk associated with lending-related commitments, the Firm has reduced or canceled certain lines of credit as 
permitted by law. For example, the Firm may reduce or close home equity lines of credit when there are significant decreases in the value of the 
underlying property or when there has been a demonstrable decline in the creditworthiness of the borrower. Also, the Firm typically closes credit 
card lines when the borrower is 60 days or more past due. Finally, certain inactive credit card lines have been closed, and a number of active 
credit card lines have been reduced for risk management purposes.  

The following tables present managed consumer credit–related information (including RFS, CS and residential real estate loans reported in the 
Corporate/Private Equity segment) for the dates indicated. For further information about the Firm’s nonaccrual and charge-off accounting 
policies, see Note 13 on pages 149–154 of this Form 10-Q.  
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Consumer credit-related information  

83  

                                                  
                                    90 days or more past due and 
    Credit exposure   Nonperforming loans (j)(k)   still accruing (k) 

    Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31, 
(in millions, except ratios)   2010   2009   2010   2009   2010   2009 
  

Consumer loans — excluding 
purchased credit-impaired loans 
and loans held-for-sale                                                  
Home equity — senior lien (a)    $ 25,167     $ 27,376     $ 466     $ 477     $ —    $ —  
Home equity — junior lien (b)      66,561       74,049       785       1,188       —      —  
Prime mortgage (c)      65,790       66,892       4,420       4,355       —      —  
Subprime mortgage (c)      12,009       12,526       2,649       3,248       —      —  
Option ARMs (c)      8,415       8,536       437       312       —      —  
Auto loans (c)(d)      48,186       46,031       145       177       —      —  
Credit card — reported (c)(e)(f)      136,436       78,786       2       3       3,288       3,481   
Other (c)      32,151       31,700       959       900       572       542   

  

Total consumer loans      394,715       345,896       9,863       10,660       3,860       4,023   
  

Consumer loans — purchased 
credit-impaired                                                  
Home equity      24,982       26,520     NA   NA   NA   NA 
Prime mortgage      17,904       19,693     NA   NA   NA   NA 
Subprime mortgage      5,496       5,993     NA   NA   NA   NA 
Option ARMs      26,370       29,039     NA   NA   NA   NA 

  

Total consumer loans — purchased 
credit-impaired      74,752       81,245     NA   NA   NA   NA 

  

Total consumer loans — retained      469,467       427,141       9,863       10,660       3,860       4,023   
  

Loans held-for-sale      467       2,142       —      —      —      —  
  

Total consumer loans — reported      469,934       429,283       9,863       10,660       3,860       4,023   
  

Credit card — securitized (c)(g)    NA     84,626     NA     —    NA     2,385   
  

Total consumer loans — 
managed (c)      469,934       513,909       9,863       10,660       3,860       6,408   

  

Total consumer loans — 
managed – excluding 
purchased credit-impaired 
loans (c)      395,182       432,664       9,863       10,660       3,860       6,408   

  

Consumer lending-related 
commitments:                                                  

Home equity — senior lien (a)(h)      17,956       19,246                                   
Home equity — junior lien (b)(h)      32,457       37,231                                   
Prime mortgage      1,487       1,654                                   
Subprime mortgage      —      —                                  
Option ARMs      —      —                                  
Auto loans      5,892       5,467                                   
Credit card (h)      547,195       569,113                                   
Other      10,483       11,229                                   

  
                                

Total lending-related 
commitments      615,470       643,940                                   

  
                                

Total consumer credit portfolio    $ 1,085,404     $ 1,157,849                                   
  

                                

Memo: Credit card — managed (c)    $ 136,436     $ 163,412     $ 2     $ 3     $ 3,288     $ 5,866   
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    Three months ended September 30,   Nine months ended September 30, 
                    Average annual                   Average annual 
    Net charge-offs   net charge-off rate (l)   Net charge-offs   net charge-off rate (l) 

(in millions, except ratios)   2010   2009   2010   2009   2010   2009   2010   2009 
  

Consumer loans — 
excluding purchased 
credit-impaired loans                                                                  
Home equity — senior 

lien (a)    $ 58     $ 65       0.90 %     0.93 %   $ 197     $ 164       0.99 %     0.77 % 
Home equity — junior 

lien (b)      672       1,077       3.94       5.41       2,455       3,341       4.70       5.49   
Prime mortgage (c)      265       528       1.58       3.09       995       1,323       1.97       2.53   
Subprime mortgage (c)      206       422       6.64       12.31       945       1,196       9.72       11.18   
Option ARMs (c)      11       15       0.52       0.67       56       34       0.88       0.51   
Auto loans (c)      67       159       0.56       1.46       227       479       0.64       1.49   
Credit card — reported 

(c)      3,133       2,694       8.87       12.85       11,366       7,412       10.31       10.99   
Other (c)      267       355       3.28       4.31       872       911       3.55       3.65   

  

Total consumer loans — 
excluding purchased 
credit-impaired loans 
(i)      4,679       5,315       4.64       5.92       17,113       14,860       5.54       5.37   

  

Total consumer loans — 
reported      4,679       5,315       3.90       4.79       17,113       14,860       4.66       4.36   

  

Credit card — securitized 
(c)(g)    NA     1,698     NA     7.83     NA     4,826     NA     7.56   

  

Total consumer loans – 
managed (c)      4,679       7,013       3.90       5.29       17,113       19,686       4.66       4.86   

  

Total consumer loans 
— managed — 
excluding purchased 
credit- impaired 
loans (c)(i)      4,679       7,013       4.64       6.29       17,113       19,686       5.54       5.78   

  

Memo: Credit card — 
managed (c)    $ 3,133     $ 4,392       8.87 %     10.30 %   $ 11,366     $ 12,238       10.31 %     9.32 % 

  

(a)   Represents loans where JPMorgan Chase holds the first security interest on the property. 
  

(b)   Represents loans where JPMorgan Chase holds a security interest that is subordinate in rank to other liens. 
  

(c)   Effective January 1, 2010, the Firm adopted new consolidation guidance related to VIEs. Upon the adoption of the new guidance, the Firm 
consolidated its Firm-sponsored credit card securitization trusts and certain other consumer loan securitization entities, primarily 
mortgage-related. As a result, related receivables are now recorded as loans on the Consolidated Balance Sheet. As a result of the 
consolidation of the securitization trusts, reported and managed basis are equivalent for periods beginning after January 1, 2010. For 
further discussion, see Explanation and Reconciliation of the Firm’s Use of Non-GAAP Financial Measures on pages 15–19 of this Form 
10-Q. 

  

(d)   Excluded operating lease–related assets of $3.5 billion and $2.9 billion at September 30, 2010, and December 31, 2009, respectively. 
  

(e)   Includes $1.0 billion of loans at December 31, 2009, held by the WMMT, which were consolidated onto the Firm’s Consolidated Balance 
Sheets at fair value during the second quarter of 2009. Such loans had been fully repaid or charged off as of September 30, 2010. See Note 
15 on pages 198–205 of JPMorgan Chase’s 2009 Annual Report. 

  

(f)   Includes billed finance charges and fees net of an allowance for uncollectible amounts. 
  

(g)   Loans securitized are defined as loans that were sold to nonconsolidated securitization trusts and were not included in reported loans. For 
a further discussion of credit card securitizations, see CS on pages 36–40 of this Form 10-Q. 

  

(h)   The credit card and home equity lending-related commitments represent the total available lines of credit for these products. The Firm has 
not experienced, and does not anticipate, that all available lines of credit would be used at the same time. For credit card commitments 
and home equity commitments (if certain conditions are met), the Firm can reduce or cancel these lines of credit by providing the 
borrower prior notice or, in some cases, without notice as permitted by law. 

  

(i)   Charge-offs are not recorded on PCI loans until actual losses exceed estimated losses that were recorded as purchase accounting 
adjustments at the time of acquisition. To date, no charge-offs have been recorded for these loans. 

  

(j)   At September 30, 2010, and December 31, 2009, nonperforming loans exclude: (1) mortgage loans insured by U.S. government agencies of 
$10.2 billion and $9.0 billion, respectively, that are 90 days past due and accruing at the guaranteed reimbursement rate; and (2) student 
loans that are 90 days past due and still accruing, which are insured by U.S. government agencies under the FFELP, of $572 million and 
$542 million, respectively. These amounts are excluded as reimbursement of insured amounts is proceeding normally. In addition, the 
Firm’s policy is generally to exempt credit card loans from being placed on nonaccrual status as permitted by regulatory guidance. Under 
guidance issued by the FFIEC, credit card loans are charged off by the end of the month in which the account becomes 180 days past due 
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or within 60 days from receiving notification about a specified event (e.g., bankruptcy of the borrower), whichever is earlier. 
  

(k)   Excludes PCI loans that were acquired as part of the Washington Mutual transaction, which are accounted for on a pool basis. Since each 
pool is accounted for as a single asset with a single composite interest rate and an aggregate expectation of cash flows, the past due status 
of the pools, or that of individual loans within the pools, is not meaningful. Because the Firm is recognizing interest income on each pool 
of loans, they are all considered to be performing. 

  

(l)   Average consumer loans held-for-sale and loans at fair value were $338 million and $1.3 billion for the quarters ended September 30, 
2010 and 2009, respectively, and $1.7 billion and $2.4 billion for year-to-date 2010 and 2009, respectively. These amounts were excluded 
when calculating the net charge-off rates. 
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The following table presents consumer nonperforming assets by business segment as of September 30, 2010, and December 31, 2009.  

Consumer nonperforming assets  

Effective January 1, 2010, the Firm adopted new guidance that amended the accounting for consolidation of VIEs. Upon adoption of the new 
guidance, the Firm consolidated its Firm-sponsored credit card securitization trusts and certain other consumer loan securitization entities. The 
following table summarizes the impact on consumer loans at adoption.  

Reported loans  

Portfolio analysis  

The following discussion relates to the specific loan and lending-related categories within the consumer portfolio. PCI loans are excluded from 
individual loan product discussions and are addressed separately below.  

Home equity: Home equity loans at September 30, 2010, were $91.7 billion, compared with $101.4 billion at December 31, 2009. The decrease 
in this portfolio primarily reflected loan paydowns and charge-offs. Junior lien net charge-offs have declined from the prior year, but remain 
high. Both senior lien and junior lien nonperforming loans decreased from year-end as a result of improvement in early-stage delinquencies. 
Improvements in delinquencies slowed during the second quarter and have stabilized at these elevated levels during the third quarter. In addition 
to delinquent accounts, the Firm monitors current junior lien loans where the borrower has a first mortgage loan which is either delinquent or has 
been modified. The portfolio contained an estimated $4.1 billion of such junior lien loans which are considered to be at higher risk for 
delinquency and this risk has been considered in establishing the allowance for loan losses at September 30, 2010.  

Mortgage: Mortgage loans at September 30, 2010, which include prime mortgages, subprime mortgages, option ARMs acquired in the 
Washington Mutual transaction and mortgage loans held-for-sale, were $86.6 billion, compared with $88.3 billion at December 31, 2009. The 
decrease in loans is due to portfolio runoff, partially offset by the addition of loans to the balance sheet as a result of the adoption of the new 
consolidation guidance related to VIEs. Net charge-offs have decreased from the prior year and prior quarter; however, losses continue to remain 
elevated.  

                                                                  
    September 30, 2010   December 31, 2009 
            Assets acquired in                   Assets acquired in     
            loan satisfactions                   loan satisfactions     
    Nonperforming   Real estate           Nonperforming   Nonperforming   Real estate           Nonperforming 
(in millions)   loans   owned   Other   assets   loans   owned   Other   assets 
  

Retail Financial Services 
(a)(b)    $ 9,801     $ 1,390     $ 64     $ 11,255     $ 10,611     $ 1,154     $ 99     $ 11,864   

Card Services (a)      2       —      —      2       3       —      —      3   
Corporate/Private Equity      60       10       —      70       46       2       —      48   
  

Total    $ 9,863     $ 1,400     $ 64     $ 11,327     $ 10,660     $ 1,156     $ 99     $ 11,915   
  

(a)   At September 30, 2010, and December 31, 2009, nonperforming loans and assets excluded: (1) mortgage loans insured by U.S. 
government agencies of $10.2 billion and $9.0 billion, respectively, that are 90 days past due and accruing at the guaranteed 
reimbursement rate; (2) real estate owned insured by U.S. government agencies of $1.7 billion and $579 million, respectively; and 
(3) student loans that are 90 days past due and still accruing, which are insured by U.S. government agencies under the FFELP, of 
$572 million and $542 million, respectively. These amounts are excluded as reimbursement of insured amounts is proceeding normally. In 
addition, the Firm’s policy is generally to exempt credit card loans from being placed on nonaccrual status as permitted by regulatory 
guidance. Under guidance issued by the FFIEC, credit card loans are charged off by the end of the month in which the account becomes 
180 days past due or within 60 days from receiving notification about a specified event (e.g., bankruptcy of the borrower), whichever is 
earlier. 

  

(b)   Excludes PCI loans that were acquired as part of the Washington Mutual transaction, which are accounted for on a pool basis. Since each 
pool is accounted for as a single asset with a single composite interest rate and an aggregate expectation of cash flows, the past-due status 
of the pools, or that of individual loans within the pools, is not meaningful. Because the Firm is recognizing interest income on each pool 
of loans, they are all considered to be performing. 

          
(in millions)   January 1, 2010 
  

Prime mortgage    $ 1,477   
Subprime mortgage      1,758   
Option ARMs      381   
Auto loans      218   
Student loans      1,008   
Credit card (a)      84,663   
  

Total increase in consumer loans    $ 89,505   
  

(a)   Represents the impact of adoption of the new consolidation standard related to VIEs on reported loans for Firm-sponsored credit card 
securitization trusts. As a result of the consolidation of the securitization trusts, reported and managed basis are equivalent for periods 
beginning after January 1, 2010. For further discussion, see Explanation and Reconciliation of the Firm’s Use of Non-GAAP Financial 
Measures on pages 15–19 of this Form 10-Q. 
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Prime mortgages were $66.2 billion, compared with $67.3 billion at December 31, 2009. The decrease in loans was due to paydowns and charge-
offs on delinquent loans, partially offset by the addition of loans as a result of the adoption of the new consolidation guidance related to VIEs. 
Late-stage delinquencies showed improvement during the quarter, while early-stage delinquencies stabilized. Both early-stage and late-stage 
delinquencies remain at an elevated level. Nonperforming assets also remain high as a result of ongoing modification activity and foreclosure 
processing delays.  

Subprime mortgages were $12.0 billion, compared with $12.5 billion at December 31, 2009. The decrease is due to paydowns and charge-offs 
on delinquent loans, partially offset by the addition of loans as a result of the adoption of the new consolidation guidance related to VIEs. Late-
stage delinquencies, while remaining elevated, continued to improve during the third quarter, albeit at a slower rate. Early-stage delinquencies 
stabilized at an elevated level.  

Option ARMs were $8.4 billion, relatively flat compared with December 31, 2009, due to the addition of loans as a result of the adoption of the 
new consolidation guidance related to VIEs, offset by paydowns in the portfolio. The option ARM portfolio represents less than 5% of the 
residential real estate portfolio, excluding PCI loans, and is primarily comprised of loans with low LTV ratios and high borrower FICOs. 
Accordingly, the Firm currently expects substantially lower losses on this portfolio when compared with the PCI option ARM pool. As of 
September 30, 2010, approximately 96% of option ARM borrowers were fully amortizing as a result of loan modification or payment recast, and 
2% elected to make an interest-only or minimum payment. The cumulative amount of unpaid interest added to the unpaid principal balance due 
to negative amortization of option ARMs was $58 million and $78 million at September 30, 2010, and December 31, 2009, respectively. 
Assuming current market interest rates, the Firm would expect the following balance of current loans to experience a payment recast: 
$245 million in 2010, $368 million in 2011 and $599 million in 2012. New originations of option ARMs were discontinued by Washington 
Mutual prior to the date of JPMorgan Chase’s acquisition of the banking operations of Washington Mutual.  

Auto loans: As of September 30, 2010, auto loans were $48.2 billion, compared with $46.0 billion at December 31, 2009. Delinquent loans were 
lower than in the prior year, while provision expense decreased due to favorable loss severities as a result of higher used-car prices nationwide. 
The auto loan portfolio reflects a high concentration of prime quality credits.  

Credit card: Credit card receivables (which include receivables in its Firm-sponsored credit card securitization trusts that were not reported on 
the Consolidated Balance Sheets prior to January 1, 2010) were $136.4 billion at September 30, 2010, a decrease of $27.0 billion from year-end 
2009, due to the decline in lower-yielding promotional balances and the Washington Mutual portfolio runoff.  

The 30-day delinquency rate decreased to 4.57% at September 30, 2010, from 6.28% at December 31, 2009, while the net charge-off rate 
decreased to 8.87% for the third quarter of 2010, from 10.30% for the third quarter of 2009. The delinquency trend is showing improvement, 
especially within early stage delinquencies. Charge-offs remain elevated, but decreased from the prior-year quarter as a result of lower 
delinquent loans and higher repayment rates. Provision expense reflected a $1.5 billion decrease in the allowance for loan losses in the third 
quarter of 2010, reflecting lower estimated losses, primarily related to the improvement in the delinquent loan trend and lower levels of 
outstandings. The credit card portfolio continues to reflect a well-seasoned, largely rewards-based portfolio that has good U.S. geographic 
diversification.  

Credit card receivables, excluding the Washington Mutual portfolio, were $121.9 billion at September 30, 2010, compared with $143.8 billion at 
December 31, 2009. The 30-day delinquency rate was 4.13% at September 30, 2010, down from 5.52% at December 31, 2009; the net charge-off 
rate, excluding the Washington Mutual portfolio, decreased to 8.06% for the third quarter of 2010 from 9.41% in the third quarter of 2009.  

Credit card receivables in the Washington Mutual portfolio were $14.5 billion at September 30, 2010, compared with $19.7 billion at 
December 31, 2009. The Washington Mutual portfolio’s 30-day delinquency rate was 8.29% at September 30, 2010, compared with 12.72% at 
December 31, 2009; the year-end delinquency rate excludes the impact of the consolidation of the WMMT in the second quarter of 2009 as a 
result of certain actions taken at that time. The net charge-off rate in the third quarter of 2010 was 15.58%, compared with 21.94% in the third 
quarter of 2009, excluding the impact of the purchase accounting adjustments related to the consolidation of the WMMT in the second quarter of 
2009.  

Other: Other loans primarily include business banking loans (which are highly collateralized loans, often with personal loan guarantees), student 
loans, and other secured and unsecured consumer loans. As of September 30, 2010, other loans, including loans held-for-sale, were $32.2 billion, 
compared with $33.6 billion at December 31, 2009.  

Purchased credit-impaired: PCI loans were $74.8 billion at September 30, 2010, compared with $81.2 billion at December 31, 2009. This 
portfolio represents loans acquired in the Washington Mutual transaction that were recorded at fair value at the time of acquisition. The fair 
value of these loans included an estimate of credit losses expected to be realized over the remaining lives of the loans, and therefore no 
allowance for loan losses was recorded for these loans as of the acquisition date.  

86  

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 105 of 254



Table of Contents  

The Firm regularly updates the amount of expected principal and interest cash flows to be collected for these loans. Probable decreases in 
expected loan principal cash flows would trigger the recognition of impairment through the provision for loan losses. Probable and significant 
increases in expected cash flows (e.g., decreased principal credit losses, the net benefit of modifications) would first reverse any previously 
recorded allowance for loan losses with any remaining increase in the expected cash flows recognized prospectively in interest income over the 
remaining estimated lives of the underlying loans.  

During the second and third quarters of 2010, the Firm did not recognize any impairment as a result of updating its assessment of expected cash 
flows for these PCI pools. As a result of impairment recognized in the first quarter of 2010, the Firm’s allowance for loan losses for the prime 
mortgage and option ARM PCI pools was $1.8 billion and $1.0 billion, respectively, at September 30, 2010, compared with $1.1 billion and 
$491 million, respectively, at December 31, 2009. The credit performance of the other pools has generally been consistent with the estimate of 
losses at the acquisition date. Accordingly, no impairment for these other pools has been recognized.  

Concentrations of credit risk — consumer loans other than purchased credit-impaired loans  

Following is tabular information and, where appropriate, supplemental discussions about certain concentrations of credit risk for the Firm’s 
consumer loans, other than PCI loans, including:  

Consumer loans by geographic region  

•   Geographic distribution of loans, including certain residential real estate loans with high LTV ratios; and 
  

•   Loans that are 30+ days past due. 

                                                                                                  
                                                                            Total           Total 
    Home   Home                           Total                           consumer           consumer 
September 30, 2010   equity-   equity-   Prime   Subprime   Option   home loan           Card-   All other   loans-   Card loans-   loans- 
(in billions)   senior lien   junior lien   mortgage   mortgage   ARMs   portfolio   Auto   reported   loans   reported   securitized (b)   managed 
  

California    $ 3.4     $ 15.1     $ 16.3     $ 1.8     $ 3.7     $ 40.3     $ 4.4     $ 18.3     $ 2.0     $ 65.0     NA   $ 65.0   
New York      3.2       11.6       8.3       1.5       0.9       25.5       3.8       10.6       4.2       44.1     NA     44.1   
Texas      3.8       2.3       2.2       0.3       0.2       8.8       4.6       10.2       3.7       27.3     NA     27.3   
Florida      1.1       3.6       4.6       1.7       0.8       11.8       1.9       7.9       1.1       22.7     NA     22.7   
Illinois      1.7       4.4       3.2       0.5       0.4       10.2       2.5       7.6       2.2       22.5     NA     22.5   
Ohio      2.2       1.6       0.4       0.3       —      4.5       3.0       5.5       2.6       15.6     NA     15.6   
New Jersey      0.7       3.5       1.7       0.6       0.3       6.8       1.8       5.6       0.9       15.1     NA     15.1   
Michigan      1.2       1.7       1.0       0.3       0.1       4.3       2.4       4.3       2.1       13.1     NA     13.1   
Arizona      1.5       3.1       1.2       0.3       0.1       6.2       1.5       3.1       1.6       12.4     NA     12.4   
Pennsylvania      0.2       1.1       0.4       0.4       0.1       2.2       2.1       5.0       0.6       9.9     NA     9.9   
Washington      0.8       2.2       1.7       0.2       0.4       5.3       0.7       2.5       0.4       8.9     NA     8.9   
Colorado      0.3       1.5       1.5       0.2       0.2       3.7       1.0       3.2       1.0       8.9     NA     8.9   
All other (a)      5.1       14.9       23.7       3.9       1.2       48.8       18.5       52.6       9.8       129.7     NA     129.7   
  

Total    $ 25.2     $ 66.6     $ 66.2     $ 12.0     $ 8.4     $ 178.4     $ 48.2     $ 136.4     $ 32.2     $ 395.2     NA   $ 395.2   
  

                                                                                                  
                                                                            Total           Total 
    Home   Home                           Total                           consumer           consumer 
December 31, 2009   equity-   equity-   Prime   Subprime   Option   home loan           Card-   All other   loans-   Card loans-   loans- 
(in billions)   senior lien   junior lien   mortgage   mortgage   ARMs   portfolio   Auto   reported   loans   reported   securitized (b)   managed 
  

California    $ 3.6     $ 16.9     $ 18.7     $ 1.7     $ 3.8     $ 44.7     $ 4.4     $ 11.0     $ 1.8     $ 61.9     $ 11.4     $ 73.3   
New York      3.4       12.4       8.7       1.5       0.9       26.9       3.8       6.0       4.2       40.9       6.7       47.6   
Texas      4.2       2.7       1.4       0.4       0.2       8.9       4.3       5.6       3.8       22.6       6.5       29.1   
Florida      1.2       4.1       4.9       1.9       0.7       12.8       1.8       5.2       0.9       20.7       4.8       25.5   
Illinois      1.8       4.8       2.9       0.6       0.4       10.5       2.4       3.9       2.4       19.2       4.9       24.1   
Ohio      2.3       1.9       0.4       0.3       —      4.9       3.2       3.1       2.9       14.1       3.4       17.5   
New Jersey      0.8       3.8       1.9       0.6       0.3       7.4       1.8       3.0       0.9       13.1       3.6       16.7   
Michigan      1.3       1.9       0.9       0.3       —      4.4       2.1       2.4       2.5       11.4       2.9       14.3   
Arizona      1.6       3.6       1.3       0.3       0.1       6.9       1.5       1.7       1.6       11.7       2.1       13.8   
Pennsylvania      0.2       1.2       0.5       0.4       0.1       2.4       2.0       2.8       0.8       8.0       3.2       11.2   
Washington      0.9       2.4       1.7       0.3       0.4       5.7       0.6       1.5       0.4       8.2       1.5       9.7   
Colorado      0.4       1.7       1.6       0.2       0.2       4.1       1.0       1.6       0.8       7.5       2.1       9.6   
All other (a)      5.7       16.6       22.4       4.0       1.4       50.1       17.1       31.0       10.6       108.8       31.5       140.3   
  

Total    $ 27.4     $ 74.0     $ 67.3     $ 12.5     $ 8.5     $ 189.7     $ 46.0     $ 78.8     $ 33.6     $ 348.1     $ 84.6     $ 432.7   
  

(a)   Includes prime mortgage loans repurchased from Ginnie Mae pools, which are insured by U.S. government agencies, of $12.4 billion and 
$10.4 billion at September 30, 2010, and December 31, 2009, respectively. Prior period amounts have been revised to conform to the 
current period presentation. See further discussion of loans repurchased from Ginnie Mae pools in Repurchase liability on pages 58–61 of 
this Form 10-Q. 

  

(b)   Loans securitized are defined as loans that were sold to nonconsolidated securitization trusts and were not included in reported loans at 
December 31, 2009. For further discussion of credit card securitizations, see Note 15 on pages 155–167 of this Form 10-Q. 
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The following table presents the geographic distribution of certain residential real estate loans with current estimated LTV ratios in excess of 
100% as of September 30, 2010, and December 31, 2009, excluding PCI loans acquired in the Washington Mutual transaction. The estimated 
collateral values used to calculate the current estimated LTV ratios in the following table do not represent actual appraised loan-level collateral 
values; as such the resulting ratios are necessarily imprecise and should therefore be viewed as estimates.  

Geographic distribution of residential real estate loans with current estimated LTVs > 100% (a) 
 

The consumer credit portfolio is geographically diverse. The greatest concentration of loans is in California. Excluding mortgage loans insured 
by U.S. government agencies, California represents 17% of total managed consumer loans at both September 30, 2010, and December 31, 2009, 
and 24% and 25% of total residential real estate loans at September 30, 2010, and December 31, 2009, respectively. Of the total managed 
consumer loan portfolio, excluding mortgage loans insured by U.S. government agencies, $157.3 billion, or 41%, is concentrated in California, 
New York, Arizona, Florida and Michigan at September 30, 2010, compared with $174.5 billion, or 41%, at December 31, 2009.  

Declining home prices have had a significant impact on the collateral value underlying the Firm’s residential real estate loan portfolio. In 
general, the delinquency rate for loans with high LTV ratios is greater than the delinquency rate for loans in which the borrower has equity in the 
collateral. While a large portion of the loans with estimated LTV ratios greater than 100% continue to pay and are current, the continued 
willingness and ability of these borrowers to pay remains uncertain. Nonperforming loans in the residential real estate portfolio totaled 
$8.8 billion at September 30, 2010, of which 71% were greater than 150 days past due; this compared with total residential real estate 
nonperforming loans of $9.6 billion at December 31, 2009, of which 64% were greater than 150 days past due. In the aggregate, the unpaid 
principal balance of these loans has been charged down by approximately 33% and 36% to estimated collateral value at September 30, 2010, and 
December 31, 2009, respectively.  
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September 30, 2010   Home equity-           Subprime           % of total 
(in billions, except ratios)   junior lien (c)   Prime mortgage (d)   mortgage   Total   loans (e) 
  

California    $ 6.0     $ 5.0     $ 0.8     $ 11.8       36 % 
New York      1.9       0.4       0.2       2.5       12   
Arizona      2.2       0.6       0.2       3.0       65   
Florida      2.2       2.3       0.9       5.4       55   
Michigan      1.1       0.5       0.2       1.8       60   
All other      6.7       1.9       1.2       9.8       16   
  

        

Total LTV >100%    $ 20.1     $ 10.7     $ 3.5     $ 34.3       26 % 
                                           
As a percentage of total loans      30 %     20 %     29 %     26 %         
Total portfolio average LTV at origination      73       70       78                   
Total portfolio average current estimated LTV (b)      91       82       92                   
  

                                          
December 31, 2009   Home equity-           Subprime           % of total 
(in billions, except ratios)   junior lien (c)   Prime mortgage (d)   mortgage   Total   loans (e) 
  

California    $ 6.7     $ 5.7     $ 1.0     $ 13.4       36 % 
New York      1.7       0.3       0.2       2.2       10   
Arizona      2.4       0.7       0.2       3.3       63   
Florida      2.5       2.5       1.2       6.2       57   
Michigan      1.3       0.4       0.2       1.9       61   
All other      6.9       1.6       1.3       9.8       15   
  

        

Total LTV >100%    $ 21.5     $ 11.2     $ 4.1     $ 36.8       26 % 
                                           
As a percentage of total loans      29 %     20 %     33 %     26 %         
Total portfolio average LTV at origination      74       71       79                   
Total portfolio average current estimated LTV (b)      90       81       95                   
  

(a)   Home equity — junior lien, prime mortgage and subprime mortgage loans with current estimated LTVs greater than 80% up to and 
including 100% were $16.1 billion, $13.1 billion and $3.2 billion, respectively, at September 30, 2010, and $17.9 billion, $15.0 billion and 
$3.7 billion, respectively, at December 31, 2009. 

  

(b)   The average current estimated LTV ratio reflects the outstanding balance at the balance sheet date, divided by the estimated current 
property value. Current property values are estimated based on home valuation models utilizing nationally recognized home price index 
valuation estimates. 

  

(c)   Represents combined LTV, which considers all available lien positions related to the property. All other products are presented without 
consideration of subordinate liens on the property. Prior period amounts have been revised to conform to the current period presentation. 

  

(d)   Excludes mortgage loans insured by the U.S. government agencies of $7.5 billion and $5.0 billion at September 30, 2010, and 
December 31, 2009, respectively. Prior period amounts have been revised to conform to the current period presentation. 

  

(e)   Represents the percentage of total loans of the noted product types, excluding mortgage loans insured by U.S. government agencies. 

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 108 of 254



Table of Contents  

Consumer 30+ day delinquency information  

Consumer 30+ day delinquencies have decreased to 4.84% of the consumer loan portfolio at September 30, 2010, compared with 5.98% at 
December 31, 2009, driven predominantly by a $4.0 billion decrease in CS delinquencies as well as a $2.5 billion decrease in residential real 
estate delinquencies. Early stage delinquencies (30–89 days delinquent) in the residential real estate portfolios have shown improvement since 
December 31, 2009, while late stage delinquencies (150+ days delinquent) have stabilized but remain elevated, due in part to loss-mitigation 
activities and elongated foreclosure processing timelines. Improvement in delinquencies has slowed during the quarter and have stabilized at an 
elevated level. Losses related to the residential real estate portfolio continue to be recognized in accordance with the Firm’s normal charge-off 
practices; as such, these loans are reflected at their estimated collateral value.  
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    30+ day delinquent loans   30+ day delinquency rate 
    September 30,   December 31,   September 30,   December 31, 
(in millions, except ratios)   2010   2009   2010   2009 
  

Consumer loans — excluding purchased credit-impaired loans (a)                                  
Home equity — senior lien    $ 771     $ 833       3.06 %     3.04 % 
Home equity — junior lien      1,845       2,515       2.77       3.40   
Prime mortgage      4,842 (d)     5,532 (d)     7.31 (f)     8.21 (f) 
Subprime mortgage      3,052       4,232       25.41       33.79   
Option ARMs      564       438       6.70       5.13   
Auto loans      467       750       0.97       1.63   
Credit card — reported (b)      6,237       6,093       4.57       7.73   
Other      1,363 (e)     1,306 (e)     4.24       3.91   

  

Total consumer loans — excluding purchased credit-impaired 
loans — reported    $ 19,141     $ 21,699       4.84 %     6.23 % 

  

Credit card — securitized (b)(c)    NA     4,174     NA     4.93   
  

Total consumer loans — excluding purchased credit-impaired 
loans – managed (b)    $ 19,141     $ 25,873       4.84 %     5.98 % 

  

Memo: Credit card — managed (b)    $ 6,237     $ 10,267       4.57 %     6.28 % 
  

(a)   The delinquency rate for PCI loans, which is based on the unpaid principal balance, was 28.07% and 27.79% at September 30, 2010, and 
December 31, 2009, respectively. 

  

(b)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. As a result of the consolidation of the credit card 
securitization trusts, reported and managed basis are equivalent for periods beginning after January 1, 2010. For further discussion, see 
Explanation and Reconciliation of the Firm’s Use of Non-GAAP Financial Measures on pages 15-19 of this Form 10-Q. 

  

(c)   Loans securitized are defined as loans that were sold to nonconsolidated securitization trusts and were not included in reported loans at 
December 31, 2009. For a further discussion of credit card securitizations, see CS on pages 36-40 of this Form 10-Q. 

  

(d)   Excludes 30+ day delinquent mortgage loans that are insured by U.S. government agencies of $11.1 billion and $9.7 billion at 
September 30, 2010, and December 31, 2009, respectively. These amounts are excluded as reimbursement of insured amounts is 
proceeding normally. 

  

(e)   Excludes 30+ day delinquent loans that are 30 days or more past due and still accruing, which are insured by U.S. government agencies 
under the FFELP, of $1.0 billion and $942 million at September 30, 2010, and December 31, 2009, respectively. These amounts are 
excluded as reimbursement of insured amounts is proceeding normally. 

  

(f)   The denominator for the calculation of the 30+ day delinquency rate includes: (1) residential real estate loans reported in the 
Corporate/Private Equity segment; and (2) mortgage loans insured by U.S. government agencies. The 30+ day delinquency rate excluding 
these loan balances was 10.75% and 11.24% at September 30, 2010, and December 31, 2009, respectively. 
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Concentrations of credit risk — purchased credit-impaired loans  

The following table presents the current estimated LTV ratio, as well as the ratio of the carrying value of the underlying loans to the current 
estimated collateral value, for PCI loans. Because such loans were initially measured at fair value, the ratio of the carrying value to the current 
estimated collateral value will be lower than the current estimated LTV ratio, which is based on the unpaid principal balance. The estimated 
collateral values used to calculate these ratios do not represent actual appraised loan-level collateral values; as such, the resulting ratios are 
necessarily imprecise and should therefore be viewed as estimates.  

LTV ratios and ratios of carrying values to current estimated collateral values — purchased credit-impaired  

PCI loans in the states of California and Florida represented 54% and 10%, respectively, of total PCI loans at September 30, 2010, compared 
with 54% and 11%, respectively, at December 31, 2009. The current estimated LTV ratios were 117% and 133% for California and Florida 
loans, respectively, at September 30, 2010, compared with 118% and 136%, respectively, at December 31, 2009. Loan concentrations in 
California and Florida, as well as the continued pressure on housing prices in those states, have contributed negatively to both the current 
estimated LTV ratio and the ratio of carrying value to current collateral value for loans in the PCI portfolio. While the carrying value of the PCI 
loans is below the current estimated collateral value of the loans, the ultimate performance of this portfolio is highly dependent on the borrowers’ 
behavior and ongoing ability and willingness to continue to make payments on homes with negative equity as well as the cost of alternative 
housing.  

Option ARM and prime purchased credit-impaired pools: Approximately 61% of the option ARM PCI pool is fully amortizing as a result of 
loan modification or payment recast at September 30, 2010. Of the remaining 39%, or $12.4 billion, option ARM PCI loans totaling $5.7 billion 
were past due and $5.4 billion represented borrowers who elected to make an interest-only or minimum payment. The cumulative amount of 
unpaid interest added to the unpaid principal balance of the option ARM PCI pool was $1.5 billion and $1.9 billion at September 30, 2010, and 
December 31, 2009, respectively. Assuming current market interest rates, the Firm would expect the following balance of current option ARM 
PCI loans to experience a payment recast: $515 million in 2010, $1.9 billion in 2011 and $3.0 billion in 2012.  

The option ARM and prime mortgage PCI pools continue to show some signs of stabilization and are performing within management’s revised 
expectations. Accordingly, no impairment was recognized for the PCI prime mortgage or option ARM pools during the second and third quarters 
of 2010. Previously, management concluded as part of the Firm’s regular assessment of these pools that it was probable that higher expected 
principal credit losses for the prime mortgage and option ARM PCI pools would result in a decrease in expected cash flows. As a result, an 
allowance for loan losses for impairment of the prime mortgage and option ARM pools has been recognized. As of September 30, 2010, the total 
allowance for loan losses for the prime mortgage and option ARM PCI pools was $1.8 billion and $1.0 billion, respectively, compared with 
$1.1 billion and $491 million, respectively, at December 31, 2009.  
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                            Ratio of carrying value 
September 30, 2010   Unpaid principal   Current estimated   Carrying   to current estimated 
(in billions, except ratios)   balance (a)   LTV ratio (b)   value (d)   collateral value 
  

Option ARMs    $ 32.1       110 %   $ 26.4       87 % (e) 

Home equity      29.3       115 (c)     25.0       98   
Prime mortgage      19.7       107       17.9       88 (e) 

Subprime mortgage      8.3       111       5.5       74   
  

                                  
                            Ratio of carrying value 
December 31, 2009   Unpaid principal   Current estimated   Carrying   to current estimated 
(in billions, except ratios)   balance (a)   LTV ratio (b)   value (d)   collateral value 
  

Option ARMs    $ 37.4       113 %   $ 29.0       86 % (e) 

Home equity      32.9       115 (c)     26.5       93   
Prime mortgage      22.0       106       19.7       90 (e) 

Subprime mortgage      9.0       110       6.0       73   
  

(a)   Represents the contractual amount of principal owed at September 30, 2010, and December 31, 2009. 
  

(b)   Represents the aggregate unpaid principal balance of loans divided by the estimated current property value. Current property values are 
estimated based on home valuation models utilizing nationally recognized home price index valuation estimates. 

  

(c)   Represents current estimated combined LTV, which considers all available lien positions related to the property. All other products are 
presented without consideration of subordinate liens on the property. Prior period amounts have been revised to conform to the current 
period presentation. 

  

(d)   Carrying values include the effect of fair value adjustments that were applied to the consumer PCI portfolio at the date of acquisition. 
  

(e)   As of September 30, 2010, and December 31, 2009, the ratios of the carrying value to current estimated collateral value are net of the 
allowance for loan losses of $1.8 billion and $1.1 billion for the prime mortgage pool, respectively, and $1.0 billion and $491 million for 
the option ARM pool, respectively. 
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Other purchased credit-impaired pools: The credit performance of the home equity and subprime PCI pools has generally been consistent 
with the estimate of losses at the acquisition date. Accordingly, no impairment for these pools has been recognized.  

The following table provides a summary of lifetime loss estimates included in the nonaccretable difference and the allowance for loan losses. 
Principal charge-offs will not be recorded on these pools until the nonaccretable difference has been fully depleted.  

Loan modification activities  

For additional information about consumer loan modification activities, including consumer loan modifications accounted for as troubled debt 
restructurings (“TDRs”), see Note 13 on pages 149-154 of this Form 10-Q, and Note 13 on pages 192-196 of JPMorgan Chase’s 2009 Annual 
Report.  

Residential real estate loans: For both the Firm’s on-balance sheet loans and loans serviced for others, nearly 975,000 mortgage modifications 
have been offered to borrowers and nearly 292,000 have been approved since the beginning of 2009. Of these, approximately 252,000 have 
achieved permanent modification as of September 30, 2010. Of the remaining 683,000 modifications, 44% are in a trial period or still being 
reviewed for a modification, while 56% have dropped out of the modification program, or otherwise were not eligible for final modification.  

The Firm is participating in the U.S. Treasury’s MHA programs while continuing to expand its other loss-mitigation efforts for financially 
distressed borrowers who do not qualify for the U.S. Treasury’s programs. The MHA programs include the Home Affordable Modification 
Program (“HAMP”) and the Second Lien Modification Program (“2MP”); these programs mandate standard modification terms across the 
industry and provide incentives to borrowers, servicers and investors who participate. The Firm completed its first permanent modifications 
under HAMP in September 2009. Under 2MP, which the Firm began to implement in May 2010, homeowners are offered a way to modify their 
second mortgages to make them more affordable when their first mortgage has been modified under HAMP.  

The Firm’s other loss-mitigation programs for troubled borrowers who do not qualify for HAMP include the traditional modifications offered by 
the GSE’s and Ginnie Mae, as well as the Firm’s proprietary modification programs, which include similar concessions to those offered under 
HAMP but with expanded eligibility criteria. In addition, the Firm has offered modification programs targeted specifically to borrowers with 
higher-risk mortgage products.  

MHA, as well as the Firm’s other loss-mitigation programs, generally provide various concessions to financially troubled borrowers, including, 
but not limited to, interest rate reductions, term or payment extensions, and deferral of principal payments that would have otherwise been 
required under the terms of the original agreement. For the 49,200 on—balance sheet loans modified under HAMP and the Firm’s other loss-
mitigation programs since July 1, 2009, 54% of permanent loan modifications have included interest rate reductions, 46% have included term or 
payment extensions, 16% have included principal deferment and 22% have included principal forgiveness. Principal forgiveness has been 
limited to a specific modification program for option ARMs. The sum of the percentages of the types of loan modifications exceeds 100% 
because, in some cases, the modification of an individual loan includes more than one type of concession.  

Generally, borrowers must make at least three payments under the revised contractual terms during a trial modification and be successfully re-
underwritten with income verification before a mortgage or home equity loan can be permanently modified. When the Firm modifies home 
equity lines of credit, future lending commitments related to the modified loans are canceled as part of the terms of the modification.  

The ultimate success of these modification programs and their impact on reducing credit losses remains uncertain given the short period of time 
since modification. The primary indicator used by management to monitor the success of these  
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      Lifetime loss estimates (a)        LTD liquidation losses (b) 

    September 30,   December 31,       September 30,   December 31, 
(in millions)   2010   2009       2010   2009 
  

Option ARMs    $ 11,350     $ 10,650         $ 4,333     $ 1,744   
Home equity      13,138       13,138           8,278       6,060   
Prime mortgage      5,020       4,240           1,329       794   
Subprime mortgage      3,842       3,842           1,165       796   
  

Total    $ 33,350     $ 31,870         $ 15,105     $ 9,394   
  

(a)   Includes the original nonaccretable difference established in purchase accounting of $30.5 billion for principal losses only. The remaining 
nonaccretable difference for principal losses and foregone interest on modified loans is $15.4 billion and $21.1 billion at September 30, 
2010, and December 31, 2009, respectively. All probable increases in principal losses and foregone interest subsequent to the purchase 
date are reflected in the allowance for loan losses. 

  

(b)   Life-to-date (“ LTD” ) liquidation losses represent realization of loss upon loan resolution. 
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programs is the rate at which the modified loans redefault. Modification redefault rates are affected by a number of factors, including the type of 
loan modified, the borrower’s overall ability and willingness to repay the modified loan and other macroeconomic factors. Reduction in payment 
size for a borrower has shown to be the most significant driver in improving redefault rates. Modifications completed after July 1, 2009, whether 
under HAMP or under the Firm’s other modification programs, differ from modifications completed under prior programs in that they are 
generally fully underwritten after a successful trial payment period of at least three months. Approximately 85% of on-balance sheet 
modifications completed since July 1, 2009 were completed in 2010 with approximately 40% completed as recently as the third quarter. 
Performance metrics to date for modifications seasoned more than six months show weighted average redefault rates of 22% and 25% for 
HAMP and the Firm’s other modifications programs, respectively. While these rates compare favorably to equivalent metrics for modifications 
completed under prior programs, ultimate redefault rates will remain uncertain until modified loans have seasoned.  

The following table presents information as of September 30, 2010, and December 31, 2009, relating to restructured on—balance sheet 
residential real estate loans for which concessions have been granted to borrowers experiencing financial difficulty. Modifications of PCI loans 
continue to be accounted for and reported as PCI loans, and the impact of the modification is incorporated into the Firm’s quarterly assessment 
of whether a probable and/or significant change in estimated future cash flows has occurred. Modifications of loans other than PCI loans are 
generally accounted for and reported as TDRs.  

Restructured residential real estate loans  

Excluding PCI loans, 20% of restructured residential real estate loans are greater than 30 days delinquent, which is within the Firm’s 
expectations.  

Foreclosure prevention: Foreclosure is a last resort and the Firm makes significant efforts to help borrowers stay in their homes. Since the first 
quarter of 2009, the Firm has prevented over 429,000 foreclosures through loan modification, short sales, and other foreclosure prevention 
means.  
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    September 30, 2010   December 31, 2009 
            Nonperforming           Nonperforming 
    On-balance   on-balance   On-balance   on-balance 
(in millions)   sheet loans   sheet loans (d)   sheet loans   sheet loans (d) 
  

Restructured residential real estate loans — excluding purchased 
credit-impaired loans (a)(b)                                  
Home equity — senior lien    $ 218     $ 31     $ 168     $ 30   
Home equity — junior lien      269       53       222       43   
Prime mortgage      1,811       657       634       243   
Subprime mortgage      2,743       804       1,998       598   
Option ARMs      75       22       8       6   

  

Total restructured residential real estate loans — excluding purchased 
credit-impaired loans    $ 5,116     $ 1,567     $ 3,030     $ 920   

  

Restructured purchased credit-impaired loans (c)                                  
Home equity    $ 456     NA   $ 453     NA 
Prime mortgage      2,722     NA     1,526     NA 
Subprime mortgage      3,224     NA     1,954     NA 
Option ARMs      8,933     NA     2,972     NA 

  

Total restructured purchased credit-impaired loans    $ 15,335     NA   $ 6,905     NA 
  

(a)   Amounts represent the carrying value of restructured residential real estate loans. 
  

(b)   Excludes $2.3 billion and $296 million of loans at September 30, 2010, and December 31, 2009, respectively, that were repurchased from 
Ginnie Mae pools and modified subsequent to repurchase. When such loans reperform subsequent to modification they are generally sold 
back into Ginnie Mae loan pools. Modified loans that do not reperform will become subject to foreclosure. 

  

(c)   Amounts represent the unpaid principal balance of restructured PCI loans. 
  

(d)   Nonperforming loans modified in a TDR may be returned to accrual status when repayment is reasonably assured and the borrower has 
made a minimum of six payments under the new terms. As of September 30, 2010, and December 31, 2009, nonperforming loans of 
$933 million and $256 million, respectively, are TDRs that have not yet made six payments under their modified terms. 
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The Firm has a well-defined foreclosure prevention process when a borrower fails to pay on his or her loan. Customer contacts are attempted 
multiple times in multiple ways to pursue options other than foreclosure, including loan modification, short sales, and other foreclosure 
prevention means. In addition, if the Firm is unable to contact a customer, multiple reviews are completed of borrower’s facts and circumstances 
before a foreclosure sale is completed. By the time of a foreclosure sale, borrowers have not made a payment on average for approximately 14 
months.  

Foreclosure process issues  

The foreclosure process is governed by laws and regulations established on a state-by-state basis. In some states, the foreclosure process involves 
a judicial process requiring filing documents with a court. In other states, the process is mostly non-judicial, involving various processes, some 
of which require filing documents with governmental agencies. The Firm has become aware that certain documents executed by Firm personnel 
in connection with the foreclosure process may not have complied with all applicable procedural requirements. For example, in certain instances, 
the underlying loan file review and verification of information for inclusion in an affidavit was performed by Firm personnel other than the 
affiant, or the affidavit may not have been properly notarized. The Firm instructed its outside foreclosure counsel to temporarily suspend 
foreclosures, foreclosure sales and evictions in 40 states and the District of Columbia so that it could review its processes. These matters are the 
subject of investigation by federal and state officials. Reference is made to Part II, Item 1, Legal Proceedings, “Mortgage Foreclosure 
Investigations and Litigation.”  

The Firm is developing new processes to ensure that it satisfies all procedural requirements relating to mortgage foreclosures. The Firm expects 
to incur additional costs and expenses in connection with the implementation of its new foreclosure processes. The Firm intends to resume its 
foreclosure proceedings, foreclosure sales and evictions in some states expeditiously. It is possible that the temporary suspension will also result 
in additional costs and expenses, such as, for example, costs associated with the maintenance of properties while foreclosures are delayed, legal 
expenses associated with re-filing documents or, as necessary, re-filing foreclosure cases or costs associated with possible home price declines 
while foreclosures are delayed. These costs could increase depending on the length of the delay. Finally, the Firm may incur additional costs and 
expenses as a result of legislative, administrative or regulatory investigations relating to its former foreclosure procedures. However, the Firm 
cannot predict at this early stage the ultimate outcome of these matters or the impact that they could have on the Firm’s reported financial results 
including for example, servicing costs, legal costs and mortgage banking revenue.  

Credit card loans: JPMorgan Chase has also modified the terms of credit card loan agreements with borrowers who have experienced financial 
difficulty. Such modifications typically include reducing the interest rate on the card and, in most cases, involve placing the customer on a fixed 
payment plan not exceeding 60 months; in substantially all cases, the Firm cancels the customer’s available line of credit on the credit card. If 
the cardholder does not comply with the modified payment terms, the credit card loan agreement generally reverts back to its original payment 
and interest rate terms, resulting in the loan being excluded from modified loans. Assuming that those borrowers do not begin to perform in 
accordance with those original payment terms, the loans continue to age and become subject to the Firm’s standard charge-off policies. 
Substantially all modifications of credit card loans performed under the Firm’s existing modification programs are considered to be TDRs. At 
September 30, 2010, and December 31, 2009, the Firm had $8.8 billion and $5.1 billion, respectively, of on—balance sheet credit card loans 
outstanding for borrowers enrolled in a credit card modification program. The increase in modified credit card loans outstanding from 
December 31, 2009, is primarily attributable to previously-modified loans held in Firm-sponsored credit card securitization trusts being 
consolidated as a result of adopting the new consolidation guidance. Consistent with the Firm’s policy, all credit card loans typically remain on 
accrual status. Based on the Firm’s historical experience, the Firm expects that a significant portion of the borrowers will not ultimately comply 
with the modified payment terms.  
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Real estate owned (“REO”)  

As part of the residential real estate foreclosure process, loans are written down to the fair value of the underlying real estate asset, less costs to 
sell, at acquisition. Typically, any further gains or losses on REO assets are recorded as part of other income. In those instances where the Firm 
gains ownership and possession of individual properties at the completion of the foreclosure process, these REO assets are managed for prompt 
sale and disposition at the best possible economic value. Operating expense, such as real estate taxes and maintenance, are charged to other 
expense. REO assets, excluding those insured by U.S. government agencies, increased $244 million from December 31, 2009, primarily related 
to foreclosures of non-PCI loans. It is anticipated that REO assets will continue to increase over the next several quarters, as loans moving 
through the foreclosure process are expected to increase.  

Portfolio transfers  

The Firm regularly evaluates market conditions and overall economic returns and makes an initial determination as to whether new originations 
will be held-for-investment or sold within the foreseeable future. The Firm also periodically evaluates the expected economic returns of 
previously originated loans under prevailing market conditions to determine whether their designation as held-for-sale or held-for-investment 
continues to be appropriate. When the Firm determines that a change in this designation is appropriate, the loans are transferred to the 
appropriate classification. Since the second half of 2007, all new prime mortgage originations that cannot be sold to U.S. government agencies 
and U.S. government-sponsored enterprises have been designated as held-for-investment. Prime mortgage loans originated with the intent to sell 
are accounted for at fair value and classified as trading assets on the Consolidated Balance Sheets.  

94  

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 114 of 254



Table of Contents  

ALLOWANCE FOR CREDIT LOSSES  

JPMorgan Chase’s allowance for loan losses covers the wholesale (risk-rated) and consumer (primarily scored) loan portfolios and represents 
management’s estimate of probable credit losses inherent in the Firm’s loan portfolio. Management also computes an allowance for wholesale 
lending-related commitments using a methodology similar to that used for the wholesale loans.  

Determining the appropriateness of the allowance is complex and requires judgment about the effect of matters that are inherently uncertain. 
Assumptions about unemployment rates, housing prices and overall economic conditions could have a significant impact on the Firm’s 
assessment of loan quality. Subsequent evaluations of the loan portfolio, in light of then-prevailing factors, may result in significant changes in 
the allowances for loan losses and lending-related commitments in future periods. At least quarterly, the allowance for credit losses is reviewed 
by the Chief Risk Officer, the Chief Financial Officer and the Controller of the Firm, and discussed with the Risk Policy and Audit Committees 
of the Board of Directors of the Firm. As of September 30, 2010, JPMorgan Chase deemed the allowance for credit losses to be appropriate (i.e., 
sufficient to absorb losses inherent in the portfolio, including those not yet identifiable).  

For a further discussion of the allowance for credit losses, see Critical Accounting Estimates Used by the Firm on page 104 and Note 14 on 
pages 154-155 of this Form 10-Q; and Allowance for Credit Losses on page 115, Critical Accounting Estimates Used by the Firm on pages 127-
131 and Note 14 on pages 196-198 of JPMorgan Chase’s 2009 Annual Report.  

The allowance for credit losses was $35.0 billion at September 30, 2010, an increase of $2.5 billion from $32.5 billion at year-end 2009. The 
increase was primarily due to the Firm’s adoption of new consolidation guidance related to VIEs. As a result of the consolidation of certain 
securitization entities, the Firm established an allowance for loan losses of $7.5 billion at January 1, 2010, primarily related to the receivables 
that had been held in credit card securitization trusts.  

The consumer allowance for loan losses increased largely due to the aforementioned impact of new consolidation guidance. Excluding the effect 
of this adoption, the consumer allowance decreased by $2.7 billion from December 31, 2009. The decrease reflected a $4.0 billion reduction in 
the allowance in CS, reflecting lower estimated losses primarily related to improved delinquency trends as well as lower levels of outstandings. 
This decrease was partly offset by a $1.2 billion allowance increase in RFS during the first quarter, related to further estimated deterioration in 
the Washington Mutual prime and option ARM PCI pools. While RFS credit losses improved compared with the 2010 second quarter, 
delinquencies stabilized at elevated levels and a growing series of environmental, regulatory, and legislative challenges continue to present 
significant risk to credit performance, primarily in the Home Lending portfolio. After consideration of these factors, the RFS allowance for loan 
losses was essentially flat to the prior quarter.  

The wholesale allowance for loan losses decreased by $2.2 billion from December 31, 2009. The decrease was due primarily to repayments and 
loan sales.  

The allowance for lending-related commitments for both wholesale and consumer, which is reported in other liabilities, at September 30, 2010, 
and December 31, 2009, was $873 million and $939 million, respectively. The decrease primarily reflected lower wholesale commitment levels.  

The credit ratios in the table below are based on retained loan balances, which exclude loans held-for-sale and loans accounted for at fair value. 
As of September 30, 2010 and 2009, wholesale retained loans were $217.6 billion and $213.7 billion, respectively; and consumer retained loans 
were $469.5 billion and $432.6 billion, respectively. For the nine months ended September 30, 2010 and 2009, average wholesale retained loans 
were $211.5 billion and $228.5 billion, respectively; and average consumer retained loans were $491.0 billion and $456.1 billion, respectively. 
Excluding held-for-sale loans, loans carried at fair value, and PCI consumer loans, the allowance for loan losses represented 5.12% of loans at 
September 30, 2010, compared with 5.28% at September 30, 2009.  
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Summary of changes in the allowance for credit losses  
                                                  
    2010   2009 
Nine months ended September 30,                         
(in millions)   Wholesale   Consumer   Total   Wholesale   Consumer   Total 
  

Allowance for loan losses                                                  
Beginning balance at January 1,    $ 7,145     $ 24,457     $ 31,602     $ 6,545     $ 16,619     $ 23,164   
Cumulative effect of change in 

accounting principles (a)      14       7,480       7,494       —      —      —  
Gross charge-offs (a)      1,575       18,536       20,111       1,996       15,562       17,558   
Gross (recoveries) (a)      (119 )     (1,423 )     (1,542 )     (68 )     (702 )     (770 ) 
  

Net charge-offs (a)      1,456       17,113       18,569       1,928       14,860       16,788   
Provision for loan losses (a)      (750 )     14,365       13,615       3,380       21,189       24,569   
Other (b)      10       9       19       44       (356 )     (312 ) 
  

Ending balance at September 30    $ 4,963     $ 29,198     $ 34,161     $ 8,041     $ 22,592     $ 30,633   
  

Components:                                                  
Asset-specific (c)(d)    $ 1,246     $ 1,153     $ 2,399     $ 2,410     $ 1,009     $ 3,419   
Formula-based (a)(e)      3,717       25,234       28,951       5,631       20,493       26,124   
Purchased credit-impaired      —      2,811       2,811       —      1,090       1,090   

  

Total allowance for loan losses    $ 4,963     $ 29,198     $ 34,161     $ 8,041     $ 22,592     $ 30,633   
  

Allowance for lending-related 
commitments                                                  

Beginning balance at January 1,    $ 927     $ 12     $ 939     $ 634     $ 25     $ 659   
Cumulative effect of change in 

accounting principles (a)      (18 )     —      (18 )     —      —      —  
Provision for lending-related 

commitments (a)      (14 )     (5 )     (19 )     173       (11 )     162   
Other      (29 )     —      (29 )     3       (3 )     —  
  

Ending balance at September 30    $ 866     $ 7     $ 873     $ 810     $ 11     $ 821   
  

Components:                                                  
Asset-specific    $ 267     $ —    $ 267     $ 213     $ —    $ 213   
Formula-based      599       7       606       597       11       608   

  

Total allowance for lending-related 
commitments    $ 866     $ 7     $ 873     $ 810     $ 11     $ 821   

  

Total allowance for credit losses    $ 5,829     $ 29,205     $ 35,034     $ 8,851     $ 22,603     $ 31,454   
  

                                                   
Credit ratios                                                  
Allowance for loan losses to retained 

loans      2.28 %     6.22 %     4.97 %     3.76 %     5.22 %     4.74 % 
Allowance for loan losses to retained 

nonperforming loans (f)      95       296       226       107       223       174   
Allowance for loan losses to retained 

nonperforming loans excluding 
credit card      95       164       140       107       131       121   

Net charge-off rates (g)      0.92       4.66       3.53       1.13       4.36       3.28   
Credit ratios excluding home lending 

purchased credit-impaired loans 
and loans held by the Washington 
Mutual Master Trust                                                  

Allowance for loan losses to retained 
loans (h)      2.28       6.69       5.12       3.77       6.21       5.28   

Allowance for loan losses to retained 
nonperforming loans (f)(h)      95       268       208       107       212       168   

Allowance for loan losses to retained 
nonperforming loans excluding 
credit card (f)(h)      95       135       121       107       121       115   

  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. Upon the adoption of the new guidance, the Firm 
consolidated its Firm-sponsored credit card securitization trusts, its Firm-administered multi-seller conduits and certain other consumer 
loan securitization entities, primarily mortgage-related. As a result $7.4 billion, $14 million and $127 million of allowance for loan losses 
were recorded on-balance sheet associated with the Firm-sponsored credit card securitization trusts, Firm-administered multi-seller 
conduits, and certain other consumer loan securitization entities, primarily mortgage-related, respectively. For further discussion, see 
Note 15 on pages 155-167 of this Form 10-Q. 

  

(b)   Other predominantly includes a reclassification in 2009 related to the issuance and retention of securities from the Chase Issuance Trust. 
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(c)   Includes risk-rated loans that have been placed on nonaccrual status and loans that have been modified in a TDR. 
  

(d)   The asset-specific consumer allowance for loan losses includes TDR reserves of $980 million and $756 million at September 30, 2010 and 
2009, respectively. Prior-period amounts have been reclassified from formula-based to conform with the current period presentation. 

  

(e)   Includes all of the Firm’s allowance for loan losses on credit card loans, including those for which the Firm has modified the terms of the 
loans for borrowers experiencing financial difficulty. 

  

(f)   The Firm’s policy is generally to exempt credit card loans from being placed on nonaccrual status as permitted by regulatory guidance 
issued by the FFIEC, credit card loans are charged off by the end of the month in which the account becomes 180 days past due or within 
60 days from receiving notification about a specified event (e.g., bankruptcy of the borrower), whichever is earlier. The allowance for loan 
losses on credit card loans was $13.0 billion and $9.3 billion as of September 30, 2010 and 2009, respectively. 

  

(g)   Charge-offs are not recorded on PCI loans until actual losses exceed estimated losses recorded as purchase accounting adjustments at the 
time of acquisition. To date, no charge-offs have been recorded for any of these loans. 
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For more information on home lending PCI loans, see pages 90-91 and Note 13 on pages 149-154 of this Form 10-Q and pages 116-117 of 
JPMorgan Chase’s 2009 Annual Report.  

The calculation of the allowance for loan losses to total retained loans, excluding PCI loans and loans held by the WMMT, is presented below.  

The following table presents the allowance for credit losses by business segment at September 30, 2010, and December 31, 2009.  
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(h)   Excludes the impact of home lending PCI loans acquired as part of the Washington Mutual transaction. The allowance for loan losses on 
home lending PCI loans was $2.8 billion and $1.1 billion as of September 30, 2010 and 2009, respectively. 

                  
September 30, (in millions, except ratios)   2010   2009 
  

Allowance for loan losses    $ 34,161     $ 30,633   
Less: Allowance for PCI loans      2,811       1,090   
  

Adjusted allowance for loan losses    $ 31,350     $ 29,543   
  

                   
Total loans retained    $ 687,049     $ 646,363   
Less: Firmwide PCI loans      74,829       83,388   

Loans held by the WMMT      —      3,008   
  

Adjusted loans    $ 612,220     $ 559,967   
Allowance for loan losses to ending loans, excluding PCI loans and loans held by the WMMT      5.12 %     5.28 % 
  

                                                  
    Allowance for credit losses 
    September 30, 2010   December 31, 2009 
            Lending-related                   Lending-related     
(in millions)   Loan losses   commitments   Total   Loan losses   commitments   Total 
  

Investment Bank (a)    $ 1,976     $ 570     $ 2,546     $ 3,756     $ 485     $ 4,241   
Commercial Banking      2,661       241       2,902       3,025       349       3,374   
Treasury & Securities Services      54       52       106       88       84       172   
Asset Management      257       3       260       269       9       278   
Corporate/Private Equity      15       —      15       7       —      7   
  

Total Wholesale      4,963       866       5,829       7,145       927       8,072   
  

Retail Financial Services (a)      16,154       7       16,161       14,776       12       14,788   
Card Services (a)      13,029       —      13,029       9,672       —      9,672   
Corporate/Private Equity      15       —      15       9       —      9   
  

Total Consumer      29,198       7       29,205       24,457       12       24,469   
  

Total    $ 34,161     $ 873     $ 35,034     $ 31,602     $ 939     $ 32,541   
  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. Upon the adoption of the new guidance, the Firm 
consolidated its Firm-sponsored credit card securitization trusts, its Firm-administered multi-seller conduits and certain other consumer 
loan securitization entities, primarily mortgage-related. As a result, related receivables are now recorded in loans on the Consolidated 
Balance Sheet. As a result, $7.4 billion, $14 million and $127 million of allowance for loan losses were recorded on-balance sheet 
associated with the Firm-sponsored credit card securitization trusts, Firm-administered multi-seller conduits, and certain other consumer 
loan securitization entities, primarily mortgage-related, respectively. For further discussion, see Note 15 on pages 155—167 of this 
Form 10-Q. 
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Provision for credit losses  

The provision for credit losses was $3.2 billion for the three months ended September 30, 2010, down by $6.6 billion or 67% from the prior-year 
provision. The total consumer provision for credit losses was $3.2 billion, compared with $9.0 billion in the prior year, reflecting a reduction in 
the allowance for credit losses as a result of improved delinquency trends and reduced net charge-offs. The wholesale provision for credit losses 
was $44 million, compared with $779 million, reflecting a reduction in the allowance for credit losses predominantly as a result of continued 
improvement in the credit quality of the commercial and industrial portfolio, reduced net charge-offs and repayments.  
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                    Provision for lending-   Total provision 
    Provision for loan losses   related commitments   for credit losses 
Three months ended September 30, (in millions)   2010   2009   2010   2009   2010   2009 
  

Investment Bank (a)    $ (158 )   $ 330     $ 16     $ 49     $ (142 )   $ 379   
Commercial Banking      192       326       (26 )     29       166       355   
Treasury & Securities Services      6       1       (8 )     12       (2 )     13   
Asset Management      23       37       —      1       23       38   
Corporate/Private Equity      (1 )     (6 )     —      —      (1 )     (6 ) 
  

Total wholesale      62       688       (18 )     91       44       779   
Retail Financial Services (a)      1,551       4,004       (3 )     (16 )     1,548       3,988   
Card Services — reported (a)      1,633       3,269       —      —      1,633       3,269   
Corporate/Private Equity      (2 )     68       —      —      (2 )     68   
  

Total consumer      3,182       7,341       (3 )     (16 )     3,179       7,325   
  

Total provision for credit losses — 
reported      3,244       8,029       (21 )     75       3,223       8,104   

Credit card — securitized (a)(b)    NA       1,698     NA       —    NA       1,698   
  

Total provision for credit losses — 
managed (a)    $ 3,244     $ 9,727     $ (21 )   $ 75     $ 3,223     $ 9,802   

  

                                                  
                    Provision for lending-   Total provision 
    Provision for loan losses   related commitments   for credit losses 
Nine months ended September 30, (in millions)   2010   2009   2010   2009   2010   2009 
  

Investment Bank (a)    $ (1,053 )   $ 2,419     $ 124     $ 41     $ (929 )   $ 2,460   
Commercial Banking      253       869       (108 )     91       145       960   
Treasury & Securities Services      (33 )     (39 )     (24 )     41       (57 )     2   
Asset Management      69       130       (6 )     —      63       130   
Corporate/Private Equity      14       1       —      —      14       1   
  

Total wholesale      (750 )     3,380       (14 )     173       (764 )     3,553   
Retail Financial Services (a)      7,001       11,722       (5 )     (11 )     6,996       11,711   
Card Services — reported (a)      7,366       9,397       —      —      7,366       9,397   
Corporate/Private Equity      (2 )     70       —      —      (2 )     70   
  

Total consumer      14,365       21,189       (5 )     (11 )     14,360       21,178   
  

Total provision for credit losses — 
reported      13,615       24,569       (19 )     162       13,596       24,731   

Credit card — securitized (a)(b)    NA       4,826     NA       —    NA       4,826   
  

Total provision for credit losses — 
managed (a)    $ 13,615     $ 29,395     $ (19 )   $ 162     $ 13,596     $ 29,557   

  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. As a result of the consolidation of the credit card 
securitizations trusts, reported and managed basis relating to credit card securitizations are equivalent for periods beginning after 
January 1, 2010. For further details regarding the Firm’s application and impact of the new guidance, see Explanation and Reconciliation 
of the Firm’s Use of Non-GAAP Financial Measures on pages 15-19 of this Form 10-Q. 

  

(b)   Loans securitized are defined as loans that were sold to unconsolidated securitization trusts and were not included in reported loans. For 
further discussion of credit card securitizations, see Note 15 on pages 155-167 of this Form 10-Q. 
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MARKET RISK MANAGEMENT  

For a discussion of the Firm’s market risk management organization, major market risk drivers and classification of risks, see pages 118—124 of 
JPMorgan Chase’s 2009 Annual Report.  

Value-at-risk  

JPMorgan Chase’s primary statistical risk measure, value-at-risk (“VaR”), estimates the potential loss from adverse market moves in a normal 
market environment and provides a consistent cross-business measure of risk profiles and levels of diversification. VaR is used for comparing 
risks across businesses, for monitoring limits and as an input to economic-capital calculations. Each business day, as part of its risk management 
activities, the Firm undertakes a comprehensive VaR calculation that includes the majority of its market risks. These VaR results are reported to 
senior management.  

To calculate VaR, the Firm uses historical simulation, based on a one-day time horizon and an expected tail-loss methodology, which measures 
risk across instruments and portfolios in a consistent and comparable way. The simulation is based on data for the previous 12 months. This 
approach assumes that historical changes in market values are representative of future changes; this assumption may not always be accurate, 
particularly when there is volatility in the market environment. For certain products, such as syndicated lending facilities and some mortgage-
related securities for which price-based time series are not readily available, market-based data are used in conjunction with sensitivity factors to 
estimate the risk. It is likely that using an actual price-based time series for these products, if available, would affect the VaR results presented. 
In addition, certain risk parameters, such as correlation risk among certain instruments, are not fully captured in VaR.  

The following section describes JPMorgan Chase’s VaR measure using a 95% confidence level.  

95% confidence level VaR  

Total IB trading VaR by risk type, credit portfolio  VaR and other VaR  
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                                                                    Nine months ended 
    Three months ended September 30,                   September 30, 
    2010   2009   At September 30,   Average 
(in millions)   Avg.   Min   Max   Avg.   Min   Max   2010   2009   2010   2009 
  

IB VaR by risk type:                                                                                  
Fixed income    $ 72     $ 55     $ 92     $ 182     $ 163     $ 212     $ 59     $ 210     $ 68     $ 173   
Foreign exchange      9       6       11       19       12       28       11       21       11       19   
Equities      21       13       35       19       9       40       23       10       22       55   
Commodities and other      13       11       15       23       14       32       14       18       16       22   
Diversification benefit to 

IB trading VaR      (38) (a)   NM (b)   NM (b)     (97 ) (a)   NM (b)   NM (b)     (48) (a)     (92 ) (a)     (43) (a)     (101 ) (a) 
  

IB trading VaR    $ 77     $ 54     $ 100     $ 146     $ 116     $ 175     $ 59     $ 167     $ 74     $ 168   
Credit portfolio VaR      30       22       40       29       20       39       31       22       25       61   
Diversification benefit to 

IB trading and credit 
portfolio VaR      (8) (a)   NM (b)   NM (b)     (32 ) (a)   NM (b)   NM (b)     (10) (a)     (15 ) (a)     (9) (a)     (52 ) (a) 

  

Total IB trading and 
credit portfolio VaR    $ 99     $ 73     $ 128     $ 143     $ 116     $ 184     $ 80     $ 174     $ 90     $ 177   

  

Mortgage Banking VaR      24       8       47       49       31       70       20       31       24       66   
Chief Investment Office 

(CIO) VaR      53       44       61       99       85       103       52       90       65       111   
Diversification benefit to 

total other VaR      (15) (a)   NM (b)   NM (b)     (31 ) (a)   NM (b)   NM (b)     (13) (a)     (25 ) (a)     (14) (a)     (41 ) (a) 
  

Total other VaR    $ 62     $ 50     $ 79     $ 117     $ 96     $ 132     $ 59     $ 96     $ 75     $ 136   
  

Diversification benefit to 
total IB and other VaR     (52) (a)   NM (b)   NM (b)     (82 ) (a)   NM (b)   NM (b)     (41) (a)     (55 ) (a)     (66) (a)     (87 ) (a) 

  

Total IB and other VaR    $ 109     $ 82     $ 142     $ 178     $ 151     $ 219     $ 98     $ 215     $ 99     $ 226   
  

(a)   Average VaR and period-end VaR were less than the sum of the VaR of the components described above, which is due to portfolio 
diversification. The diversification effect reflects the fact that the risks were not perfectly correlated. The risk of a portfolio of positions is 
therefore usually less than the sum of the risks of the positions themselves. 

  

(b)   Designated as not meaningful (“NM”), because the minimum and maximum may occur on different days for different risk components, and 
hence it is not meaningful to compute a portfolio-diversification effect. 
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VaR Measurement  

The Firm’s IB trading and other VaR measure above includes substantially all trading activities in IB, as well as syndicated lending facilities that 
the Firm intends to distribute. Credit portfolio VaR includes VaR on derivative CVA, hedges of the CVA, and MTM hedges of the retained loan 
portfolio, all of which are reported in principal transactions revenue. Credit portfolio VaR does not include the retained loan portfolio, which is 
not MTM. In addition, IB and other VaR measure include certain positions used as part of the Firm’s risk management function within the CIO 
and in the Mortgage Banking businesses. The CIO VaR measure includes positions, primarily in debt securities and credit products, used to 
manage the Firm’s risk concentrations, including interest rate and credit risks arising from the Firm’s ongoing business activities. The Mortgage 
Banking VaR measure includes the Firm’s mortgage pipeline and warehouse loans, MSRs and all related hedges.  

The VaR measure excludes the DVA taken on certain structured liabilities and derivatives to reflect the credit quality of the Firm. It also 
excludes certain activities such as Private Equity and principal investing (e.g., mezzanine financing, tax-oriented investments, etc.), as well as 
structural interest rate risk-management positions, capital management positions, and longer-term investments managed by the CIO. These 
longer-term positions are managed through the Firm’s earnings at risk and other cash flow—monitoring processes rather than by using a VaR 
measure. Principal investing activities and Private Equity positions are managed using stress and scenario analyses.  

2010 and 2009 third-quarter and year-to-date VaR results  

As presented in the table on the previous page, average IB and other VaR totaled $109 million and $99 million, respectively, for the three and 
nine months ended September 30, 2010, compared with $178 million and $226 million for the three and nine months ended September 30, 2009. 
The decrease in average VaR for the three and nine month periods in 2010 was driven by a decline in the impact of market volatility in early 
2009, as well as a reduction in exposures primarily driven by the CIO and IB. Average total IB trading and credit portfolio VaR for the third 
quarter of 2010 was $99 million, compared with $143 million for the same prior-year period. The decrease in IB trading VaR for both periods in 
2010 was driven by a decline in market volatility, as well as a reduction in exposure, primarily in the fixed income risk component. The CIO 
VaR averaged $53 million for the third quarter of 2010, compared with $99 million for the same prior-year period. Mortgage Banking VaR 
averaged $24 million for the current quarter, compared with $49 million for the same prior-year period. Decreases for the three and nine months 
ended September 30, 2010 were again driven by a decline in market volatility.  

The Firm’s average IB and other VaR diversification benefit was $52 million for the three months ended September 30, 2010, compared with 
$82 million in the prior-year period and remained unchanged at 32% of the sum. For the nine months ended September 30, 2010, the Firm’s 
average diversification benefit was $66 million or 40% of the sum, compared with $87 million or 28% of the sum in the prior-year period. The 
Firm experienced a gain in diversification benefit as the markets started to recover and positions changed such that correlations decreased. In 
general, over the course of the year, VaR exposures can vary significantly as positions change, market volatility fluctuates and diversification 
benefits change.  

VaR back-testing  

To evaluate the soundness of its VaR model the Firm conducts daily back-testing of VaR against the Firm’s market risk—related revenue, which 
is defined as: the change in value of principal transactions revenue for IB and the CIO; trading-related net interest income for IB, the CIO and 
Mortgage Banking; IB brokerage commissions, underwriting fees or other revenue; revenue from syndicated lending facilities that the Firm 
intends to distribute; and mortgage fees and related income for the Firm’s mortgage pipeline and warehouse loans, MSRs, and all related hedges. 
The daily firmwide market risk—related revenue excludes gains and losses from DVA and from longer-term corporate investments and Private 
Equity losses.  

The following histogram illustrates the daily market risk—related gains and losses for IB, the CIO and Mortgage Banking positions for the first 
nine months of 2010. The chart shows that the Firm posted market risk—related gains on 187 out of 195 days in this period, with 12 days 
exceeding $200 million. The inset graph looks at those days on which the Firm experienced losses and depicts the amount by which the 95% 
confidence-level VaR exceeded the actual loss on each of those days. During the nine months ended September 30, 2010, losses were sustained 
on eight days, all within the second quarter of 2010, none of which exceeded the VaR measure.  
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The following table provides information about the gross sensitivity of DVA to a one-basis-point increase in JPMorgan Chase’s credit spreads. 
This sensitivity represents the impact from a one-basis-point parallel shift in JPMorgan Chase’s entire credit curve. As credit curves do not 
typically move in a parallel fashion, the sensitivity multiplied by the change in spreads at a single maturity point may not be representative of the 
actual revenue recognized.  

Debit valuation adjustment sensitivity  

Economic-value stress testing  

While VaR reflects the risk of loss due to adverse changes in normal markets, stress testing captures the Firm’s exposure to unlikely but 
plausible events in abnormal markets. The Firm conducts economic-value stress tests using multiple scenarios that assume credit spreads widen 
significantly, equity prices decline and interest rates across the major currencies change significantly. Other scenarios focus on the risks 
predominant in individual business segments and include scenarios that focus on the potential for adverse movements in complex portfolios. 
Scenarios were updated more frequently in 2009 and, in some cases, redefined to reflect the significant market volatility which began in late 
2008. Along with VaR, stress testing is important in measuring and controlling risk; it enhances understanding of the Firm’s risk profile and loss 
potential, as stress losses are monitored against limits. Stress testing is also employed in one-off approvals and cross-business risk measurement, 
as well as an input to economic capital allocation. Stress-test results, trends and explanations based on current market risk positions are reported 
to the Firm’s senior management and to the lines of business to help them better measure and manage risks and to understand event risk-sensitive 
positions.  
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    Change in revenue based upon a 1-basis-point increase 
(in millions)   in JPMorgan Chase credit spread 
  

September 30, 2010      $35   
December 31, 2009      39   
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Earnings-at-risk stress testing  

The VaR and stress-test measures described above illustrate the total economic sensitivity of the Firm’s Consolidated Balance Sheets to changes 
in market variables. The effect of interest-rate exposure on net income for the Firm’s core nontrading business activities is also important. For 
further discussion on the effect of interest rate exposure, see page 123 of JPMorgan Chase’s 2009 Annual Report.  

The Firm conducts simulations of changes in net interest income from its nontrading activities under a variety of interest rate scenarios. 
Earnings-at-risk tests measure the potential change in the Firm’s net interest income, and the corresponding impact to the Firm’s pretax earnings, 
over the following 12 months. These tests highlight exposures to various rate-sensitive factors, such as the rates themselves (e.g., the prime 
lending rate), pricing strategies on deposits, optionality and changes in product mix. The tests include forecasted balance-sheet changes, such as 
asset sales and securitizations, as well as prepayment and reinvestment behavior.  

Immediate changes in interest rates present a limited view of risk, and so a number of alternative scenarios are also reviewed. These scenarios 
include the implied forward curve, nonparallel rate shifts and severe interest rate shocks on selected key rates. These scenarios are intended to 
provide a comprehensive view of JPMorgan Chase’s earnings at risk over a wide range of outcomes. JPMorgan Chase’s 12-month pretax 
earnings sensitivity profiles as of September 30, 2010, and December 31, 2009, were as follows.  

The change in earnings at risk from December 31, 2009, resulted from investment portfolio repositioning, assumed higher levels of deposit 
balances and reduced levels of fixed-rate loans. The Firm’s risk to rising rates was largely the result of widening deposit margins, which are 
currently compressed due to very low short-term interest rates.  

Additionally, under another interest rate scenario used by the Firm – involving a steeper yield curve with long-term rates rising by 100 basis 
points and short-term rates staying at current levels – results in a 12-month pretax earnings benefit of $852 million. The increase in earnings 
under this scenario is due to reinvestment of maturing assets at the higher long-term rates, with funding costs remaining unchanged.  

PRIVATE EQUITY RISK MANAGEMENT  

For a discussion of Private Equity Risk Management, see page 124 of JPMorgan Chase’s 2009 Annual Report. At September 30, 2010, and 
December 31, 2009, the carrying value of the Private Equity portfolio was $9.4 billion and $7.3 billion, respectively, of which $1.2 billion and 
$762 million, respectively, represented securities with publicly available market quotations.  

OPERATIONAL RISK MANAGEMENT  

For a discussion of JPMorgan Chase’s Operational Risk Management, see page 125 of JPMorgan Chase’s 2009 Annual Report.  

REPUTATION AND FIDUCIARY RISK MANAGEMENT  

For a discussion of the Firm’s Reputation and Fiduciary Risk Management, see page 126 of JPMorgan Chase’s 2009 Annual Report.  

SUPERVISION AND REGULATION  

The following discussion should be read in conjunction with the Supervision and Regulation section on pages 1–4 of JPMorgan Chase’s 2009 
Form 10-K. On July 21, 2010, President Obama signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-
Frank Act”) which will make significant structural reforms to the financial services industry. For additional information regarding the Dodd-
Frank Act, please see Part II Other Information, Item 1A Risk Factors on pages 200–201 of this Form 10-Q.  

Dividends  

At September 30, 2010, JPMorgan Chase’s bank subsidiaries could pay, in the aggregate, $8.3 billion in dividends to their respective bank 
holding companies without the prior approval of their relevant banking regulators.  
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    Immediate change in rates 
(in millions)   +200bp   +100bp   -100bp   -200bp 
  

September 30, 2010    $ 1,730     $ 1,260     NM (a)   NM (a) 

December 31, 2009      (1,594 )     (554 )   NM (a)   NM (a) 
  

(a)   Downward 100- and 200-basis-point parallel shocks result in a Fed Funds target rate of zero and negative three- and six-month treasury 
rates. The earnings-at-risk results of such a low-probability scenario are not meaningful. 
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OTHER MATTERS  

Carlson Wagonlit Travel Related-Party Transaction  

In connection with the continued expansion of Card Services’ product offerings, the Firm plans to transfer to CS, in the 2011 first quarter, the 
commercial card business currently included in TSS. Also, in connection with such expansion, One Equity Partners’ (“OEP”) noncontrolling 
investment in Carlson Wagonlit, B.V., a company engaged in the travel services business (the “portfolio investment”), will be transferred from 
OEP to Card Services in the 2010 fourth quarter. Certain Executive Officers and other employees of the Firm have an interest in the portfolio 
company by reason of their participation in a co-invest plan (the “employees’ co-invest plan”) that invests alongside the private equity 
investments made by OEP and, in the case of the OEP investment professionals, because of their carried interests in OEP’s investment vehicles 
as well as their participation in another co-invest plan (the “professionals’ co-invest plan”) that also invests alongside the private equity 
investments made by OEP. It is anticipated that participants in the employees’ and professionals’ co-invest plans will receive cash distributions 
as a result of OEP’s relinquishment of its ownership interest in the portfolio investment, and that OEP investment professionals will have 
amounts allocated to their capital accounts in respect of their carried interests. Those distributions and allocated amounts are based on a 
valuation of the portfolio investment that is higher than the valuation of the portfolio investment recorded on the Firm’s balance sheet at 
September 30, 2010. That is because, while the Firm’s balance sheet valuation does not reflect internal estimates of synergies that Card Services 
expects to derive in the future by integrating the portfolio investment into the Firm’s commercial card business within CS, the valuation upon 
which the distributions and allocations are being made does reflect the internal estimates of such synergies, consistent with the methodology that 
would generally be employed by a third-party purchaser in such a situation.  

Because the $24.2 million cash distribution to be made to the employees’ co-invest plan will include an aggregate amount of approximately 
$2.5 million to be paid to certain of the Firm’s Executive Officers, approval of the transfer of the portfolio investment from OEP to Card 
Services was effected pursuant to the Firm’s “Related Party Transactions Policy.” That policy applies to any Firm transaction in which a 
director, executive officer, 5% shareholder or immediate family member thereof has a direct or indirect material interest and the aggregate 
amount involved will or may be expected to exceed $120,000 in any fiscal year. Accordingly, the terms of the transfer (including all of the cash 
distributions and allocations described above) were first reviewed by the Firm’s CEO, CFO, General Counsel, and the CEO of Card Services, 
none of whom participate in either co-invest plan or receive carried interest, and each of whom recommended approval of the transfer by the 
Audit Committee of the Firm’s Board of Directors. The Audit Committee also received a valuation letter from the Firm’s IB, indicating the 
reasonableness of the valuation of the portfolio company on which the distributions were determined. The Audit Committee has approved the 
transfer.  
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CRITICAL ACCOUNTING ESTIMATES USED BY THE FIRM  

JPMorgan Chase’s accounting policies and use of estimates are integral to understanding its reported results. The Firm’s most complex 
accounting estimates require management’s judgment to ascertain the value of assets and liabilities. The Firm has established detailed policies 
and control procedures intended to ensure that valuation methods, including any judgments made as part of such methods, are well-controlled, 
independently reviewed and applied consistently from period to period. In addition, the policies and procedures are intended to ensure that the 
process for changing methodologies occurs in an appropriate manner. The Firm believes its estimates for determining the value of its assets and 
liabilities are appropriate. The following is a brief description of the Firm’s critical accounting estimates involving significant valuation 
judgments.  

Allowance for credit losses  

JPMorgan Chase’s allowance for credit losses covers the retained wholesale and consumer loan portfolios, as well as the Firm’s portfolio of 
lending-related commitments. The allowance for loan losses is intended to adjust the value of the Firm’s loan assets to reflect probable credit 
losses as of the balance sheet date. For a further discussion of the methodologies used in establishing the Firm’s allowance for credit losses, see 
Note 14 on pages 196–198 of JPMorgan Chase’s 2009 Annual Report. The methodology for calculating the allowance for loan losses and the 
allowance for lending-related commitments involves significant judgment. For a further description of these judgments, see Allowance for Credit 
Losses on pages 127–128 of JPMorgan Chase’s 2009 Annual Report; for amounts recorded as of September 30, 2010 and 2009, see Allowance 
for Credit Losses on pages 95–98 and Note 14 on pages 154–155 of this Form 10-Q.  

As noted on page 127 of JPMorgan Chase’s 2009 Annual Report, many factors can affect estimates of loss, including volatility of loss given 
default, probability of default and rating migrations. The Firm uses a risk-rating system to determine the credit quality of its wholesale loans. The 
Firm’s wholesale allowance is sensitive to the risk rating assigned to a loan. As of September 30, 2010, assuming a one-notch downgrade in the 
Firm’s internal risk ratings for its entire wholesale portfolio, the allowance for loan losses for the wholesale portfolio would increase by 
approximately $1.2 billion. This sensitivity analysis is hypothetical and intended to provide an indication of the impact of risk ratings on the 
estimate of the allowance for loan losses for wholesale loans. In the Firm’s view, the likelihood of a one-notch downgrade for all wholesale loans 
within a short timeframe is remote, and it is not intended to imply management’s expectation of future deterioration in risk ratings. Given the 
process the Firm follows in determining the risk ratings of its loans, management believes the risk ratings currently assigned to wholesale loans 
are appropriate.  

The allowance for credit losses for the consumer portfolio is sensitive to changes in the economic environment, delinquency status, the realizable 
value of collateral, FICO scores, borrower behavior and other risk factors. The credit performance of the consumer portfolio across the entire 
consumer credit product spectrum appears to have stabilized but remains under stress, as high unemployment and weak overall economic 
conditions continue to result in a high level of delinquencies, while continued weak housing prices continue to result in elevated loss severities. 
Significant judgment is required to estimate the ultimate duration and severity of the current economic downturn, as well as its impact on 
housing prices and the labor market. While the allowance for credit losses is highly sensitive to both home prices and unemployment rates, in the 
current market it is difficult to estimate how potential changes in one or both of these factors might impact the allowance for credit losses. For 
example, while both factors are important determinants of overall allowance levels, changes in one factor or the other may not occur at the same 
rate, or improvement in one factor may offset deterioration in the other. In addition, changes in these factors would not necessarily be consistent 
across geographies or product types. Finally, it is difficult to predict the extent to which changes in both or either of these factors would 
ultimately impact the frequency or severity of losses, and overall loss rates are a function of both the frequency and severity of individual loan 
losses.  

Fair value of financial instruments, MSRs and commodities inventory  

JPMorgan Chase carries a portion of its assets and liabilities at fair value. The majority of such assets and liabilities are measured at fair value on 
a recurring basis. Certain assets and liabilities are measured at fair value on a nonrecurring basis, including loans accounted for at the lower of 
cost or fair value that are only subject to fair value adjustments under certain circumstances.  
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Assets measured at fair value  

The following table includes the Firm’s assets measured at fair value and the portion of such assets that are classified within level 3 of the 
valuation hierarchy.  

Valuation  

For instruments classified within level 3 of the hierarchy, judgments used to estimate fair value may be significant. In arriving at an estimate of 
fair value for an instrument within level 3, management must first determine the appropriate model to use. Second, due to the lack of 
observability of significant inputs, management must assess all relevant empirical data in deriving valuation inputs – including, but not limited 
to, yield curves, interest rates, volatilities, equity or debt prices, foreign exchange rates and credit curves. In addition to market information, 
models also incorporate transaction details, such as maturity. Finally, management judgment must be applied to assess the appropriate level of 
valuation adjustments to reflect counterparty credit quality, the Firm’s creditworthiness, constraints on liquidity and unobservable parameters, 
where relevant. The judgments made are typically affected by the type of product and its specific contractual terms, as well as the level of 
liquidity for the product or within the market as a whole. For further discussion of changes in level 3 assets, see Note 3 on pages 114–128 of this 
Form 10-Q.  

Imprecision in estimating unobservable market inputs can affect the amount of revenue or loss recorded for a particular position. Furthermore, 
while the Firm believes its valuation methods are appropriate and consistent with those of other market participants, the use of different 
methodologies or assumptions to determine the fair value of certain financial instruments could result in a different estimate of fair value at the 
reporting date. For a detailed discussion of the determination of fair value for individual financial instruments, see Note 3 on pages 148–152 of 
JPMorgan Chase’s 2009 Annual Report. In addition, for a further discussion of the significant judgments and estimates involved in the 
determination of the Firm’s mortgage-related exposures, see “Mortgage-related exposures carried at fair value” in Note 3 on pages 161–162 of 
JPMorgan Chase’s 2009 Annual Report.  

Purchased credit-impaired loans  

In connection with the Washington Mutual transaction, JPMorgan Chase acquired certain loans with evidence of deterioration of credit quality 
since origination and for which it was probable, at acquisition, that the Firm would be unable to collect all contractually required payments 
receivable. These PCI loans are accounted for on a pool basis, and the pools are considered to be performing. At the time of the acquisition, these 
loans were recorded at fair value, including an estimate of losses that were expected to be incurred over the estimated remaining lives of the loan 
pools. Many of the  

                                  
    September 30, 2010   December 31, 2009 
    Total at           Total at     
(in billions)   fair value   Level 3 total   fair value   Level 3 total 
  

Trading debt and equity instruments (a)    $ 378.2     $ 36.3     $ 330.9     $ 35.2   
Derivative receivables — gross      1,990.7       43.8       1,565.5       46.7   
Netting adjustment      (1,893.4 )     —      (1,485.3 )     —  
  

Derivative receivables — net      97.3       43.8 (d)     80.2       46.7 (d) 

AFS securities      340.1       14.5       360.4       13.2   
Loans      1.7       1.2       1.4       1.0   
MSRs      10.3       10.3       15.5       15.5   
Private equity investments      9.4       8.2       7.3       6.6   
Other (b)      46.7       4.4       44.4       9.5   
  

Total assets measured at fair value on a recurring basis      883.7       118.7       840.1       127.7   
Total assets measured at fair value on a nonrecurring basis (c)      5.5       1.9       8.2       2.7   
  

Total assets measured at fair value    $ 889.2     $ 120.6 (e)   $ 848.3     $ 130.4 (e) 

Total Firm assets    $ 2,141.6             $ 2,032.0           
  

Level 3 assets as a percentage of total Firm assets              6 %             6 % 
Level 3 assets as a percentage of total Firm assets at fair value              14               15   
  

(a)   Includes physical commodities generally carried at the lower of cost or fair value. 
  

(b)   Includes certain securities purchased under resale agreements, securities borrowed, assets within accrued interest and other investments. 
  

(c)   Predominantly includes mortgage, home equity and other loans, where the carrying value is based on the fair value of the underlying 
collateral, and on leveraged lending loans carried on the Consolidated Balance Sheets at the lower of cost or fair value. 

  

(d)   Derivative receivable and derivative payable balances, and the related cash collateral received and paid, are presented net on the 
Consolidated Balance Sheets where there is a legally enforceable master netting agreement in place with counterparties. For purposes of 
the table above, the Firm does not reduce derivative receivable balances for netting adjustments, as such an adjustment is not relevant to a 
presentation that is based on the transparency of inputs to the valuation. Therefore, the derivative balances reported in the fair value 
hierarchy levels are gross of any counterparty netting adjustments. However, if the Firm were to net such balances within level 3, the 
reduction in the level 3 derivative receivable and payable balances would be $17.9 billion and $16.0 billion at September 30, 2010, and 
December 31, 2009, respectively, exclusive of the netting benefit associated with cash collateral, which would further reduce the level 3 
balances. 

  

(e)   Included in the table above at September 30, 2010, and December 31, 2009, are $76.5 billion and $80.0 billion, respectively, of level 3 
assets, consisting of recurring and nonrecurring assets carried by IB. 
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assumptions and estimates underlying the estimation of the initial fair value and the ongoing updates to management’s expectation of future cash 
flows are both significant and subjective, particularly considering the current economic environment. The level of future home price declines, the 
duration and severity of the current economic downturn, the impact of various government programs and actions, uncertainties about borrower 
behavior, and the lack of market liquidity and transparency are factors that have influenced, and may continue to affect, these assumptions and 
estimates.  

In accounting for these loans on an ongoing basis, probable decreases in expected loan principal cash flows would trigger the recognition of 
impairment through the provision for loan losses, while probable and significant increases in expected cash flows (e.g., decreased principal credit 
losses, the net benefit of modifications) would first reverse any previously recorded allowance for loan losses with any remaining increases 
recognized prospectively as a yield adjustment over the remaining estimated lives of the underlying loans. The impact of (i) prepayments, 
(ii) changes in variable interest rates and (iii) any other changes in the timing of expected cash flows would be recognized prospectively as yield 
adjustments. The process to determine which changes in cash flows trigger the recognition of impairment, and which changes in cash flows 
should be recognized as yield adjustments, requires the application of judgment. As of September 30, 2010, a 1% decrease in expected future 
principal cash payments for the entire portfolio of PCI loans would result in the recognition of an allowance for loan losses for these loans of 
approximately $710 million. For additional information on PCI loans, including the significant assumptions, estimates and judgment involved, 
see PCI loans on pages 129–130 of JPMorgan Chase’s 2009 Annual Report and Note 13 on pages 149–154 of this Form 10-Q.  

Goodwill impairment  

Management applies significant judgment when testing goodwill for impairment. For a description of the significant valuation judgments 
associated with goodwill impairment, see Goodwill impairment on page 130 of JPMorgan Chase’s 2009 Annual Report.  

During the nine months ended September 30, 2010, the Firm updated the discounted cash flow valuations of certain consumer lending businesses 
in RFS and CS, which continue to have elevated risk for goodwill impairment due to their exposure to U.S. consumer credit risk and the effects 
of regulatory and legislative changes. The assumptions used in the valuation of these businesses include a) estimates of future cash flows for the 
business (which are dependent on portfolio outstanding balances, net interest margin, operating expense, credit losses and the amount of capital 
necessary given the risk of business activities and to meet regulatory capital requirements), and b) the cost of equity used to discount those cash 
flows to a present value. Each of these factors require significant judgment and the assumptions used are based on management’s best and most 
current projections, including the anticipated effects of regulatory and legislative changes, (including the CARD Act) derived from the Firm’s 
business forecasting process reviewed with senior management. These projections are consistent with the short-term assumptions discussed in 
the Business Outlook on pages 9–10 of this Form 10-Q, and, in the longer term, incorporate a set of macroeconomic assumptions (for example, 
allowing for relatively high but gradually declining unemployment rates for the next few years) and the Firm’s best estimates of long-term 
growth of its businesses. Where possible, the Firm uses third-party and peer data to benchmark its assumptions and estimates.  

In addition, for its other businesses, the Firm reviewed current conditions (including the estimated effects of regulatory and legislative changes, 
such as the Dodd-Frank Act and limitations on non-sufficient funds and overdraft fees) and prior projections of business performance. Based 
upon the updated valuations for its consumer lending businesses and reviews of its other businesses, the Firm concluded that goodwill allocated 
to all of its reporting units was not impaired during 2010. However, the fair value of the credit card lending business within CS and a consumer 
lending business within RFS exceeded their carrying values by narrow margins at September 30, June 30, and March 31, 2010, ranging from 3–
21%. Deterioration in economic market conditions, increased estimates of the effects of recent regulatory or legislative changes, or additional 
regulatory or legislative changes may result in declines in projected business performance beyond management’s current expectations. For 
example, in CS, such declines could result from deterioration in economic conditions such as increased unemployment claims or bankruptcy 
filings that result in increased credit losses, changes in customer behavior that cause decreased account activity or receivable balances, or 
unanticipated effects of regulatory or legislative changes. In RFS, such declines could result from deterioration in economic conditions that result 
in increased credit losses, including decreases in home prices beyond management expectations.  

Such declines in business performance, or increases in the estimated cost of equity, could cause the estimated fair values of the Firm’s reporting 
units or their associated goodwill to decline, which may result in a material impairment charge to earnings in a future period related to some 
portion of the associated goodwill.  

For additional information on goodwill, see Note 16 on pages 167–170 of this Form 10-Q.  

Income taxes  

For a description of the significant assumptions, judgments and interpretations associated with the accounting for income taxes, see Income taxes 
on page 131 of JPMorgan Chase’s 2009 Annual Report.  
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ACCOUNTING AND REPORTING DEVELOPMENTS  

Accounting for transfers of financial assets and consolidation of variable interest entities  

Effective January 1, 2010, the Firm implemented new accounting guidance that amends the accounting for the transfers of financial assets and 
the consolidation of VIEs. Upon adoption of the new guidance, the Firm consolidated its Firm-sponsored credit card securitization trusts, Firm-
administered multi-seller conduits and certain mortgage and other consumer loan securitization entities. The Financial Accounting Standards 
Board (“FASB”) deferred the requirements of the new consolidation guidance for VIEs for certain investment funds, including mutual funds, 
private equity funds and hedge funds, until the FASB and the International Accounting Standards Board (“IASB”) complete a joint consolidation 
project that would provide consistent accounting guidance for these funds. For additional information about the impact of the adoption of the 
new consolidation guidance on January 1, 2010, see Note 15 on pages 155–167 of this Form 10-Q.  

Fair value measurements and disclosures  

In January 2010, the FASB issued guidance that requires new disclosures, and clarifies existing disclosure requirements, about fair value 
measurements. The clarifications and the requirement to separately disclose transfers of instruments between level 1 and level 2 of the fair value 
hierarchy are effective for interim reporting periods beginning after December 15, 2009; the Firm adopted this guidance in the first quarter of 
2010. For additional information about the impact of the adoption of the new fair value measurements guidance, see Note 3 on pages 114–128 of 
this Form 10-Q. In addition, a new requirement to provide purchases, sales, issuances and settlements in the level 3 rollforward on a gross basis 
is effective for fiscal years beginning after December 15, 2010. Early adoption of the guidance is permitted.  

Subsequent events  

In May 2009, the FASB issued guidance that established general standards of accounting for and disclosure of events that occur after the balance 
sheet date but before financial statements are issued or are available to be issued. The guidance was effective for interim or annual financial 
periods ending after June 15, 2009. In February 2010, the FASB amended the guidance by eliminating the requirement for SEC filers to disclose 
the date through which it evaluated subsequent events. The Firm adopted the amended guidance in the first quarter of 2010. The application of 
the guidance had no effect on the Firm’s Consolidated Balance Sheets or results of operations.  

Accounting for certain embedded credit derivatives  

In March 2010, the FASB issued guidance clarifying the circumstances in which a credit derivative embedded in beneficial interests in 
securitized financial assets is required to be separately accounted for as a derivative instrument. The guidance is effective for the first fiscal 
quarter beginning after June 15, 2010, with early adoption permitted. Upon adoption, the new guidance permits the election of the fair value 
option for beneficial interests in securitized financial assets. The Firm adopted the new guidance prospectively, effective July 1, 2010. The 
adoption of the guidance did not have a material impact on the Firm’s Consolidated Balance Sheets or results of operations. For additional 
information about the impact of the adoption of the new guidance, see Note 5 on pages 132–140 on this Form 10-Q.  

Accounting for modifications of purchased credit-impaired loans that are part of a pool  

In April 2010, the FASB issued guidance that amends the accounting for modifications of PCI loans accounted for within a pool. The guidance 
clarifies that modified PCI loans should not be removed from a pool even if the modification would otherwise be considered a TDR. 
Additionally, the guidance clarifies that the impact of modifications should be included in evaluating whether a pool of loans is impaired. The 
guidance was effective for the Firm beginning in the third quarter of 2010, and is to be applied prospectively. The guidance is consistent with the 
Firm’s previously existing accounting practice and, therefore, had no impact on the Firm’s Consolidated Balance Sheets or results of operations.  

Disclosures about the credit quality of financing receivables and the allowance for credit losses  

In July 2010, the FASB issued guidance that will require enhanced disclosures surrounding the credit characteristics of the Firm’s loan portfolio. 
Under the new guidance, the Firm will be required to disclose its accounting policies, the methods it uses to determine the components of the 
allowance for credit losses, and qualitative and quantitative information about the credit risk inherent in the loan portfolio, including additional 
information on certain types of loan modifications. For the Firm, the new disclosures are effective for the 2010 Annual Report. The new 
disclosures on the rollforward of the allowance for credit losses and the new disclosures about troubled-debt modifications are effective for the 
first quarter 2011 Form 10-Q. The adoption of this guidance will only affect JPMorgan Chase’s disclosures of financing receivables and not its 
Consolidated Balance Sheets or results of operations.  
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    Three months ended September 30,      Nine months ended September 30,   
(in millions, except per share data)   2010     2009     2010     2009   
  

Revenue                                  
Investment banking fees    $ 1,476     $ 1,679     $ 4,358     $ 5,171   
Principal transactions      2,341       3,860       8,979       8,958   
Lending-and deposit-related fees      1,563       1,826       4,795       5,280   
Asset management, administration and commissions      3,188       3,158       9,802       9,179   
Securities gains (a)      102       184       1,712       729   
Mortgage fees and related income      707       843       2,253       3,228   
Credit card income      1,477       1,710       4,333       5,266   
Other income      468       625       1,465       685   
  

Noninterest revenue      11,322       13,885       37,697       38,496   
  

Interest income      15,606       16,260       48,170       50,735   
Interest expense      3,104       3,523       9,271       11,961   
  

Net interest income      12,502       12,737       38,899       38,774   
  

Total net revenue      23,824       26,622       76,596       77,270   
                                   
Provision for credit losses      3,223       8,104       13,596       24,731   
                                   
Noninterest expense                                  
Compensation expense      6,661       7,311       21,553       21,816   
Occupancy expense      884       923       2,636       2,722   
Technology, communications and equipment expense      1,184       1,140       3,486       3,442   
Professional and outside services      1,718       1,517       4,978       4,550   
Marketing      651       440       1,862       1,241   
Other expense      3,082       1,767       9,942       5,332   
Amortization of intangibles      218       254       696       794   
Merger costs      —      103       —      451   
  

Total noninterest expense      14,398       13,455       45,153       40,348   
  

Income before income tax expense and extraordinary gain      6,203       5,063       17,847       12,191   
Income tax expense      1,785       1,551       5,308       3,817   
  

Income before extraordinary gain      4,418       3,512       12,539       8,374   
Extraordinary gain      —      76       —      76   
  

Net income    $ 4,418     $ 3,588     $ 12,539     $ 8,450   
  

Net income applicable to common stockholders    $ 4,019     $ 3,240     $ 11,353     $ 5,825   
  

    
Per common share data                                  
Basic earnings per share                                  
Income before extraordinary gain    $ 1.02     $ 0.80     $ 2.86     $ 1.50   
Net income      1.02       0.82       2.86       1.52   
Diluted earnings per share                                  
Income before extraordinary gain      1.01       0.80       2.84       1.50   
Net income      1.01       0.82       2.84       1.51   
Weighted-average basic shares      3,954.3       3,937.9       3,969.4       3,835.0 
Weighted-average diluted shares      3,971.9       3,962.0       3,990.7       3,848.3 
Cash dividends declared per common share    $ 0.05     $ 0.05     $ 0.15     $ 0.15   
  

  

(a)   The following other-than-temporary impairment losses are included in securities gains for the periods presented. 
  
    Three months ended September 30,      Nine months ended September 30,   
    2010     2009     2010     2009   
  

Total losses    $ —    $ —    $ (94 )   $ (880 ) 
Losses recorded in/(reclassified from) other comprehensive income      —      (18 )     (6 )     678   
  

Total credit losses recognized in income    $ —    $ (18 )   $ (100 )   $ (202 ) 
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    September 30,     December 31,   
(in millions, except share data)   2010     2009   
  

Assets                  
Cash and due from banks    $ 23,960     $ 26,206   
Deposits with banks      31,077       63,230   
Federal funds sold and securities purchased under resale agreements (included $23,784 and $20,536 at fair 

value at September 30, 2010, and December 31, 2009, respectively)      235,390       195,404   
Securities borrowed (included $11,509 and $7,032 at fair value at September 30, 2010, and December 31, 

2009, respectively)      127,365       119,630   
Trading assets (included assets pledged of $60,774 and $38,315 at September 30, 2010, and December 31, 

2009, respectively)      475,515       411,128   
Securities (included $340,149 and $360,365 at fair value at September 30, 2010, and December 31, 2009, 

respectively, and assets pledged of $118,349 and $140,631 at September 30, 2010, and December 31, 
2009, respectively)      340,168       360,390   

Loans (included $1,714 and $1,364 at fair value at September 30, 2010, and December 31, 2009, 
respectively)      690,531       633,458   

Allowance for loan losses      (34,161 )     (31,602 ) 
  

Loans, net of allowance for loan losses      656,370       601,856   
Accrued interest and accounts receivable (included zero and $5,012 at fair value at September 30, 2010, and 

December 31, 2009, respectively)      63,224       67,427   
Premises and equipment      11,316       11,118   
Goodwill      48,736       48,357   
Mortgage servicing rights      10,305       15,531   
Other intangible assets      3,982       4,621   
Other assets (included $20,721 and $19,165 at fair value at September 30, 2010, and December 31, 2009, 

respectively, and assets pledged of $1,590 and $1,762 at September 30, 2010, and December 31, 2009, 
respectively)      114,187       107,091   

  

Total assets (a)    $ 2,141,595     $ 2,031,989   
  

Liabilities                  
Deposits (included $4,788 and $4,455 at fair value at September 30, 2010, and December 31, 2009, 

respectively)    $ 903,138     $ 938,367   
Federal funds purchased and securities loaned or sold under repurchase agreements (included $6,200 and 

$3,396 at fair value at September 30, 2010, and December 31, 2009, respectively)      314,161       261,413   
Commercial paper      38,611       41,794   
Other borrowed funds (included $10,447 and $5,637 at fair value at September 30, 2010, and December 31, 

2009, respectively)      51,642       55,740   
Trading liabilities      157,821       125,071   
Accounts payable and other liabilities (included the allowance for lending-related commitments of $873 and 

$939 at September 30, 2010, and December 31, 2009, respectively, and $341 and $357 at fair value at 
September 30, 2010, and December 31, 2009, respectively)      169,365       162,696   

Beneficial interests issued by consolidated variable interest entities (included $2,383 and $1,410 at fair value 
at September 30, 2010, and December 31, 2009, respectively)      77,438       15,225   

Long-term debt (included $41,854 and $48,972 at fair value at September 30, 2010, and December 31, 2009, 
respectively)      255,589       266,318   

  

Total liabilities (a)      1,967,765       1,866,624   
  

Commitments and contingencies (see Note 21 of this Form 10-Q)                  
Stockholders’  equity                  
Preferred stock ($1 par value; authorized 200,000,000 shares at September 30, 2010, and December 31, 

2009; issued 780,000 and 2,538,107 shares at September 30, 2010, and December 31, 2009, respectively)      7,800       8,152   
Common stock ($1 par value; authorized 9,000,000,000 shares at September 30, 2010, and December 31, 

2009; issued 4,104,933,895 shares at September 30, 2010, and December 31, 2009)      4,105       4,105   
Capital surplus      96,938       97,982   
Retained earnings      69,531       62,481   
Accumulated other comprehensive income/(loss)      3,096       (91 ) 
Shares held in RSU Trust, at cost (1,526,023 and 1,526,944 shares at September 30, 2010, and December 31, 

2009, respectively)      (68 )     (68 ) 
Treasury stock, at cost (179,085,651 and 162,974,783 shares at September 30, 2010, and December 31, 

2009, respectively)      (7,572 )     (7,196 ) 
  

Total stockholders’  equity      173,830       165,365   
  

Total liabilities and stockholders’  equity    $ 2,141,595     $ 2,031,989   
  

(a)   The following table presents information on assets and liabilities related to VIEs that are consolidated by the Firm at September 30, 2010, 
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and December 31, 2009. The difference between total VIE assets and liabilities represents the Firm’s interests in those entities, which were 
eliminated in consolidation. 

                  
  

Assets                  
Trading assets    $ 8,038     $ 6,347   
Loans      100,939       13,004   
All other assets      3,910       5,043   
  

Total assets    $ 112,887     $ 24,394   
  

Liabilities                  
Beneficial interests issued by consolidated variable interest entities    $ 77,438     $ 15,225   
All other liabilities      2,431       2,197   
  

Total liabilities    $ 79,869     $ 17,422   
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    Nine months ended September 30,   
(in millions, except per-share data)   2010     2009   
  

Preferred stock                  
Balance at January 1    $ 8,152     $ 31,939   
Accretion of preferred stock discount on issuance to the U.S. Treasury      —      1,213   
Redemption of preferred stock issued to the U.S. Treasury      —      (25,000 ) 
Redemption of other preferred stock      (352 )     —  
  

Balance at September 30      7,800       8,152   
  

Common stock                  
Balance at January 1      4,105       3,942   
Issuance of common stock      —      163   
  

Balance at September 30      4,105       4,105   
  

Capital surplus                  
Balance at January 1      97,982       92,143   
Issuance of common stock      —      5,593   
Shares issued and commitments to issue common stock for employee stock-based compensation awards, and 

related tax effects      229       48   
Other      (1,273 )     (220 ) 
  

Balance at September 30      96,938       97,564   
  

Retained earnings                  
Balance at January 1      62,481       54,013   
Cumulative effect of changes in accounting principles      (4,376 )     —  
Net income      12,539       8,450   
Dividend declared:                  

Preferred stock      (485 )     (1,166 ) 
Accelerated amortization from redemption of preferred stock issued to the U.S. Treasury      —      (1,112 ) 
Common stock ($0.15 per share in each period)      (628 )     (612 ) 

  

Balance at September 30      69,531       59,573   
  

Accumulated other comprehensive income/(loss)                  
Balance at January 1      (91 )     (5,687 ) 
Cumulative effect of changes in accounting principles      (144 )     —  
Other comprehensive income      3,331       5,970   
  

Balance at September 30      3,096       283   
  

Shares held in RSU Trust                  
Balance at January 1      (68 )     (217 ) 
Reissuance from RSU Trust      —      131   
  

Balance at September 30      (68 )     (86 ) 
  

Treasury stock, at cost                  
Balance at January 1      (7,196 )     (9,249 ) 
Purchase of treasury stock      (2,312 )     —  
Reissuance from treasury stock      1,936       1,930   
Share repurchases related to employee stock-based compensation awards      —      (19 ) 
  

Balance at September 30      (7,572 )     (7,338 ) 
  

Total stockholders’  equity    $ 173,830     $ 162,253   
  

Comprehensive income                  
Net income    $ 12,539     $ 8,450   
Other comprehensive income      3,331       5,970   
  

Comprehensive income    $ 15,870     $ 14,420   
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    Nine months ended September 30,   
(in millions)   2010     2009   
  

Operating activities                  
Net income    $ 12,539     $ 8,450   
Adjustments to reconcile net income to net cash provided by (used in) operating activities:                  

Provision for credit losses      13,596       24,731   
Depreciation and amortization      2,981       1,952   
Amortization of intangibles      696       794   
Deferred tax benefit      (1,768 )     (2,254 ) 
Investment securities gains      (1,712 )     (729 ) 
Stock-based compensation      2,527       2,435   

Originations and purchases of loans held-for-sale      (20,986 )     (14,055 ) 
Proceeds from sales, securitizations and paydowns of loans held-for-sale      25,412       23,082   
Net change in:                  

Trading assets      (70,546 )     115,081   
Securities borrowed      (7,691 )     (3,978 ) 
Accrued interest and accounts receivable      7,350       1,141   
Other assets      (28,915 )     26,985   
Trading liabilities      49,254       (59,431 ) 
Accounts payable and other liabilities      3,385       (20,521 ) 

Other operating adjustments      8,232       7,201   
  

Net cash (used in) provided by operating activities      (5,646 )     110,884   
  

Investing activities                  
Net change in:                  

Deposits with banks      32,219       78,436   
Federal funds sold and securities purchased under resale agreements      (39,427 )     31,698   

Held-to-maturity securities:                  
Proceeds      6       7   

Available-for-sale securities:                  
Proceeds from maturities      71,848       64,985   
Proceeds from sales      85,796       85,132   
Purchases      (146,268 )     (305,648 ) 

Proceeds from sales and securitizations of loans held-for-investment      7,421       28,620   
Other changes in loans, net      12,513       43,744   
Net cash (used) received in business acquisitions or dispositions      (4,646 )     60   
Net maturities of asset-backed commercial paper guaranteed by the FRBB      —      11,228   
All other investing activities, net      1,259       (667 ) 
  

Net cash provided by investing activities      20,721       37,595   
  

Financing activities                  
Net change in:                  

Deposits      (20,215 )     (172,478 ) 
Federal funds purchased and securities loaned or sold under repurchase agreements      52,645       116,550   
Commercial paper and other borrowed funds      (9,135 )     (69,361 ) 
Beneficial interests issued by consolidated variable interest entities      (24,434 )     (5,357 ) 

Proceeds from long-term debt and trust preferred capital debt securities      27,033       42,724   
Payments of long-term debt and trust preferred capital debt securities      (39,557 )     (43,749 ) 
Excess tax benefits related to stock-based compensation      23       8   
Redemption of preferred stock issued to the U.S. Treasury      —      (25,000 ) 
Redemption of other preferred stock      (352 )     —  
Proceeds from issuance of common stock      —      5,756   
Treasury stock purchased      (2,312 )     —  
Dividends paid      (1,002 )     (2,933 ) 
All other financing activities, net      (484 )     (718 ) 
  

Net cash used in financing activities      (17,790 )     (154,558 ) 
  

Effect of exchange rate changes on cash and due from banks      469       252   
  

Net decrease in cash and due from banks      (2,246 )     (5,827 ) 
Cash and due from banks at the beginning of the year      26,206       26,895   
  

Cash and due from banks at the end of the period    $ 23,960     $ 21,068   
  

Cash interest paid    $ 8,973     $ 11,755   
Cash income taxes paid      8,406       4,111   
  

Note:   Effective January 1, 2010, the Firm adopted new guidance that amended the accounting for the transfer of financial assets and the 
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consolidation of VIEs. Upon adoption of the new guidance, the Firm consolidated noncash assets and liabilities of $87.7 billion and 
$92.2 billion, respectively. 
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See Glossary of Terms on pages 185-188 of this Form 10-Q for definitions of terms used throughout the Notes to Consolidated Financial 
Statements.  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudit ed)  

NOTE 1 — BASIS OF PRESENTATION  

JPMorgan Chase & Co. (“JPMorgan Chase” or the “Firm”), a financial holding company incorporated under Delaware law in 1968, is a leading 
global financial services firm and one of the largest banking institutions in the United States of America (“U.S.”), with operations worldwide. 
The Firm is a leader in investment banking, financial services for consumers and businesses, financial transaction processing and asset 
management. For a discussion of the Firm’s business-segment information, see Note 23 on pages 178-182 of this Form 10-Q.  

The accounting and financial reporting policies of JPMorgan Chase and its subsidiaries conform to accounting principles generally accepted in 
the United States of America (“U.S. GAAP”). Additionally, where applicable, the policies conform to the accounting and reporting guidelines 
prescribed by bank regulatory authorities. The unaudited consolidated financial statements prepared in conformity with U.S. GAAP require 
management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue and expense, and the disclosures 
of contingent assets and liabilities. Actual results could be different from these estimates. In the opinion of management, all normal recurring 
adjustments have been included for a fair statement of this interim financial information. These unaudited consolidated financial statements 
should be read in conjunction with the audited consolidated financial statements, and related notes thereto, included in JPMorgan Chase’s 
Annual Report on Form 10-K for the year ended December 31, 2009, as filed with the U.S. Securities and Exchange Commission (the “2009 
Annual Report”).  

Certain amounts in prior periods have been reclassified to conform to the current presentation.  

Consolidation  

The Consolidated Financial Statements include the accounts of JPMorgan Chase and other entities in which the Firm has a controlling financial 
interest. All material intercompany balances and transactions have been eliminated. The Firm determines whether it has a controlling financial 
interest in an entity by first evaluating whether the entity is a voting interest entity or a variable interest entity (“VIE”).  

Voting interest entities  

Voting interest entities are entities that have sufficient equity and provide the equity investors voting rights that enable them to make significant 
decisions relating to the entity’s operations. For these types of entities, the Firm’s determination of whether it has a controlling interest is 
primarily based on the amount of voting equity interests held. Entities in which the Firm has a controlling financial interest, through ownership 
of the majority of the entities’ voting equity interests, or through other contractual rights that give the Firm control, are consolidated by the Firm. 

Investments in companies that are considered to be voting interest entities in which the Firm has significant influence over operating and 
financing decisions (but does not own a majority of the voting equity interests) are accounted for (i) in accordance with the equity method of 
accounting (which requires the Firm to recognize its proportionate share of the entity’s net earnings), or (ii) at fair value, if the fair value option 
was elected at the inception of the Firm’s investment. These investments are generally included in other assets, with income or loss included in 
other income.  

Firm-sponsored asset management funds are generally structured as limited partnerships or limited liability companies and are typically 
considered voting interest entities. For the significant majority of these entities, for which the Firm is the general partner or managing member of 
the limited partnership or limited liability company (“LLC”), the non-affiliated partners or members have the substantive ability to remove the 
Firm as the general partner or managing member without cause (i.e., kick-out rights), based on a simple unaffiliated majority vote, or the non-
affiliated partners or members have substantive participating rights. Accordingly, the Firm does not consolidate these funds. In limited cases 
where the non-affiliated partners or members do not have substantive kick-out or participating rights, the Firm consolidates the underlying funds. 

The Firm’s investment companies make investments in both public and private entities, including investments in buyouts, growth equity and 
venture opportunities. These investments are accounted for under investment company guidelines and accordingly, irrespective of the percentage 
of equity ownership interests held, are carried on the Consolidated Balance Sheets at fair value, and are recorded in Other Assets.  
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Variable interest entities  

VIEs are entities that, by design, either (1) lack sufficient equity to permit the entity to finance its activities without additional subordinated 
financial support from other parties, or (2) have equity investors that do not have the ability to make significant decisions relating to the entity’s 
operations through voting rights, or do not have the obligation to absorb the expected losses, or do not have the right to receive the residual 
returns of the entity.  

The most common type of VIE is a special-purpose entity (“SPE”). SPEs are commonly used in securitization transactions in order to isolate 
certain assets and distribute the cash flows from those assets to investors. SPEs are an important part of the financial markets, including the 
mortgage- and asset-backed securities and commercial paper markets, as they provide market liquidity by facilitating investors’ access to 
specific portfolios of assets and risks. SPEs may be organized as trusts, partnerships or corporations and are typically established for a single, 
discrete purpose. SPEs are not typically operating entities and usually have a limited life and no employees. The basic SPE structure involves a 
company selling assets to the SPE; the SPE funds the purchase of those assets by issuing securities to investors. The legal documents that govern 
the transaction specify how the cash earned on the assets must be allocated to the SPE’s investors and other parties that have rights to those cash 
flows. SPEs are generally structured to insulate investors from claims on the SPE’s assets by creditors of other entities, including the creditors of 
the seller of the assets.  

On January 1, 2010, the Firm implemented new consolidation accounting guidance related to VIEs. The new guidance eliminates the concept of 
qualified special purpose entities (“QSPEs”) that were previously exempt from consolidation and introduces a new framework for determining 
the primary beneficiary of a VIE. The primary beneficiary of a VIE is required to consolidate the assets and liabilities of the VIE. Under the new 
guidance, the primary beneficiary is the party that has both (1) the power to direct the activities of an entity that most significantly impact the 
VIE’s economic performance; and (2) through its interests in the VIE, the obligation to absorb losses or the right to receive benefits from the 
VIE that could potentially be significant to the VIE.  

To assess whether the Firm has the power to direct the activities of a VIE that most significantly impact the VIE’s economic performance, the 
Firm considers all facts and circumstances, including its role in establishing the VIE and its ongoing rights and responsibilities. This assessment 
includes, first, identifying the activities that most significantly impact the VIE’s economic performance; and second, identifying which party, if 
any, has power over those activities. In general, the parties that make the most significant decisions affecting the VIE (such as asset managers, 
collateral managers, servicers, or owners of call options or liquidation rights over the VIE’s assets) or have the right to unilaterally remove those 
decision-makers are deemed to have the power to direct the activities of a VIE.  

To assess whether the Firm has the obligation to absorb losses of the VIE or the right to receive benefits from the VIE that could potentially be 
significant to the VIE, the Firm considers all of its economic interests, including debt and equity investments, servicing fees, and derivative or 
other arrangements deemed to be variable interests in the VIE. This assessment requires that the Firm apply judgment in determining whether 
these interests, in the aggregate, are considered potentially significant to the VIE. Factors considered in assessing significance include: the design 
of the VIE, including its capitalization structure; subordination of interests; payment priority; relative share of interests held across various 
classes within the VIE’s capital structure; and the reasons why the interests are held by the Firm.  

The Firm performs on-going reassessments of: 1) whether any entities previously evaluated under the majority voting-interest framework have 
become VIEs, based on certain events, and are therefore subject to the VIE consolidation framework; and 2) whether changes in the facts and 
circumstances regarding the Firm’s involvement with a VIE cause the Firm’s consolidation conclusion regarding the VIE to change.  

For further details regarding the Firm’s application of the new accounting guidance effective January 1, 2010, see Note 15 on pages 155-167 of 
this Form 10-Q. For a description of the accounting guidance applied to periods ending prior to January 1, 2010, see Note 1 on page 142 of 
JPMorgan Chase’s 2009 Annual Report.  

In February 2010, the Financial Accounting Standards Board (“FASB”) issued an amendment which defers the requirements of the new 
consolidation accounting guidance for certain investment funds, including mutual funds, private equity funds and hedge funds. For funds to 
which the amendment applies, the consolidation guidance will be deferred until the completion of the FASB and International Accounting 
Standards Board (“IASB”) joint consolidation project. For the funds to which the amendment applies, the Firm continues to apply other existing 
authoritative guidance to determine whether such funds should be consolidated.  

Assets held for clients in an agency or fiduciary capacity by the Firm are not assets of JPMorgan Chase and are not included in the Consolidated 
Balance Sheets.  
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NOTE 2 — BUSINESS CHANGES AND DEVELOPMENTS  

Purchase of remaining interest in J.P. Morgan Cazenove  

On January 4, 2010, JPMorgan Chase purchased the remaining interest in J.P. Morgan Cazenove, an investment banking business partnership 
formed in 2005, which resulted in an adjustment to the Firm’s capital surplus of approximately $1.3 billion.  

RBS Sempra transaction  

On July 1, 2010, JPMorgan Chase completed the acquisition of RBS Sempra Commodities’ global oil, global metals and European power and 
gas businesses. The Firm acquired approximately $1.7 billion of net assets which included $3.3 billion of debt which was immediately repaid. 
This acquisition almost doubled the number of clients the Firm’s commodities business can serve and will enable the Firm to offer them more 
products in more regions of the world.  

Redemption of Series E, F and G cumulative preferred stock  

On August 20, 2010, JPMorgan Chase redeemed, at stated redemption value, all outstanding shares of its 6.15% Cumulative Preferred Stock, 
Series E; 5.72% Cumulative Preferred Stock, Series F, and 5.49% Cumulative Preferred Stock, Series G. For a further discussion of preferred 
stock, see Note 23 on pages 222-223 of JPMorgan Chase’s 2009 Annual Report.  

NOTE 3 — FAIR VALUE MEASUREMENT  

For a further discussion of the Firm’s valuation methodologies for assets, liabilities and lending-related commitments measured at fair value and 
the fair value hierarchy, see Note 3 on pages 148-165 of JPMorgan Chase’s 2009 Annual Report.  

During the first nine months of 2010, no changes were made to the Firm’s valuation models that had, or were expected to have, a material impact 
on the Firm’s Consolidated Balance Sheets or results of operations.  
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The following table presents the assets and liabilities measured at fair value as of September 30, 2010, and December 31, 2009, by major product 
category and fair value hierarchy.  

Assets and liabilities measured at fair value on a recurring basis  
                                          
    Fair value hierarchy               
                            Netting     Total   
September 30, 2010 (in millions)   Level 1 (j)     Level 2 (j)     Level 3 (j)     adjustments     fair value   
  

Federal funds sold and securities purchased under resale 
agreements    $ —    $ 23,784     $ —    $ —    $ 23,784   

Securities borrowed      —      11,509       —      —      11,509   
                                           
Trading assets:                                          
Debt instruments:                                          

Mortgage-backed securities:                                          
U.S. government agencies (a)      23,311       8,833       179       —      32,323   
Residential — nonagency (b)      —      2,733       660       —      3,393   
Commercial — nonagency (b)      —      1,261       1,875       —      3,136   

  

Total mortgage-backed securities      23,311       12,827       2,714       —      38,852   
U.S. Treasury and government agencies (a)      21,689       14,740       —      —      36,429   
Obligations of U.S. states and municipalities      1       7,033       2,050       —      9,084   
Certificates of deposit, bankers’  acceptances and 

commercial paper      —      2,877       —      —      2,877   
Non-U.S. government debt securities      33,813       43,931       732       —      78,476   
Corporate debt securities      1       46,685       4,411       —      51,097   
Loans (c)      —      18,674       16,045       —      34,719   
Asset-backed securities      —      2,935       8,112       —      11,047   

  

Total debt instruments      78,815       149,702       34,064       —      262,581   
Equity securities      93,322       2,832       1,787       —      97,941   
Physical commodities (d)      12,765       2,268       —      —      15,033   
Other      —      2,239       428       —      2,667   

  

Total debt and equity instruments (e)      184,902       157,041       36,279       —      378,222   
Derivative receivables:                                          

Interest rate      922       1,551,795       6,051       (1,511,490 )     47,278   
Credit (f)      —      114,422       23,508       (129,308 )     8,622   
Foreign exchange      1,126       186,173       3,608       (165,944 )     24,963   
Equity      41       49,173       8,697       (52,622 )     5,289   
Commodity      891       42,381       1,897       (34,028 )     11,141   

  

Total derivative receivables (g)      2,980       1,943,944       43,761       (1,893,392 )     97,293   
  

Total trading assets      187,882       2,100,985       80,040       (1,893,392 )     475,515   
  

Available-for-sale securities:                                          
Mortgage-backed securities:                                          

U.S. government agencies (a)      125,942       15,864       —      —      141,806   
Residential — nonagency (b)      —      46,752       4       —      46,756   
Commercial — nonagency (b)      —      5,087       192       —      5,279   

  

Total mortgage-backed securities      125,942       67,703       196       —      193,841   
U.S. Treasury and government agencies (a)      3,380       14,435       —      —      17,815   
Obligations of U.S. states and municipalities      33       10,003       256       —      10,292   
Certificates of deposit      —      2,872       —      —      2,872   
Non-U.S. government debt securities      14,394       6,376       —      —      20,770   
Corporate debt securities      1       61,426       —      —      61,427   
Asset-backed securities:                                          

Credit card receivables      —      8,060       —      —      8,060   
Collateralized loan obligations      —      133       13,613       —      13,746   
Other      —      8,575       359       —      8,934   

Equity securities      2,330       8       54       —      2,392   
  

Total available-for -sale securities      146,080       179,591       14,478       —      340,149   
  

Loans      —      489       1,225       —      1,714   
Mortgage servicing rights      —      —      10,305       —      10,305   
                                           
Other assets:                                          

Private equity investments (h)      120       1,032       8,202       —      9,354   
All other      6,796       126       4,445       —      11,367   

  

Total other assets      6,916       1,158       12,647       —      20,721   
  

Total assets measured at fair value on a recurring 
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basis (i)    $ 340,878     $ 2,317,516     $ 118,695     $ (1,893,392 )   $ 883,697   
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    Fair value hierarchy               
                            Netting     Total   
September 30, 2010 (in millions)   Level 1 (j)     Level 2 (j)     Level 3 (j)     adjustments     fair value   
  

Deposits    $ —    $ 3,906     $ 882     $ —    $ 4,788   
Federal funds purchased and securities loaned or sold 

under repurchase agreements      —      6,200       —      —      6,200   
Other borrowed funds      —      9,142       1,305       —      10,447   
                                           
Trading liabilities:                                          

Debt and equity instruments (e)      63,148       19,747       24       —      82,919   
Derivative payables:                                          

Interest rate      816       1,509,177       2,754       (1,488,466 )     24,281   
Credit (f)      —      116,056       15,529       (126,822 )     4,763   
Foreign exchange      1,141       192,173       3,694       (168,662 )     28,346   
Equity      44       49,901       10,503       (49,958 )     10,490   
Commodity      556       40,630       2,617       (36,781 )     7,022   

  

Total derivative payables (g)      2,557       1,907,937       35,097       (1,870,689 )     74,902   
  

Total trading liabilities      65,705       1,927,684       35,121       (1,870,689 )     157,821   
  

Accounts payable and other liabilities      —      1       340       —      341   
Beneficial interests issued by consolidated VIEs      —      1,055       1,328       —      2,383   
Long-term debt      —      27,784       14,070       —      41,854   
  

Total liabilities measured at fair value on a recurring 
basis    $ 65,705     $ 1,975,772     $ 53,046     $ (1,870,689 )   $ 223,834   
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    Fair value hierarchy               
                            Netting     Total   
December 31, 2009 (in millions)   Level 1     Level 2     Level 3     adjustments     fair value   
  

Federal funds sold and securities purchased under resale 
agreements    $ —    $ 20,536     $ —    $ —    $ 20,536   

Securities borrowed      —      7,032       —      —      7,032   
Trading assets:                                          
Debt instruments:                                          

Mortgage-backed securities:                                          
U.S. government agencies (a)      33,092       8,373       260       —      41,725   
Residential — nonagency (b)      —      2,284       1,115       —      3,399   
Commercial — nonagency (b)      —      537       1,770       —      2,307   

  

Total mortgage-backed securities      33,092       11,194       3,145       —      47,431   
U.S. Treasury and government agencies (a)      13,701       9,559       —      —      23,260   
Obligations of U.S. states and municipalities      —      5,681       1,971       —      7,652   
Certificates of deposit, bankers’ acceptances and 

commercial paper      —      5,419       —      —      5,419   
Non-U.S. government debt securities      25,684       32,487       734       —      58,905   
Corporate debt securities      —      48,754       5,241       —      53,995   
Loans (c)      —      18,330       13,218       —      31,548   

Asset-backed securities      —      1,428       7,975       —      9,403   
  

Total debt instruments      72,477       132,852       32,284       —      237,613   
Equity securities      75,053       3,450       1,956       —      80,459   
Physical commodities (d)      9,450       586       —      —      10,036   
Other      —      1,884       926       —      2,810   
  

                                           
Total debt and equity instruments (e)      156,980       138,772       35,166       —      330,918   
  

Derivative receivables (f)(g)      2,344       1,516,490       46,684       (1,485,308 )     80,210   
  

Total trading assets      159,324       1,655,262       81,850       (1,485,308 )     411,128   
  

                                           
Available-for-sale securities:                                          

Mortgage-backed securities:                                          
U.S. government agencies (a)      158,957       8,941       —      —      167,898   
Residential — nonagency (b)      —      14,773       25       —      14,798   
Commercial — nonagency (b)      —      4,590       —      —      4,590   

  

Total mortgage-backed securities      158,957       28,304       25       —      187,286   
U.S. Treasury and government agencies (a)      405       29,592       —      —      29,997   
Obligations of U.S. states and municipalities      —      6,188       349       —      6,537   
Certificates of deposit      —      2,650       —      —      2,650   
Non-U.S. government debt securities      5,506       18,997       —      —      24,503   
Corporate debt securities      1       62,007       —      —      62,008   
Asset-backed securities:                                          

Credit card receivables      —      25,742       —      —      25,742   
Collateralized loan obligations      —      5       12,144       —      12,149   
Other      —      6,206       588       —      6,794   

Equity securities      2,466       146       87       —      2,699   
  

Total available-for -sale securities      167,335       179,837       13,193       —      360,365   
  

                                           
Loans      —      374       990       —      1,364   
Mortgage servicing rights      —      —      15,531       —      15,531   
Other assets:                                          

Private equity investments (h)      165       597       6,563       —      7,325   
All other (k)      7,241       90       9,521       —      16,852   

  

Total other assets      7,406       687       16,084       —      24,177   
  

Total assets measured at fair value on a recurring 
basis (i)    $ 334,065     $ 1,863,728     $ 127,648     $ (1,485,308 )   $ 840,133   
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Changes in level 3 recurring fair value measurements  

The following tables include a rollforward of the balance sheet amounts (including changes in fair value) for financial instruments classified by 
the Firm within level 3 of the fair value hierarchy for the three and nine months ended September 30, 2010 and 2009. When a determination is 
made to classify a financial instrument within level 3, the determination is based on the significance of the unobservable parameters to the 
overall fair value measurement. However, level 3 financial instruments typically include, in addition to the unobservable or level 3 components, 
observable components (that is, components that are actively quoted and can be validated to external sources); accordingly, the gains and losses 
in the table below include changes in fair value due in part to observable factors that are part of the valuation methodology. Also, the Firm risk-
manages the observable components of level 3 financial instruments using securities and derivative positions that are classified within level 1 or 
2 of the fair value hierarchy; as these level 1 and level 2 risk management instruments are not included below, the gains or losses in the 
following tables do not reflect the effect of the Firm’s risk management activities related to such level 3 instruments.  

                                          
    Fair value hierarchy               
                            Netting     Total   
December 31, 2009 (in millions)   Level 1     Level 2     Level 3     adjustments     fair value   
  

Deposits    $ —    $ 3,979     $ 476     $ —    $ 4,455   
Federal funds purchased and securities loaned or sold 

under repurchase agreements      —      3,396       —      —      3,396   
Other borrowed funds      —      5,095       542       —      5,637   
Trading liabilities:                                          

Debt and equity instruments (e)      50,577       14,359       10       —      64,946   
Derivative payables (f)(g)      2,038       1,481,813       35,332       (1,459,058 )     60,125   

  

Total trading liabilities      52,615       1,496,172       35,342       (1,459,058 )     125,071   
  

Accounts payable and other liabilities      —      2       355       —      357   
Beneficial interests issued by consolidated VIEs      —      785       625       —      1,410   
Long-term debt      —      30,685       18,287       —      48,972   
  

Total liabilities measured at fair value on a recurring 
basis    $ 52,615     $ 1,540,114     $ 55,627     $ (1,459,058 )   $ 189,298   

  

  

(a)   Includes total U.S. government-sponsored enterprise obligations of $148.3 billion and $195.8 billion at September 30, 2010, and 
December 31, 2009, respectively, which were predominantly mortgage-related. 

  

(b)   For further discussion of residential and commercial mortgage-backed securities (“MBS”), see the “Mortgage-related exposures carried 
at fair value”  section of Note 3 on pages 161-162 of JPMorgan Chase’s 2009 Annual Report. 

  

(c)   Included within trading loans at September 30, 2010, and December 31, 2009, respectively, are $21.2 billion and $20.7 billion, of 
residential first-lien mortgages and $4.5 billion and $2.7 billion, of commercial first-lien mortgages. Residential mortgage loans include 
conforming mortgage loans originated with the intent to sell to U.S. government agencies of $11.0 billion and $11.1 billion, respectively, 
and reverse mortgages of $4.1 billion and $4.5 billion, respectively. For further discussion of residential and commercial loans carried at 
fair value or the lower of cost or fair value, see the “Mortgage-related exposures carried at fair value” section of Note 3 on pages 161-162 
of JPMorgan Chase’s 2009 Annual Report. 

  

(d)   Physical commodities inventories are generally accounted for at the lower of cost or fair value. 
  

(e)   Balances reflect the reduction of securities owned (long positions) by the amount of securities sold but not yet purchased (short positions) 
when the long and short positions have identical Committee on Uniform Security Identification Procedures (“ CUSIPs” ). 

  

(f)   The level 3 amounts for derivative receivables and derivative payables related to credit primarily include structured credit derivative 
instruments. For further information on the classification of instruments within the valuation hierarchy, see Note 3 on pages 148-152 of 
JPMorgan Chase’s 2009 Annual Report. 

  

(g)   As permitted under U.S. GAAP, the Firm has elected to net derivative receivables and derivative payables and the related cash collateral 
received and paid when a legally enforceable master netting agreement exists. For purposes of the tables above, the Firm does not reduce 
derivative receivables and derivative payables balances for this netting adjustment, either within or across the levels of the fair value 
hierarchy, as such netting is not relevant to a presentation based on the transparency of inputs to the valuation of an asset or liability. 
Therefore, the balances reported in the fair value hierarchy table are gross of any counterparty netting adjustments. However, if the Firm 
were to net such balances within level 3, the reduction in the level 3 derivative receivable and payable balances would be $17.9 billion and 
$16.0 billion at September 30, 2010, and December 31, 2009, respectively; this is exclusive of the netting benefit associated with cash 
collateral, which would further reduce the level 3 balances. 

  

(h)   Private equity instruments represent investments within the Corporate/Private Equity line of business. The cost basis of the private equity 
investment portfolio totaled $10.0 billion and $8.8 billion at September 30, 2010, and December 31, 2009, respectively. 

  

(i)   At September 30, 2010, and December 31, 2009, balances included investments valued at net asset values of $14.0 billion and 
$16.8 billion, respectively, of which $7.8 billion and $9.0 billion, respectively, were classified in level 1, $2.0 billion and $3.2 billion, 
respectively, in level 2 and $4.2 billion and $4.6 billion, respectively, in level 3. 

  

(j)   In the three and nine months ended September 30, 2010, the transfers between levels 1, 2 and 3 were not significant. 
  

(k)   Includes certain assets that are classified within accrued interest receivable and other assets on the Consolidated Balance Sheet at 
December 31, 2009. 
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    Fair value measurements using significant unobservable inputs         
                                            Change in unrealized   
            Total     Purchases,     Transfers             gains/(losses)   
Three months ended   Fair value     realized/     issuances     into and/or     Fair value at     related to financial   
September 30, 2010   at July 1,     unrealized     settlements,     out of     September 30,     instruments held   
(in millions)   2010     gains/(losses)     net     level 3 (e)     2010     at September 30, 2010   
  

Assets:                                                  
Trading assets:                                                  

Debt instruments:                                                  
Mortgage-backed securities:                                                  

U.S. government agencies    $ 176     $ 3     $ —    $ —    $ 179     $ (9 ) 
Residential — nonagency (a)      804       89       (233 )     —      660       17   
Commercial — nonagency (a)      1,739       89       47       —      1,875       74   

  

Total mortgage-backed securities      2,719       181       (186 )     —      2,714       82   
Obligations of U.S. states and 

municipalities      2,008       21       21       —      2,050       19   
Non-U.S. government debt 

securities      608       (4 )     131       (3 )     732       (3 ) 
Corporate debt securities      4,551       16       73       (229 )     4,411       42   
Loans      14,889       537       754       (135 )     16,045       424   
Asset-backed securities      8,143       407       (439 )     1       8,112       328   

  

Total debt instruments      32,918       1,158       354       (366 )     34,064       892   
Equity securities      1,822       25       14       (74 )     1,787       59   
Other      411       37       (20 )     —      428       44   

  

Total debt and equity instruments      35,151       1,220 (b)     348       (440 )     36,279       995 (b) 
  

Derivative receivables:                                                  
Interest rate      3,047       1,444       (1,168 )     (26 )     3,297       595   
Credit      9,786       (1,635 )     (132 )     (40 )     7,979       (1,443 ) 
Foreign exchange      51       (596 )     471       (12 )     (86 )     (445 ) 
Equity      (1,650 )     (142 )     (89 )     75       (1,806 )     (158 ) 
Commodity      (417 )     (74 )     (266 )     37       (720 )     (78 ) 

  

Derivative receivables, net of 
derivative liabilities      10,817       (1,003 ) (b)     (1,184 )     34       8,664       (1,529 ) (b) 

  

Available-for-sale securities:                                                  
Asset-backed securities      12,334       102       1,536       —      13,972       101   
Other      410       20       76       —      506       20   

  

Total available-for-sale securities      12,744       122 (c)     1,612       —      14,478       121 (c) 
  

Loans      1,065       104 (b)     56       —      1,225       97 (b) 

Mortgage servicing rights      11,853       (1,497 ) (d)     (51 )     —      10,305       (1,497 ) (d) 

Other assets:                                                  
Private equity investments      7,246       827 (b)     236       (107 )     8,202       685 (b) 

All other      4,308       (71) (b)     210       (2 )     4,445       7 (b) 
  

  
    Fair value measurements using significant unobservable inputs         
                                            Change in unrealized   
            Total     Purchases,     Transfers             (gains)/losses   
Three months ended   Fair value     realized/     issuances     into and/or     Fair value at     related to financial   
September 30, 2010   at July 1,     unrealized     settlements,     out of     September 30,     instruments held at   
(in millions)   2010     (gains)/losses     net     level 3 (e)     2010     September 30, 2010   
  

Liabilities (f) :                                                  
Deposits    $ 884     $ 62 (b)   $ (84 )   $ 20     $ 882     $ 141 (b) 

Other borrowed funds      291       72 (b)     942       —      1,305       68 (b) 

Trading liabilities:                                                  
Debt and equity instruments      4       —      20       —      24       1 (b) 

Accounts payable and other liabilities      449       (52 )     (57 )     —      340       47   
Beneficial interests issued by 

consolidated VIEs      1,392       27 (b)     (171 )     80       1,328       27 (b) 

Long-term debt      15,762       784 (b)     (2,303 )     (173 )     14,070       1,056 (b) 
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    Fair value measurements using significant unobservable inputs     
                                            Change in unrealized 
            Total   Purchases,   Transfers           gains/(losses) related 
Three months ended   Fair value at   realized/   issuances   into and/or   Fair value at   to financial 
September 30, 2009   July 1,   unrealized   settlements,   out of   September 30,   instruments held 
(in millions)   2009   gains/(losses)   net   level 3 (e)   2009   at September 30, 2009 
  

Assets:                                                  
Trading assets:                                                  

Debt instruments:                                                  
Mortgage-backed securities:                                                  

U.S. government agencies    $ 257     $ 3     $ 63     $ (4 )   $ 319     $ 3   
Residential — nonagency (a)      2,832       (140 )     (69 )     168       2,791       (153 ) 
Commercial — nonagency (a)      1,850       81       (81 )     3       1,853       72   

  

Total mortgage-backed securities      4,939       (56 )     (87 )     167       4,963       (78 ) 
Obligations of U.S. states and 

municipalities      2,416       18       (245 )     —      2,189       4   
Non-U.S. government debt 

securities      726       27       (18 )     31       766       31   
Corporate debt securities      5,482       200       (301 )     (71 )     5,310       132   
Loans      15,208       299       (898 )     17       14,626       194   
Asset-backed securities      7,683       609       509       23       8,824       620   

  

Total debt instruments      36,454       1,097       (1,040 )     167       36,678       903   
Equity securities      1,509       47       (143 )     492       1,905       80   
Other      1,269       26       (90 )     (24 )     1,181       22   

  

Total debt and equity instruments      39,232       1,170 (b)     (1,273 )     635       39,764       1,005 (b) 
  

Derivative receivables, net of 
derivative liabilities      18,348       (5,777 ) (b)     (688 )     389       12,272       (6,298 ) (b) 

  

Available-for-sale securities:                                                  
Asset-backed securities      11,934       168       654       —      12,756       165   
Other      1,677       (18 )     (5 )     (1,044 )     610       (18 ) 

  

Total available-for-sale securities      13,611       150 (c)     649       (1,044 )     13,366       147 (c) 
  

Loans      1,756       7 (b)     (198 )     (153 )     1,412       (44 ) (b) 

Mortgage servicing rights      14,600       (1,096 ) (d)     159       —      13,663       (1,096 ) (d) 

Other assets:                                                  
Private equity investments      6,129       (103 ) (b)     136       —      6,162       (98 ) (b) 

All other (g)      8,928       (59 ) (b)     586       —      9,455       (52 ) (b) 
  

                                                  
    Fair value measurements using significant unobservable inputs     
                                            Change in unrealized 
            Total   Purchases,   Transfers           (gains)/losses 
Three months ended   Fair value at   realized/   issuances   into and/or   Fair value at   related to financial 
September 30, 2009   July 1,   unrealized   settlements,   out of   September 30,   instruments held 
(in millions)   2009   (gains)/losses   net   level 3 (e)   2009   at September 30, 2009 
  

Liabilities (f) :                                                  
Deposits    $ 627     $ 28 (b)   $ (117 )   $ (5 )   $ 533     $ 22 (b) 

Other borrowed funds      134       2 (b)     (41 )     —      95       1 (b) 

Trading liabilities:                                                  
Debt and equity instruments      53       6 (b)     (47 )     —      12       2 (b) 

Accounts payable and other liabilities      437       (56 ) (b)     1       —      382       (57 ) (b) 

Beneficial interests issued by 
consolidated VIEs      1,060       246 (b)     (52 )     —      1,254       241 (b) 

Long-term debt      17,473       1,274 (b)     616       (304 )     19,059       1,352 (b) 
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    Fair value measurements using significant unobservable inputs     
                                            Change in unrealized 
            Total   Purchases,   Transfers           gains/(losses) 
Nine months ended   Fair value at   realized/   issuances   into and/or   Fair value at   related to financial 
September 30, 2010   January 1,   unrealized   settlements,   out of   September 30,   instruments held 
(in millions)   2010   gains/(losses)   net   level 3 (e)   2010   at September 30, 2010 
  

Assets:                                                  
Trading assets:                                                  

Debt instruments:                                                  
Mortgage-backed securities:                                                  

U.S. government agencies    $ 260     $ 27     $ (105 )   $ (3 )   $ 179     $ (19 ) 
Residential — nonagency (a)      1,115       166       (573 )     (48 )     660       62   
Commercial — nonagency (a)      1,770       205       (97 )     (3 )     1,875       104   

  

Total mortgage-backed securities      3,145       398       (775 )     (54 )     2,714       147   
Obligations of U.S. states and 

municipalities      1,971       (6 )     (57 )     142       2,050       (24 ) 
Non-U.S. government debt 

securities      734       (94 )     95       (3 )     732       (77 ) 
Corporate debt securities      5,241       (315 )     (394 )     (121 )     4,411       (36 ) 
Loans      13,218       247       2,797       (217 )     16,045       278   
Asset-backed securities      7,975       318       (198 )     17       8,112       197   

  

Total debt instruments      32,284       548       1,468       (236 )     34,064       485   
Equity securities      1,956       106       (217 )     (58 )     1,787       263   
Other      926       77       (653 )     78       428       77   

  

Total debt and equity instruments      35,166       731 (b)     598       (216 )     36,279       825 (b) 
  

Derivative receivables:                                                  
Interest rate      2,040       2,885       (1,743 )     115       3,297       915   
Credit      10,350       (236 )     (2,093 )     (42 )     7,979       291   
Foreign exchange      1,082       (1,489 )     627       (306 )     (86 )     191   
Equity      (1,791 )     (212 )     (107 )     304       (1,806 )     (82 ) 
Commodity      (329 )     (726 )     206       129       (720 )     15   

  

Derivative receivables, net of 
derivative liabilities      11,352       222 (b)     (3,110 )     200       8,664       1,330 (b) 

  

Available-for-sale securities:                                                  
Asset-backed securities      12,732       (3 )     1,243       —      13,972       (21 ) 
Other      461       (47 )     (13 )     105       506       20   

  
                                                 

Total available-for-sale securities      13,193       (50 ) (c)     1,230       105       14,478       (1 ) (c) 
  

Loans      990       93 (b)     134       8       1,225       41 (b) 

Mortgage servicing rights      15,531       (5,177 ) (d)     (49 )     —      10,305       (5,177 ) (d) 

Other assets:                                                  
Private equity investments      6,563       963 (b)     1,167       (491 )     8,202       697 (b) 

All other      9,521       (129 ) (b)     (4,850 )     (97 )     4,445       (30 ) (b) 
  

                                                  
    Fair value measurements using significant unobservable inputs     
                                            Change in unrealized 
            Total   Purchases,   Transfers           (gains)/losses 
Nine months ended   Fair value at   realized/   issuances   into and/or   Fair value at   related to financial 
September 30, 2010   January 1,   unrealized   settlements,   out of   September 30,   instruments held 
(in millions)   2010   (gains)/losses   Net   level 3 (e)   2010   at September 30, 2010 
  

Liabilities (f) :                                                  
Deposits    $ 476     $ 67 (b)   $ 10     $ 329     $ 882     $ 11 (b) 

Other borrowed funds      542       (28 ) (b)     1,034       (243 )     1,305       (7 ) (b) 

Trading liabilities:                                                  
Debt and equity instruments      10       4 (b)     (13 )     23       24       (1 ) (b) 

Accounts payable and other liabilities      355       (92 )     77       —      340       34 
Beneficial interests issued by 

consolidated VIEs      625       (6 ) (b)     629       80       1,328       (58 ) (b) 

Long-term debt      18,287       (251 ) (b)     (4,190 )     224       14,070       386 (b) 
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    Fair value measurements using significant unobservable inputs     
                                            Change in unrealized 
            Total   Purchases,   Transfers           gains/(losses) 
Nine months ended   Fair value at   realized/   issuances   into and/or   Fair value at   related to financial 
September 30, 2009   January 1,   unrealized   settlements,   out of   September 30,   instruments held 
(in millions)   2009   gains/(losses)   net   level 3 (e)   2009   at September 30, 2009 
  

Assets:                                                  
Trading assets:                                                  

Debt instruments:                                                  
Mortgage-backed securities:                                                  

U.S. government agencies    $ 163     $ (32 )   $ 119     $ 69     $ 319     $ (31 ) 
Residential — nonagency (a)      3,339       (688 )     498       (358 )     2,791       (743 ) 
Commercial — nonagency (a)      2,487       (160 )     (326 )     (148 )     1,853       (206 ) 

  

Total mortgage-backed securities      5,989       (880 )     291       (437 )     4,963       (980 ) 
Obligations of U.S. states and municipalities      2,641       71       (523 )     —      2,189       (7 ) 
Non-U.S. government debt securities      707       52       (58 )     65       766       22   
Corporate debt securities      5,280       36       (3,403 )     3,397       5,310       (9 ) 
Loans      17,091       (889 )     (1,852 )     276       14,626       (989 ) 
Asset-backed securities      7,106       1,278       637       (197 )     8,824       903   

  

Total debt instruments      38,814       (332 )     (4,908 )     3,104       36,678       (1,060 ) 
Equity securities      1,380       (200 )     (502 )     1,227       1,905       (107 ) 
Other      1,226       (81 )     4       32       1,181       96   

  

Total debt and equity instruments      41,420       (613 ) (b)     (5,406 )     4,363       39,764       (1,071 ) (b) 
  

Derivative receivables, net of derivative liabilities      9,507       (10,715 )     (2,921 )     16,401       12,272       (10,127 ) 
  

Available-for-sale securities:                                                  
Asset-backed securities      11,447       30       1,104       175       12,756       168   
Other      944       (78 )     242       (498 )     610       (82 ) 

  

Total available-for-sale securities      12,391       (48 ) (c)     1,346       (323 )     13,366       86 (c) 
  

Loans      2,667       (471 ) (b)     (1,507 )     723       1,412       (469 ) (b) 

Mortgage servicing rights      9,403       4,045 (d)     215       —      13,663       4,045 (d) 

Other assets:                                                  
Private equity investments      6,369       (576 ) (b)     299       70       6,162       (557 ) (b) 

All other (g)      8,114       (710 ) (b)     2,392       (341 )     9,455       (707 ) (b) 
  

  
    Fair value measurements using significant unobservable inputs     
                                            Change in unrealized 
            Total   Purchases,   Transfers           (gains)/losses 
Nine months ended   Fair value at   realized/   issuances   into and/or   Fair value at   related to financial 
September 30, 2009   January 1,   unrealized   settlements,   out of   September 30,   instruments held 
(in millions)   2009   (gains)/losses   net   level 3 (e)   2009   at September 30, 2009 
  

Liabilities (f) :                                                  
Deposits    $ 1,235     $ 51 (b)   $ (810 )   $ 57     $ 533     $ 25 (b) 

Other borrowed funds      101       (84 ) (b)     35       43       95       (2 ) (b) 

Trading liabilities:                                                  
Debt and equity instruments      288       64 (b)     (337 )     (3 )     12       1 (b) 

Accounts payable and other liabilities      —      (60 ) (b)     442       —      382       (61 ) (b) 

Beneficial interests issued by consolidated VIEs      —      407 (b)     (32 )     879       1,254       390 (b) 

Long-term debt      16,548       1,315 (b)     (1,935 )     3,131       19,059       1,015 (b) 
  

  

(a)   For further discussion of residential and commercial MBS, see the “Mortgage-related exposures carried at fair value” section of Note 3 
on pages 161-162 of JPMorgan Chase’s 2009 Annual Report. 

  

(b)   Predominantly reported in principal transactions revenue, except for changes in fair value for Retail Financial Services (“ RFS” ) 
mortgage loans originated with the intent to sell, which are reported in mortgage fees and related income. 

  

(c)   Realized gains and losses on available-for-sale (“ AFS” ) securities, as well as other-than-temporary impairment (“ OTTI” ) losses that are 
recorded in earnings, are reported in securities gains. Unrealized gains and losses are reported in other comprehensive income. 
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Assets and liabilities measured at fair value on a nonrecurring basis  

Certain assets, liabilities and unfunded lending-related commitments are measured at fair value on a nonrecurring basis; that is, they are not 
measured at fair value on an ongoing basis but are subject to fair value adjustments only in certain circumstances (for example, when there is 
evidence of impairment). The following tables present the assets and liabilities carried on the Consolidated Balance Sheets by caption and level 
within the valuation hierarchy as of the periods indicated for which a nonrecurring change in fair value has been recorded during the reporting 
period.  

The method used to estimate the fair value of impaired collateral-dependent loans, and other loans where the carrying value is based on the fair 
value of the underlying collateral (e.g., residential mortgage loans charged off in accordance with regulatory guidance), depends on the type of 
collateral (e.g., securities, real estate, nonfinancial assets). Fair value of the collateral is estimated based on quoted market prices, broker quotes 
or independent appraisals, or by using a DCF model. For further information, see Note 14 on pages 154—155 of this Form 10-Q.  

Nonrecurring fair value changes  

The following table presents the total change in value of assets and liabilities for which a fair value adjustment has been included in the 
Consolidated Statements of Income for the three- and nine-month periods ended September 30, 2010 and 2009, related to financial instruments 
held at those dates.  

(d)   Changes in fair value for RFS mortgage servicing rights are reported in mortgage fees and related income. 
  

(e)   All transfers into and/or out of level 3 are assumed to have occurred at the beginning of the reporting period. 
  

(f)   Level 3 liabilities as a percentage of total Firm liabilities accounted for at fair value (including liabilities measured at fair value on a 
nonrecurring basis) were 24% and 29% at September 30, 2010, and December 31, 2009, respectively. 

  

(g)   Includes certain assets that are classified within accrued interest receivable and other assets on the Consolidated Balance Sheet at 
September 30, 2009. 

                                  
    Fair value hierarchy     
September 30, 2010 (in millions)   Level 1 (d)   Level 2 (d)   Level 3 (d)   Total fair value 
  

Loans retained (a)    $ —    $ 3,100     $ 938     $ 4,038   
Loans held-for-sale (b)      —      434       570       1,004   
  

Total loans      —      3,534       1,508       5,042   
Other real estate owned      —      64       427       491   
Other assets      —      —      1       1   
  

Total other assets      —      64       428       492   
  

Total assets at fair value on a nonrecurring basis    $ —    $ 3,598     $ 1,936     $ 5,534   
  

Accounts payable and other liabilities (c)    $ —    $ 86     $ 17     $ 103   
  

Total liabilities at fair value on a nonrecurring basis    $ —    $ 86     $ 17     $ 103   
  

                                  
    Fair value hierarchy     
December 31, 2009 (in millions)   Level 1   Level 2   Level 3   Total fair value 
  

Loans retained (a)    $ —    $ 4,544     $ 1,137     $ 5,681   
Loans held-for-sale (b)      —      601       1,029       1,630   
  

Total loans      —      5,145       2,166       7,311   
Other real estate owned      —      307       387       694   
Other assets      —      —      184       184   
  

Total other assets      —      307       571       878   
  

Total assets at fair value on a nonrecurring basis    $ —    $ 5,452     $ 2,737     $ 8,189   
  

Accounts payable and other liabilities (c)    $ —    $ 87     $ 39     $ 126   
  

Total liabilities at fair value on a nonrecurring basis    $ —    $ 87     $ 39     $ 126   
  

  

(a)   Reflects mortgage, home equity and other loans where the carrying value is based on the fair value of the underlying collateral. 
  

(b)   Predominantly includes leveraged lending loans carried on the Consolidated Balance Sheets at the lower of cost or fair value. 
  

(c)   Represents, at September 30, 2010, and December 31, 2009, fair value adjustments associated with $555 million and $648 million, 
respectively, of unfunded held-for-sale lending-related commitments within the leveraged lending portfolio. 

  

(d)   In the three and nine months ended September 30, 2010, the transfers between levels 1, 2 and 3 were not significant. 

                                          
    Three months ended September 30,       Nine months ended September 30,   
(in millions)   2010   2009       2010   2009 
  

Loans retained    $ (804 )   $ (1,272 )       $ (1,289 )   $ (2,779 ) 
Loans held-for-sale      20       242           78       (315 ) 
  

Total loans      (784 )     (1,030 )         (1,211 )     (3,094 ) 
                                       
Other assets      (8 )     (53 )         17       (94 ) 
Accounts payable and other liabilities      —      29           5       12   
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Total nonrecurring fair value gains/(losses)    $ (792 )   $ (1,054 )       $ (1,189 )   $ (3,176 ) 
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Level 3 analysis  

Level 3 assets at September 30, 2010, principally include derivative receivables, mortgage servicing rights (“MSRs”), trading loans, and 
collateralized loan obligations (“CLOs”) held within the available-for-sale securities portfolio. For further discussion of JPMorgan Chase’s 
valuation methodologies for assets and liabilities measured at fair value, see Note 3 on pages 148—165 of JPMorgan Chase’s 2009 Annual 
Report.  

Consolidated Balance Sheets changes  

Level 3 assets (including assets measured at fair value on a nonrecurring basis) were 6% of total Firm assets at September 30, 2010. The 
following describes significant changes to level 3 assets during the quarter.  

For the three months ended September 30, 2010  

Level 3 assets were $120.6 billion at September 30, 2010, reflecting an increase of $760 million from the second quarter. The increase is mainly 
due to:  

For the nine months ended September 30, 2010  

Level 3 assets decreased by $9.8 billion in the first nine months of 2010, due to the following:  

124  

•   Derivative receivables included $43.8 billion of interest rate, credit, foreign exchange, equity and commodity contracts classified within 
level 3 at September 30, 2010. Included within this balance was $16.7 billion of structured credit derivatives with corporate debt 
underlying. In assessing the Firm’s risk exposure to structured credit derivatives, the Firm believes consideration should also be given to 
derivative liabilities with similar, and therefore, offsetting risk profiles. At September 30, 2010, there was $8.2 billion of level 3 derivative 
liabilities with risk characteristics similar to those of the derivative receivable assets that were classified in level 3. Both derivative 
receivables and payables are modeled and valued the same way with the same parameters and inputs. In addition, the counterparty credit 
risk and market risk exposure of all level 3 derivatives is partially hedged with standard derivatives, for which the inputs are largely 
observable, that are largely liquid, and that are classified within level 2 of the valuation hierarchy. 

•   Mortgage servicing rights represent the fair value of future cash flows for performing specified mortgage servicing activities for others 
(predominantly with respect to residential mortgage loans). For a further description of the MSR asset, interest rate risk management and 
the valuation methodology used for MSRs, including valuation assumptions and sensitivities, see Note 16 on pages 167—170 of this Form 
10-Q and Note 17 on pages 214—217 of JPMorgan Chase’s 2009 Annual Report. 

•   CLOs of $13.6 billion are securities backed by corporate loans, and they are held in the Firm’s AFS securities portfolio. For these 
securities, external pricing information is not available. They are therefore valued using market-standard models to model the specific 
collateral composition and cash flow structure of each deal; key inputs to the model are market spread data for each credit rating, collateral 
type and other relevant contractual features. Substantially all of these securities are rated “AAA,” “AA” and “A” and have an average 
credit enhancement of 30%. Credit enhancement in CLOs is primarily in the form of overcollateralization, which is the excess of the par 
amount of collateral over the par amount of the securities. For further discussion, see Note 11 on pages 143—148 of this Form 10-Q. 

•   Trading loans largely include $7.3 billion of commercial mortgage loans and nonagency residential mortgage whole loans held in the 
Investment Bank (“IB”) for which there is limited price transparency; and $4.1 billion of reverse mortgages for which the principal risk 
sensitivities are mortality risk and home prices. The fair value of the commercial and residential mortgage loans is estimated by projecting 
expected cash flows, considering relevant borrower-specific and market factors, and discounting those cash flows at a rate reflecting 
current market liquidity. Loans are partially hedged by level 2 instruments, including credit default swaps and interest rate derivatives, 
which are observable and liquid. 

•   $1.6 billion increase in asset-backed AFS securities driven predominantly by purchases of CLOs in the Firm’s AFS securities portfolio. 
The securities are backed by corporate loans and are rated “AAA, ”  “AA” and “A” ; 

•   $1.2 billion increase in trading loans driven by warehouse loan originations; 

•   $1.0 billion increase in private equity investments largely driven by gains on investments in the portfolio; 

•   $2.0 billion decrease in derivative receivables, predominantly due to tightening of credit spreads; and 

•   $1.5 billion decrease in MSRs. For a further discussion of the change, refer to Note 16 on pages 167-170 of this Form 10-Q. 

•   $5.2 billion decrease in MSRs. For a further discussion of the change, refer to Note 16 on pages 167-170 of this Form 10-Q; 
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Gains and Losses  

Included in the tables for the three months ended September 30, 2010  

Included in the tables for the three months ended September 30, 2009  

Included in the tables for the nine months ended September 30, 2010  

Included in the tables for the nine months ended September 30, 2009  

Credit adjustments  

When determining the fair value of an instrument, it may be necessary to record a valuation adjustment to arrive at an exit price under U.S. 
GAAP. Valuation adjustments include, but are not limited to, amounts to reflect counterparty credit quality and the Firm’s own creditworthiness. 
The market’s view of the Firm’s credit quality is reflected in credit spreads observed in the credit default swap market. For a detailed discussion 
of the valuation adjustments the Firm considers, see Note 3 on pages 148—165 of JPMorgan Chase’s 2009 Annual Report.  

The following table provides the credit adjustments, excluding the effect of any hedging activity, reflected within the Consolidated Balance 
Sheets as of the dates indicated.  

•   A net decrease of $3.5 billion due to the adoption of new consolidation guidance related to VIEs. As a result of the adoption of the new 
guidance, there was a decrease of $5.0 billion in accrued interest and accounts receivable related to retained securitization interests in Firm-
sponsored credit card securitization trusts that were eliminated upon consolidation, partially offset by an increase of $1.5 billion in trading 
debt and equity instruments; 

•   $2.9 billion decrease in derivative receivables, largely driven by changes in credit spreads; 

•   $1.6 billion increase in private equity investments largely driven by gains on investments in the portfolio; and 

•   $1.2 billion increase in asset-backed AFS securities predominantly driven by purchases of CLOs in the Firm’s AFS securities portfolio. 
The securities purchased are backed by corporate loans and are rated “AAA, ”  “AA” and “A” . 

•   $1.0 billion of net losses on derivatives, largely due to the tightening of credit spreads; 

•   $1.2 billion of net gains on trading assets—debt and equity securities largely due to asset-backed securities and trading loans; 

•   $784 million of losses related to long-term structured note liabilities, largely due to foreign exchange revaluation; 

•   $827 million of gains in private equity largely driven by gains in investments in the portfolio; and 

•   $1.5 billion of losses on MSRs. 

•   $1.1 billion of losses on MSRs; 

•   $1.2 billion in gains on trading—debt and equity assets, predominantly from other asset-backed securities and mortgage-related 
transactions; 

•   $5.8 billion of net losses on derivatives primarily related to credit spread tightening; and 

•   $1.3 billion of losses related to structured note liabilities, predominantly due to volatility in equity markets. 

•   $5.2 billion of losses on MSRs; and 

•   $963 million gain in private equity largely driven by gains in investments in the portfolio. 

•   $4.0 billion of gains on MSRs; 

•   $10.7 billion of net losses on derivatives primarily related to credit spread tightening; 

•   $1.9 billion of losses on trading—debt and equity assets primarily related to residential and commercial loans and mortgage-backed 
securities, principally driven by markdowns and sales; these losses were partially offset by gains of $1.3 billion on other asset-backed 
securities; and 

•   $1.3 billion of losses related to structured note liabilities, predominantly due to volatility in the equity markets. 

                  
(in millions)   September 30, 2010   December 31, 2009 
  

Derivative receivables balance    $ 97,293     $ 80,210   
Derivatives CVA (a)      (5,138 )     (3,697 ) 
Derivative payables balance      74,902       60,125   
Derivatives DVA      (885 )     (841 ) (d) 

Structured notes balance (b)(c)      57,089       59,064   
Structured notes DVA      (1,135 )     (685 ) (d) 
  

  

(a)   Derivatives credit valuation adjustments (“CVA”), gross of hedges, includes results managed by credit portfolio and other lines of 
business within IB. 

  

(b)   Structured notes are recorded within long-term debt, other borrowed funds or deposits on the Consolidated Balance Sheets, based on the 
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tenor and legal form of the note. 
  

(c)   Structured notes are measured at fair value based on the Firm’s election under the fair value option. For further information on these 
elections, see Note 4 on pages 129-131 of this Form 10-Q. 

  

(d)   The prior period has been revised. 
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The following table provides the impact of credit adjustments on earnings in the respective periods, excluding the effect of any hedging activity.  

Additional disclosures about the fair value of financial instruments (including financial instruments not carried at fair value)  

U.S. GAAP requires disclosure of the estimated fair value of certain financial instruments, and the methods and significant assumptions used to 
estimate their fair value. Financial instruments within the scope of these disclosure requirements are included in the following table. 
Additionally, certain financial instruments and all nonfinancial instruments are excluded from the scope. Accordingly, the fair value disclosures 
provided in the following table include only a partial estimate of the fair value of JPMorgan Chase. For example, the Firm has developed long-
term relationships with its customers through its deposit base and credit card accounts, commonly referred to as core deposit intangibles and 
credit card relationships. In the opinion of management, these items, in the aggregate, add significant value to JPMorgan Chase, but their fair 
value is not disclosed in this Note.  

Financial instruments for which carrying value approximates fair value  

Certain financial instruments that are not carried at fair value on the Consolidated Balance Sheets are carried at amounts that approximate fair 
value, due to their short-term nature and generally negligible credit risk. These instruments include cash and due from banks; deposits with 
banks, federal funds sold; securities purchased under resale agreements and securities borrowed with short-dated maturities; short-term 
receivables and accrued interest receivable; commercial paper; federal funds purchased; securities loaned and sold under repurchase agreements 
with short-dated maturities; other borrowed funds (excluding advances from the Federal Home Loan Banks (“FHLBs”)); accounts payable; and 
accrued liabilities. In addition, U.S. GAAP requires that the fair value for deposit liabilities with no stated maturity (i.e., demand, savings and 
certain money market deposits) be equal to their carrying value; recognition of the inherent funding value of these instruments is not permitted.  
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    Three months ended September 30,       Nine months ended September 30,    
(in millions)   2010   2009       2010   2009 
  

Credit adjustments:                                      
Derivative CVA (a)    $ (527 )   $ 1,439         $ (1,441 )   $ 5,838   
Derivative DVA      (247 )     (202 )         44       (581 ) 
Structured note DVA (b)      (246 )     (840 )         450       (1,301 ) 

  

  

(a)   Derivatives CVA, gross of hedges, includes results managed by credit portfolio and other lines of business within IB. 
  

(b)   Structured notes are measured at fair value based on the Firm’s election under the fair value option. For further information on these 
elections, see Note 4 on pages 129—131 of this Form 10-Q. 
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The following table presents the carrying values and estimated fair values of financial assets and liabilities.  
                                                  
    September 30, 2010   December 31, 2009 
    Carrying   Estimated   Appreciation/   Carrying   Estimated   Appreciation/ 
(in billions)   value   fair value   (depreciation)   value   fair value   (depreciation) 
  

Financial assets                                                  
Assets for which fair value 

approximates carrying value    $ 55.0     $ 55.0     $ —    $ 89.4     $ 89.4     $ —  
Accrued interest and accounts 

receivable (included zero and $5.0 at 
fair value at September 30, 2010, and 
December 31, 2009, respectively)      63.2       63.2       —      67.4       67.4       —  

Federal funds sold and securities 
purchased under resale agreements 
(included $23.8 and $20.5 at fair 
value at September 30, 2010, and 
December 31, 2009, respectively)      235.4       235.4       —      195.4       195.4       —  

Securities borrowed (included $11.5 
and $7.0 at fair value at September 
30, 2010, and December 31, 2009, 
respectively)      127.4       127.4       —      119.6       119.6       —  

Trading assets      475.5       475.5       —      411.1       411.1       —  
Securities (included $340.1 and $360.4 

at fair value at September 30, 2010, 
and December 31, 2009, 
respectively)      340.2       340.2       —      360.4       360.4       —  

Loans (included $1.7 and $1.4 at fair 
value at September 30, 2010, and 
December 31, 2009, respectively) (a)      656.4       659.8       3.4       601.9       598.3       (3.6 ) 

Mortgage servicing rights at fair value      10.3       10.3       —      15.5       15.5       —  
Other (included $20.7 and $19.2 at fair 

value at September 30, 2010, and 
December 31, 2009, respectively)      73.2       73.1       (0.1 )     73.4       73.2       (0.2 ) 

  

Total financial assets    $ 2,036.6     $ 2,039.9     $ 3.3     $ 1,934.1     $ 1,930.3     $ (3.8 ) 
  

Financial liabilities                                                  
Deposits (included $4.8 and $4.5 at fair 

value at September 30, 2010, and 
December 31, 2009, respectively)    $ 903.1     $ 904.3     $ (1.2 )   $ 938.4     $ 939.5     $ (1.1 ) 

Federal funds purchased and securities 
loaned or sold under repurchase 
agreements (included $6.2 and $3.4 
at fair value at September 30, 2010, 
and December 31, 2009, 
respectively)      314.2       314.2       —      261.4       261.4       —  

Commercial paper      38.6       38.6       —      41.8       41.8       —  
Other borrowed funds (included $10.4 

and $5.6 at fair value at September 
30, 2010, and December 31, 2009, 
respectively)      51.6       51.6       —      55.7       55.9       (0.2 ) 

Trading liabilities      157.8       157.8       —      125.1       125.1       —  
Accounts payable and other liabilities 

(included $0.3 and $0.4 at fair value 
at September 30, 2010, and 
December 31, 2009, respectively)      141.2       141.2       —      136.8       136.8       —  

Beneficial interests issued by 
consolidated VIEs (included $2.4 and 
$1.4 at fair value at September 30, 
2010, and December 31, 2009, 
respectively)      77.4       78.2       (0.8 )     15.2       15.2       —  

Long-term debt and junior subordinated 
deferrable interest debentures 
(included $41.9 and $49.0 at fair 
value at September 30, 2010, and 
December 31, 2009, respectively)      255.6       256.9       (1.3 )     266.3       268.4       (2.1 ) 

  

Total financial liabilities    $ 1,939.5     $ 1,942.8     $ (3.3 )   $ 1,840.7     $ 1,844.1     $ (3.4 ) 
  

Net (depreciation)/appreciation                    $ —                    $ (7.2 ) 
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(a)   Fair value is typically estimated using a discounted cash flow model that incorporates the characteristics of the underlying loans 
(including principal, customer rate and contractual fees) and key inputs including expected lifetime credit losses, interest rates, 
prepayment rates and primary origination or secondary market spreads. For a further discussion of the Firm’s methodologies for 
estimating the fair value of loans and lending-related commitments, see Note 3 on pages 148-152 of JPMorgan Chase’s 2009 Annual 
Report. 
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The majority of the Firm’s unfunded lending-related commitments are not carried at fair value on a recurring basis on the Consolidated Balance 
Sheets, nor are they actively traded. The carrying value and estimated fair value of the Firm’s wholesale lending—related commitments were as 
follows for the periods indicated.  

The Firm does not estimate the fair value of consumer lending—related commitments. In many cases, the Firm can reduce or cancel these 
commitments by providing the borrower prior notice or, in some cases, without notice as permitted by law. For a further discussion of the 
valuation of lending-related commitments, see Note 3 on pages 149—150 of JPMorgan Chase’s 2009 Annual Report.  

Trading assets and liabilities — average balances  
Average trading assets and liabilities were as follows for the periods indicated.  
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    September 30, 2010   December 31, 2009 
    Carrying   Estimated   Carrying   Estimated 
(in billions)   value (a)   fair value   value (a)   fair value 
  

Wholesale lending—related commitments    $ 0.9     $ 1.3     $ 0.9     $ 1.3   
  

  

(a)   Represents the allowance for wholesale unfunded lending-related commitments. Excludes the current carrying values of the guarantee 
liability and the offsetting asset, each recognized at fair value at the inception of guarantees. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Trading assets — debt and equity instruments (a)    $ 347,990     $ 316,938     $ 340,181     $ 313,586   
Trading assets — derivative receivables      92,857       99,807       83,702       118,560   
Trading liabilities — debt and equity instruments (a)(b)      79,838       59,843       76,104       56,451   
Trading liabilities — derivative payables      69,350       75,458       63,688       82,781   
  

  

(a)   Balances reflect the reduction of securities owned (long positions) by the amount of securities sold, but not yet purchased (short positions) 
when the long and short positions have identical CUSIPs. 

  

(b)   Primarily represent securities sold, not yet purchased. 

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 157 of 254



Table of Contents  

NOTE 4 — FAIR VALUE OPTION  

For a discussion of the primary financial instruments for which fair value elections have been made, including the basis for those elections and 
the determination of instrument-specific credit risk, where relevant, see Note 4 on pages 165—167 of JPMorgan Chase’s 2009 Annual Report.  

2010 Elections  

The fair value option was elected in connection with the adoption of the new accounting guidance related to:  

Changes in fair value under the fair value option election  

The following table presents the changes in fair value included in the Consolidated Statements of Income for the three and nine months ended 
September 30, 2010 and 2009, for items for which the fair value election was made. The profit and loss information presented below only 
includes the financial instruments that were elected to be measured at fair value; related risk management instruments, which are required to be 
measured at fair value, are not included in the table.  
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•   The consolidation of VIEs effective January 1, 2010. The election was made for long-term beneficial interests related to securitization trusts 
within IB that were consolidated where the underlying assets are carried at fair value. 

  

•   Beneficial interests in securitized financial assets that contain embedded credit derivatives, which would otherwise be required to be 
separately accounted for as a derivative instrument, effective July 1, 2010. 

                                                  
    Three months ended September 30, 
    2010   2009 
                    Total changes                   Total changes 
    Principal   Other   in fair value   Principal   Other   in fair value 
(in millions)   transactions   income   recorded   transactions   income   recorded 
  

Federal funds sold and securities 
purchased under resale agreements    $ 259     $ —    $ 259     $ 161     $ —    $ 161   

Securities borrowed      5       —      5       100       —      100   
Trading assets:                                                  

Debt and equity instruments, 
excluding loans      235       (2 ) (c)     233       200       (4 ) (c)     196   

Loans reported as trading assets:                                                  
Changes in instrument-specific 

credit risk      359       (20 ) (c)     339       132       5 (c)     137   
Other changes in fair value      530       1,703 (c)     2,233       397       965 (c)     1,362   

Loans:                                                  
Changes in instrument-specific credit 

risk      10       —      10       29       —      29   
Other changes in fair value      122       —      122       (53 )     —      (53 ) 

Other assets      —      (133 ) (d)     (133 )     —      (87 ) (d)     (87 ) 
Deposits (a)      (174 )     —      (174 )     (313 )     —      (313 ) 
Federal funds purchased and securities 

loaned or sold under repurchase 
agreements      (38 )     —      (38 )     (19 )     —      (19 ) 

Other borrowed funds (a)      (679 )     —      (679 )     (1,092 )     —      (1,092 ) 
Trading liabilities      (16 )     —      (16 )     (8 )     —      (8 ) 
Beneficial interests issued by 

consolidated VIEs      (64 )     —      (64 )     (277 )     —      (277 ) 
Other liabilities      (30 )     (4 ) (d)     (34 )     (59 )     —      (59 ) 
Long-term debt:                                                  

Changes in instrument-specific credit 
risk (a)      (207 )     —      (207 )     (831 )     —      (831 ) 

Other changes in fair value (b)      (455 )     —      (455 )     (1,002 )     —      (1,002 ) 
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    Nine months ended September 30, 
    2010   2009 
                    Total changes                   Total changes 
    Principal   Other   in fair value   Principal   Other   in fair value 
(in millions)   transactions   income   recorded   transactions   income   recorded 
  

Federal funds sold and securities 
purchased under resale agreements    $ 539     $ —    $ 539     $ (334 )   $ —    $ (334 ) 

Securities borrowed      44       —      44       81       —      81   
Trading assets:                                                  

Debt and equity instruments, 
excluding loans      431       (13 ) (c)     418       504       15 (c)     519   

Loans reported as trading assets:                                                  
Changes in instrument-specific 

credit risk      1,157       2 (c)     1,159       (340 )     (160 ) (c)     (500 ) 
Other changes in fair value      (153 )     3,675 (c)     3,522       1,109       2,397 (c)     3,506   

Loans:                                                  
Changes in instrument-specific 

credit risk      89       —      89       (300 )     —      (300 ) 
Other changes in fair value      51       —      51       (179 )     —      (179 ) 

Other assets      —      (235 ) (d)     (235 )     —      (675 ) (d)     (675 ) 
Deposits (a)      (466 )     —      (466 )     (499 )     —      (499 ) 
Federal funds purchased and securities 

loaned or sold under repurchase 
agreements      (103 )     —      (103 )     75       —      75   

Other borrowed funds (a)      233       —      233       (1,238 )     —      (1,238 ) 
Trading liabilities      (19 )     —      (19 )     (23 )     —      (23 ) 
Beneficial interests issued by 

consolidated VIEs      (32 )     —      (32 )     (401 )     —      (401 ) 
Other liabilities      (26 )     10 (d)     (16 )     (55 )     —      (55 ) 
Long-term debt:                                                  

Changes in instrument-specific 
credit risk (a)      378       —      378       (1,225 )     —      (1,225 ) 

Other changes in fair value (b)      1,103       —      1,103       (2,773 )     —      (2,773 ) 
  

(a)   Total changes in instrument-specific credit risk related to structured notes were $(246) million and $(840) million for the three months 
ended September 30, 2010 and 2009, respectively, and $450 million and $(1.3) billion for the nine months ended September 30, 2010 and 
2009, respectively. Those totals include adjustments for structured notes classified within deposits and other borrowed funds, as well as 
long-term debt. 

  

(b)   Structured notes are debt instruments with embedded derivatives that are tailored to meet a client’s need for derivative risk in funded form. 
The embedded derivative is the primary driver of risk. Although the risk associated with the structured notes is actively managed, the gains 
reported in this table do not include the income statement impact of such risk management instruments. 

  

(c)   Reported in mortgage fees and related income. 
  

(d)   Reported in other income. 
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Difference between aggregate fair value and aggregate remaining contractual principal balance outstanding  

The following table reflects the difference between the aggregate fair value and the aggregate remaining contractual principal balance 
outstanding as of September 30, 2010, and December 31, 2009, for loans, long-term debt and long-term beneficial interests for which the fair 
value option has been elected.  
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    September 30, 2010   December 31, 2009 
                    Fair value                   Fair value 
                    over/(under)                   over/(under) 
    Contractual           contractual   Contractual           contractual 
    principal           principal   principal           principal 
(in millions)   outstanding   Fair value   outstanding   outstanding   Fair value   outstanding 
  

Loans                                                  
Performing loans 90 days or more 

past due                                                  
Loans reported as trading assets    $ —    $ —    $ —    $ —    $ —    $ —  
Loans      —      —      —      —      —      —  
Nonaccrual loans                                                  
Loans reported as trading assets      4,778       1,022       (3,756 )     7,264       2,207       (5,057 ) 
Loans      959       102       (857 )     1,126       151       (975 ) 
  

Subtotal      5,737       1,124       (4,613 )     8,390       2,358       (6,032 ) 
All other performing loans                                                  
Loans reported as trading assets      39,442       33,697       (5,745 )     35,095       29,341       (5,754 ) 
Loans      2,364       1,317       (1,047 )     2,147       1,000       (1,147 ) 
  

Total loans    $ 47,543     $ 36,138     $ (11,405 )   $ 45,632     $ 32,699     $ (12,933 ) 
  

Long-term debt                                                  
Principal—protected debt    $ 21,829 (b)   $ 22,998     $ 1,169     $ 26,765 (b)   $ 26,378     $ (387 ) 
Nonprincipal—protected debt (a)    NA       18,856     NA     NA       22,594     NA   
  

Total long-term debt    NA     $ 41,854     NA     NA     $ 48,972     NA   
  

Long-term beneficial interests                                                  
Principal—protected debt    $ 51     $ 51     $ —    $ 90     $ 90     $ —  
Nonprincipal—protected debt (a)    NA       2,332     NA     NA       1,320     NA   
  

Total long-term beneficial interests    NA     $ 2,383     NA     NA     $ 1,410     NA   
  

(a)   Remaining contractual principal is not applicable to nonprincipal-protected notes. Unlike principal-protected notes, for which the Firm is 
obligated to return a stated amount of principal at the maturity of the note, nonprincipal-protected notes do not obligate the Firm to return 
a stated amount of principal at maturity, but to return an amount based on the performance of an underlying variable or derivative feature 
embedded in the note. 

  

(b)   Where the Firm issues principal-protected zero-coupon or discount notes, the balance reflected as the remaining contractual principal is 
the final principal payment at maturity. 
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NOTE 5 — DERIVATIVE INSTRUMENTS  

For a further discussion of the Firm’s use and accounting policies regarding derivative instruments, see Note 5 on pages 167—175 of JPMorgan 
Chase’s 2009 Annual Report.  

Notional amount of derivative contracts  

The following table summarizes the notional amount of derivative contracts outstanding as of September 30, 2010, and December 31, 2009.  

While the notional amounts disclosed above give an indication of the volume of the Firm’s derivative activity, the notional amounts significantly 
exceed, in the Firm’s view, the possible losses that could arise from such transactions. For most derivative transactions, the notional amount is 
not exchanged; it is used simply as a reference to calculate payments.  
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    Notional amounts (b) 

(in billions)   September 30, 2010   December 31, 2009 
  

Interest rate contracts                  
Swaps    $ 44,411     $ 47,663   
Futures and forwards      9,941       6,986   
Written options      4,338       4,553   
Purchased options      4,211       4,584   
  

Total interest rate contracts      62,901       63,786   
  

Credit derivatives (a)      5,562       5,994   
  

Foreign exchange contracts                  
Cross-currency swaps      2,533       2,217   
Spot, futures and forwards      4,335       3,578   
Written options      720       685   
Purchased options      706       699   
  

Total foreign exchange contracts      8,294       7,179   
  

Equity contracts                  
Swaps      108       81   
Futures and forwards      42       45   
Written options      577       502   
Purchased options      556       449   
  

Total equity contracts      1,283       1,077   
  

Commodity contracts                  
Swaps      372       178   
Spot, futures and forwards      160       113   
Written options      258       201   
Purchased options      257       205   
  

Total commodity contracts      1,047       697   
  

Total derivative notional amounts    $ 79,087     $ 78,733   
  

(a)   Primarily consists of credit default swaps. For more information on volumes and types of credit derivative contracts, see the Credit 
derivatives discussion on pages 139—140 of this Note. 

  

(b)   Represents the sum of gross long and gross short third-party notional derivative contracts. 
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Impact of derivatives on the Consolidated Balance Sheets  

The following tables summarize information on derivative fair values that are reflected on the Firm’s Consolidated Balance Sheets as of 
September 30, 2010, and December 31, 2009, by accounting designation (e.g., whether the derivatives were designated as hedges or not) and 
contract type.  

Free-standing derivatives (a)  

Derivative receivables and payables mark-to-market  

The following table summarizes the fair values of derivative receivables and payables, including those designated as hedges by contract type 
after netting adjustments as of September 30, 2010, and December 31, 2009.  

                                                  
    Derivative receivables   Derivative payables 
                            Not         
September 30, 2010   Not designated   Designated   Total derivative   designated   Designated   Total derivative 
(in millions)   as hedges   as hedges   receivables   as hedges   as hedges   payables 
  

Trading assets and liabilities                                                  
Interest rate    $ 1,550,411     $ 8,357     $ 1,558,768     $ 1,511,586     $ 1,161     $ 1,512,747   
Credit      137,930       —      137,930       131,585       —      131,585   
Foreign exchange (b)      188,035       2,872       190,907       195,934       1,074       197,008   
Equity      57,911       —      57,911       60,448       —      60,448   
Commodity      45,097       72       45,169       42,431       1,372 (d)     43,803   
  

Gross fair value of trading assets and 
liabilities    $ 1,979,384     $ 11,301     $ 1,990,685     $ 1,941,984     $ 3,607     $ 1,945,591   

Netting adjustment (c)                      (1,893,392 )                     (1,870,689 ) 
  

Carrying value of derivative trading 
assets and trading liabilities on the 
Consolidated Balance Sheets                    $ 97,293                     $ 74,902   

  

                                                  
    Derivative receivables   Derivative payables 
                            Not         
December 31, 2009   Not designated   Designated   Total derivative   designated   Designated   Total derivative 
(in millions)   as hedges   as hedges   receivables   as hedges   as hedges   payables 
  

Trading assets and liabilities                                                  
Interest rate    $ 1,148,901     $ 6,568     $ 1,155,469     $ 1,121,978     $ 427     $ 1,122,405   
Credit      170,864       —      170,864       164,790       —      164,790   
Foreign exchange (b)      141,790       2,497       144,287       137,865       353       138,218   
Equity      57,871       —      57,871       58,494       —      58,494   
Commodity      36,988       39       37,027       35,082       194 (d)     35,276   
  

Gross fair value of trading assets and 
liabilities    $ 1,556,414     $ 9,104     $ 1,565,518     $ 1,518,209     $ 974     $ 1,519,183   

Netting adjustment (c)                      (1,485,308 )                     (1,459,058 ) 
  

Carrying value of derivative trading 
assets and trading liabilities on the 
Consolidated Balance Sheets                    $ 80,210                     $ 60,125   

  

(a)   Excludes structured notes for which the fair value option has been elected. See Note 4 on pages 129—131 of this Form 10-Q and Note 4 on 
pages 165—167 of JPMorgan Chase’s 2009 Annual Report for further information. 

  

(b)   Excludes $36 million of foreign currency-denominated debt designated as a net investment hedge at September 30, 2010. The Firm did not 
use foreign currency-denominated debt as a hedging instrument in 2009, and therefore there was no impact as of December, 31, 2009. 

  

(c)   U.S. GAAP permits the netting of derivative receivables and payables, and the related cash collateral received and paid when a legally 
enforceable master netting agreement exists between the Firm and a derivative counterparty. 

  

(d)   Excludes $758 million and $1.3 billion related to separated commodity derivatives used as fair value hedging instruments that are 
recorded in the line item of the host contract (other borrowed funds) as of September 30, 2010, and December 31, 2009, respectively. 

                                  
    Trading assets-Derivative receivables   Trading liabilities-Derivative payables 
(in millions)   September 30, 2010   December 31, 2009   September 30, 2010   December 31, 2009 
  

Contract type:                                  
Interest rate (a)    $ 47,278     $ 33,733     $ 24,281     $ 19,688   
Credit (a)      8,622       11,859       4,763       6,036   
Foreign exchange      24,963       21,984       28,346       19,818   
Equity      5,289       6,635       10,490       11,554   
Commodity      11,141       5,999       7,022       3,029   

  

Total    $ 97,293     $ 80,210     $ 74,902     $ 60,125   
  

(a)   In the first quarter of 2010, the reporting of cash collateral netting was enhanced. Prior periods have been revised to conform to the 
current presentation. The revision resulted in an increase to interest rate derivative receivables and a corresponding decrease to credit 
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Impact of derivatives and hedged items on the income statement and on other comprehensive income  

The following tables summarize the total pretax impact of JPMorgan Chase’s derivative-related activities on the Firm’s Consolidated Statements 
of Income and Other Comprehensive Income for the three and nine months ended September 30, 2010 and 2009, respectively, by accounting 
designation.  

Consolidated Statements of Income  

Consolidated Statements of Income  

Other comprehensive income/(loss)  

Other comprehensive income/(loss)  
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    receivables of $7.0 billion, and an increase to interest rate derivative payables and a corresponding decrease to credit derivative payables 
of $4.5 billion as of December 31, 2009. 

                                                  
    Derivative-related gains/(losses) 
                    Net   Risk         
Three months ended September 30,   Fair value   Cash flow   investment   management   Trading     
(in millions)   hedges (a)   hedges   hedges   activities   activities (a)   Total 
  

2010    $ 107     $ 78     $ (24 )   $ 2,433     $ 6,317     $ 8,911   
2009      117       42       (40 )     479       5,965       6,563   
  

                                                  
    Derivative-related gains/(losses) 
                    Net   Risk         
Nine months ended September 30,   Fair value   Cash flow   investment   management   Trading     
(in millions)   hedges (a)   hedges   hedges   activities   activities (a)   Total 
  

2010    $ 200     $ 93     $ (97 )   $ 6,122     $ 6,873     $ 13,191   
2009      587       184       (70 )     (4,910 )     16,090       11,881   
  

                                                  
    Derivative-related net changes in other comprehensive income 
                    Net   Risk         
Three months ended September 30,   Fair value   Cash flow   investment   management   Trading     
(in millions)   hedges   hedges   hedges (b)   activities   activities   Total 
  

2010    NA     $ (35 )   $ (741 )   NA     NA     $ (776 ) 
2009    NA       351       (223 )   NA     NA       128   
  

                                                  
    Derivative-related net changes in other comprehensive income 
                    Net   Risk         
Nine months ended September 30,   Fair value   Cash flow   investment   management   Trading     
(in millions)   hedges   hedges   hedges (b)   activities   activities   Total 
  

2010    NA     $ 242     $ 16     NA     NA     $ 258   
2009    NA       519       (250 )   NA     NA       269   
  

(a)   Includes the hedge accounting impact of the hedged item for fair value hedges and includes cash instruments within trading activities. 
  

(b)   Includes $2 million of foreign currency translation loss and $41 million of foreign currency transaction gain related to foreign currency-
denominated debt designated as a net investment hedge for the three and nine months ended September 30, 2010. The Firm did not use 
foreign currency-denominated debt as a hedging instrument in 2009 and, therefore, there was no impact for the three and nine months 
ended September 30, 2009. 
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The tables that follow reflect more detailed information regarding the derivative-related income statement impact by accounting designation for 
the three and nine months ended September 30, 2010 and 2009, respectively.  

Fair value hedge gains and losses  

The following tables present derivative instruments, by contract type, used in fair value hedge accounting relationships, as well as pretax gains/
(losses) recorded on such derivatives and the related hedged items for the three and nine months ended September 30, 2010 and 2009, 
respectively. The Firm includes gains/(losses) on the hedging derivative and the related hedged item in the same line item in the Consolidated 
Statements of Income.  
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    Gains/(losses) recorded in income   Income statement impact due to: 
Three months ended                   Total income         
September 30, 2010                   statement   Hedge   Excluded 
(in millions)   Derivatives   Hedged items   impact (d)   ineffectiveness (e)   components (f) 
  

Contract type                                          
Interest rate (a)    $ 667     $ (536 )   $ 131     $ 17     $ 114   
Foreign exchange (b)      (5,312 )     5,091       (221 )     —      (221 ) 
Commodity (c)      (782 )     979       197       —      197   
  

Total    $ (5,427 )   $ 5,534     $ 107     $ 17     $ 90   
  

                                          
    Gains/(losses) recorded in income           Income statement impact due to: 
Three months ended                   Total income                 
September 30, 2009                   statement           Hedge   Excluded 
(in millions)   Derivatives   Hedged items   impact (d)           ineffectiveness (e)   components (f) 
  

Contract type                                                  
Interest rate (a)    $ 1,308     $ (1,071 )   $ 237             $ 32     $ 205   
Foreign exchange (b)      (134 )     37       (97 )             —      (97 ) 
Commodity (c)      (84 )     61       (23 )             —      (23 ) 
  

Total    $ 1,090     $ (973 )   $ 117             $ 32     $ 85   
  

                                          
    Gains/(losses) recorded in income   Income statement impact due to: 
Nine months ended                   Total income         
September 30, 2010                   statement   Hedge   Excluded 
(in millions)   Derivatives   Hedged items   impact (d)   ineffectiveness (e)   components (f) 
  

Contract type                                          
Interest rate (a)    $ 2,644     $ (2,134 )   $ 510     $ 141     $ 369   
Foreign exchange (b)      176       (431 )     (255 )     —      (255 ) 
Commodity (c)      (1,098 )     1,043       (55 )     —      (55 ) 
  

Total    $ 1,722     $ (1,522 )   $ 200     $ 141     $ 59   
  

                                                  
    Gains/(losses) recorded in income           Income statement impact due to: 
Nine months ended                   Total income                 
September 30, 2009                   statement           Hedge   Excluded 
(in millions)   Derivatives   Hedged items   impact (d)           ineffectiveness (e)   components (f) 
  

Contract type                                                  
Interest rate (a)    $ (2,315 )    $ 2,875     $ 560             $ (452 )   $ 1,012   
Foreign exchange (b)      (1,728 )     1,791       63               —      63   
Commodity (c)      (279 )     243       (36 )             —      (36 ) 
  

Total    $ (4,322 )   $ 4,909     $ 587             $ (452 )   $ 1,039   
  

(a)   Primarily consists of hedges of the benchmark (e.g., London Interbank Offered Rate (“ LIBOR” )) interest rate risk of fixed-rate long-term 
debt and AFS securities. Gains and losses were recorded in net interest income. 

  

(b)   Primarily consists of hedges of the foreign currency risk of long-term debt and AFS securities for changes in spot foreign currency rates. 
Gains and losses related to the derivatives and the hedged items, due to changes in spot foreign currency rates, were recorded in principal 
transactions revenue. 

  

(c)   Consists of overall fair value hedges of physical gold and base metal inventory. Gains and losses were recorded in principal transactions 
revenue. 

  

(d)   Total income statement impact for fair value hedges consists of hedge ineffectiveness and any components excluded from the assessment of 
hedge effectiveness. 

  

(e)   Hedge ineffectiveness is the amount by which the gain or loss on the designated derivative instrument does not exactly offset the gain or 
loss on the hedged item attributable to the hedged risk. 

  

(f)   Certain components of hedging derivatives are permitted to be excluded from the assessment of hedge effectiveness, such as forward points 
on a futures or forwards contract. Amounts related to excluded components are recorded in current-period income. 
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Cash flow hedge gains and losses  
The following tables present derivative instruments, by contract type, used in cash flow hedge accounting relationships, and the pretax gains/
(losses) recorded on such derivatives, for the three and nine months ended September 30, 2010 and 2009, respectively. The Firm includes the 
gain/(loss) on the hedging derivative in the same line item as the offsetting change in cash flows on the hedged item in the Consolidated 
Statements of Income.  

Over the next 12 months, the Firm expects that $327 million (after-tax) of net losses recorded in AOCI at September 30, 2010, related to cash 
flow hedges will be recognized in income. The maximum length of time over which forecasted transactions are hedged is 10 years, and such 
transactions primarily relate to core lending and borrowing activities.  
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    Gains/(losses) recorded in income and other comprehensive income/(loss) 
            Hedge                 
    Derivatives —   ineffectiveness                 
    effective portion   recorded directly           Derivatives —   Total change 
Three months ended   reclassified from   in   Total income   effective portion   in OCI 
September 30, 2010 (in millions)   AOCI to income   income (d)   statement impact   recorded in OCI   for period 
  

Contract type                                          
Interest rate (a)    $ 89 (c)   $ 5     $ 94     $ 59     $ (30 ) 
Foreign exchange (b)      (16 )     —      (16 )     (21 )     (5 ) 
  

Total    $ 73     $ 5     $ 78     $ 38     $ (35 ) 
  

                                          
    Gains/(losses) recorded in income and other comprehensive income/(loss) 
            Hedge                 
    Derivatives —   ineffectiveness                 
    effective portion   recorded directly           Derivatives —     
Three months ended   reclassified from   in   Total income   effective portion   Total change in OCI 
September 30, 2009 (in millions)   AOCI to income   income (d)   statement impact   recorded in OCI   for period 
  

Contract type                                          
Interest rate (a)    $ (5 )   $ (13 )   $ (18 )   $ 382     $ 387   
Foreign exchange (b)      60       —      60       24       (36 ) 
  

Total    $ 55     $ (13 )   $ 42     $ 406     $ 351   
  

                                          
    Gains/(losses) recorded in income and other comprehensive income/(loss) 
            Hedge                 
    Derivatives —   ineffectiveness                 
    effective portion   recorded directly           Derivatives —   Total change 
Nine months ended   reclassified from   in   Total income   effective portion   in OCI 
September 30, 2010 (in millions)   AOCI to income   income (d)   statement impact   recorded in OCI   for period 
  

Contract type                                          
Interest rate (a)    $ 171 (c)   $ 16     $ 187     $ 408     $ 237   
Foreign exchange (b)      (91 )     (3 )     (94 )     (86 )     5   
  

Total    $ 80     $ 13     $ 93     $ 322     $ 242   
  

                                          
    Gains/(losses) recorded in income and other comprehensive income/(loss) 
            Hedge                 
    Derivatives —   ineffectiveness                 
    effective portion   recorded directly           Derivatives —     
Nine months ended   reclassified from   in   Total income   effective portion   Total change in OCI 
September 30, 2009 (in millions)   AOCI to income   income (d)   statement impact   recorded in OCI   for period 
  

Contract type                                          
Interest rate (a)    $ (74 )   $ (11 )   $ (85 )   $ 83     $ 157   
Foreign exchange (b)      269       —      269       631       362   
  

Total    $ 195     $ (11 )   $ 184     $ 714     $ 519   
  

(a)   Primarily consists of benchmark interest rate hedges of LIBOR-indexed floating-rate assets and floating-rate liabilities. Gains and losses 
were recorded in net interest income. 

  

(b)   Primarily consists of hedges of the foreign currency risk of non-U.S. dollar-denominated revenue and expense. The income statement 
classification of gains and losses follows the hedged item - primarily net interest income, compensation expense and other expense. 

  

(c)   In the second quarter of 2010, the Firm reclassified a $25 million loss from accumulated other comprehensive income (“AOCI”) to 
earnings because the Firm determined that it is probable that forecasted interest payment cash flows related to certain wholesale deposits 
will not occur. The Firm did not experience forecasted transactions that failed to occur during the first and third quarters of 2010, and 
during the three and nine months ended September 30, 2009, respectively. 

  

(d)   Hedge ineffectiveness is the amount by which the cumulative gain or loss on the designated derivative instrument exceeds the present value 
of the cumulative expected change in cash flows on the hedged item attributable to the hedged risk. 
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Net investment hedge gains and losses  
The following tables present hedging instruments, by contract type, that were used in net investment hedge accounting relationships, and the 
pretax gains/(losses) recorded on such instruments for the three and nine months ended September 30, 2010 and 2009, respectively.  

Risk management derivatives gains and losses (not designated as hedging instruments)  
The following table presents nontrading derivatives, by contract type, that were not designated in hedge relationships, and the pretax gains/
(losses) recorded on such derivatives for the three and nine months ended September 30, 2010 and 2009, respectively. These derivatives are risk 
management instruments used to mitigate or transform the risk of market exposures arising from banking activities other than trading activities, 
which are discussed separately below.  
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    Gains/(losses) recorded in income and other comprehensive income/(loss) 
    2010   2009 
    Excluded components           Excluded components     
Three months ended September 30,   recorded directly   Effective portion   recorded directly   Effective portion 
(in millions)   in income (a)   recorded in OCI   in income (a)   recorded in OCI 
  

Contract type                                  
Foreign exchange derivatives    $ (24 )   $ (739 )   $ (40 )   $ (223 ) 
Foreign currency denominated debt      —      (2 )   NA     NA   
  

Total    $ (24 )   $ (741 )   $ (40 )   $ (223 ) 
  

                                  
    Gains/(losses) recorded in income and other comprehensive income/(loss) 
    2010   2009 
    Excluded components           Excluded components     
Nine months ended September 30,   recorded directly   Effective portion   recorded directly   Effective portion 
(in millions)   in income (a)   recorded in OCI   in income (a)   recorded in OCI 
  

Contract type                                  
Foreign exchange derivatives    $ (97 )   $ (25 )   $ (70 )   $ (250 ) 
Foreign currency denominated debt      —      41     NA     NA   
  

Total    $ (97 )   $ 16     $ (70 )   $ (250 ) 
  

(a)   Certain components of derivatives used as hedging instruments are permitted to be excluded from the assessment of hedge effectiveness, 
such as forward points on a futures or forwards contract. Amounts related to excluded components are recorded in current-period income. 
There was no ineffectiveness for net investment hedge accounting relationships during the three and nine months ended September 30, 
2010 and 2009. 

                                  
    Derivatives gains/(losses) recorded in income 
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Contract type                                  
Interest rate (a)    $ 2,612     $ 1,422     $ 6,424     $ (1,778 ) 
Credit (b)      (148 )     (886 )     (207 )     (2,914 ) 
Foreign exchange (c)      (30 )     (8 )     (71 )     (159 ) 
Equity (b)      —      (7 )     —      (7 ) 

  

Commodity (b)      (1 )     (42 )     (24 )     (52 ) 
  

Total    $ 2,433     $ 479     $ 6,122     $ (4,910 ) 
  

(a)   Gains and losses were recorded in principal transactions revenue, mortgage fees and related income, and net interest income. 
  

(b)   Gains and losses were recorded in principal transactions revenue. 
  

(c)   Gains and losses were recorded in principal transactions revenue and net interest income. 
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Trading derivative gains and losses  
The following table presents trading derivatives gains and losses, by contract type, that are recorded in principal transactions revenue in the 
Consolidated Statements of Income for the three and nine months ended September 30, 2010 and 2009, respectively. The Firm has elected to 
present derivative gains and losses related to its trading activities together with the cash instruments with which they are risk managed.  

Credit risk, liquidity risk and credit-related contingent features  
Derivative payables expose the Firm to liquidity risk, as the derivative contracts typically require the Firm to post cash or securities collateral 
with counterparties as the mark-to-market (“MTM”) moves in the counterparties’ favor, or upon specified downgrades in the Firm’s or its 
subsidiaries’ respective credit ratings. At September 30, 2010, the impact of a single-notch and six-notch ratings downgrade to JPMorgan Chase 
& Co. and its subsidiaries, primarily JPMorgan Chase Bank, National Association (“JPMorgan Chase Bank, N.A.”) would have required 
$1.9 billion and $5.0 billion, respectively, of additional collateral to be posted by the Firm. Certain derivative contracts also provide for 
termination of the contract, generally upon a downgrade of either the Firm or the counterparty, at the fair value of the derivative contracts. At 
September 30, 2010, the impact of single-notch and six-notch ratings downgrades to JPMorgan Chase & Co. and its subsidiaries, primarily 
JPMorgan Chase Bank, N.A., related to contracts with termination triggers would have required the Firm to settle trades with a fair value of 
$156 million and $4.0 billion, respectively. The aggregate fair value of net derivative payables that contain contingent collateral or termination 
features triggered upon a downgrade was $37.2 billion at September 30, 2010, for which the Firm has posted collateral of $35.7 billion in the 
normal course of business.  

The following tables show the current credit risk of derivative receivables after netting adjustments and collateral received, and the current 
liquidity risk of derivative payables after netting adjustments and collateral posted, as of September 30, 2010, and December 31, 2009, 
respectively.  

In addition to the collateral amounts reflected in the tables above, at September 30, 2010, and December 31, 2009, the Firm had received liquid 
securities and other cash collateral in the amount of $20.8 billion and $15.5 billion, respectively, and posted $15.7 billion and $11.7 billion, 
respectively. The Firm also receives and delivers collateral at the initiation of derivative transactions, which is available as security against 
potential exposure that could arise should the fair value of the transactions move in the Firm’s or client’s favor, respectively. Furthermore, the 
Firm and its counterparties hold collateral related to contracts that have a non-daily call frequency for collateral to be posted, and collateral that 
the Firm or a counterparty has agreed to return but has not yet settled as of the reporting date. At September 30, 2010, and December 31, 2009, 
the Firm had received $19.7 billion and $16.9 billion, respectively, and delivered $10.7 billion and $5.8 billion, respectively, of such additional 
collateral. These amounts were not netted against the derivative receivables and payables in the tables above, because, at an individual 
counterparty level, the collateral exceeded the fair value exposure at both September 30, 2010, and December 31, 2009.  
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    Gains/(losses) recorded in principal transactions revenue 
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Type of instrument                                  
Interest rate    $ (429 )   $ 1,320     $ (359 )   $ 5,078   
Credit      773       2,321       4,185       4,004   
Foreign exchange      5,457       1,734       1,178     4,860   
Equity      500       264       1,407       1,062   
Commodity      16       326       462       1,086   

  

Total    $ 6,317   $ 5,965     $ 6,873     $ 16,090   
  

                  
September 30, 2010 (in millions)   Derivative receivables   Derivative payables 
  

Gross derivative fair value    $ 1,990,685     $ 1,945,591   
Netting adjustment — offsetting receivables/payables      (1,812,538 )     (1,812,538 ) 
Netting adjustment — cash collateral received/paid      (80,854 )     (58,151 ) 
  

Carrying value on Consolidated Balance Sheets    $ 97,293     $ 74,902   
  

                  
December 31, 2009 (in millions)   Derivative receivables   Derivative payables 
  

Gross derivative fair value    $ 1,565,518     $ 1,519,183   
Netting adjustment — offsetting receivables/payables      (1,419,840 )     (1,419,840 ) 
Netting adjustment — cash collateral received/paid      (65,468 )     (39,218 ) 
  

Carrying value on Consolidated Balance Sheets    $ 80,210     $ 60,125   
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Credit derivatives  
For a more detailed discussion of credit derivatives, including a description of the different types used by the Firm, see Note 5 on pages 167—
175, of JPMorgan Chase’s 2009 Annual Report.  

Effective July 1, 2010, the Firm adopted new accounting guidance prospectively related to credit derivatives embedded in beneficial interests in 
securitized financial assets, which resulted in the election of the fair value option for certain instruments in the AFS securities portfolio. The 
related cumulative effect adjustment increased retained earnings and decreased accumulated other comprehensive income by $15 million, 
respectively, as of July 1, 2010.  

The following tables present a summary of the notional amounts of credit derivatives and credit-related notes the Firm sold and purchased as of 
September 30, 2010, and December 31, 2009. Upon a credit event, the Firm as a seller of protection would typically pay out only a percentage of 
the full notional amount of net protection sold, as the amount actually required to be paid on the contracts takes into account the recovery value 
of the reference obligation at the time of settlement. The Firm manages the credit risk on contracts to sell protection by purchasing protection 
with identical or similar underlying reference entities. Other purchased protection referenced in the following tables include credit derivatives 
bought on related, but not identical, reference positions (including indices, portfolio coverage and other reference points) as well as protection 
purchased through credit-related notes.  

The Firm does not use notional amounts as the primary measure of risk management for credit derivatives, because the notional amount does not 
take into account the probability of the occurrence of a credit event, the recovery value of the reference obligation, or related cash instruments 
and economic hedges.  

Total credit derivatives and credit-related notes  

The following tables summarize the notional and fair value amounts of credit derivatives and credit-related notes as of September 30, 2010, and 
December 31, 2009, where JPMorgan Chase is the seller of protection. The maturity profile is based on the remaining contractual maturity of the 
credit derivative contracts. The ratings profile is based on the rating of the reference entity on which the credit derivative contract is based. The 
ratings and maturity profile of protection purchased are comparable to the profile reflected below.  
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    Maximum payout/Notional amount 
September 30, 2010           Protection purchased with   Net protection   Other protection 
(in millions)   Protection sold   identical underlyings (b)   (sold)/purchased (c)   purchased (d) 
  

Credit derivatives                                  
Credit default swaps    $ (2,727,701 )   $ 2,720,270     $ (7,431 )   $ 39,897   
Other credit derivatives (a)      (18,537 )     17,632       (905 )     37,496   

  

Total credit derivatives      (2,746,238 )     2,737,902       (8,336 )     77,393   
Credit-related notes (e)      (2,338 )     —      (2,338 )     2,772   
  

Total    $ (2,748,576 )   $ 2,737,902     $ (10,674 )   $ 80,165   
  

                                  
    Maximum payout/Notional amount 
December 31, 2009           Protection purchased with   Net protection   Other protection 
(in millions)   Protection sold   identical underlyings (b)   (sold)/purchased (c)   purchased (d) 
  

Credit derivatives                                  
Credit default swaps    $ (2,937,442 )   $ 2,978,044     $ 40,602     $ 28,064   
Other credit derivatives (a)      (10,575 )     9,290       (1,285 )     30,473   

  

Total credit derivatives      (2,948,017 )     2,987,334       39,317       58,537   
Credit-related notes      (4,031 )     —      (4,031 )     1,728   
  

Total    $ (2,952,048 )   $ 2,987,334     $ 35,286     $ 60,265   
  

(a)   Primarily consists of total return swaps and credit default swap options. 
  

(b)   Represents the total notional amount of protection purchased where the underlying reference instrument is identical to the reference 
instrument on protection sold; the notional amount of protection purchased for each individual identical underlying reference instrument 
may be greater or lower than the notional amount of protection sold. 

  

(c)   Does not take into account the fair value of the reference obligation at the time of settlement, which would generally reduce the amount the 
seller of protection pays to the buyer of protection in determining settlement value. 

  

(d)   Represents protection purchased by the Firm through single-name and index credit default swap or credit-related notes. 
  

(e)   As a result of the adoption of new accounting guidance, effective July 1, 2010, includes beneficial interests in securitized financial assets 
that contain embedded credit derivatives. 
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Protection sold — credit derivatives and credit-related notes ratings (a) /maturity profile 
 

NOTE 6 — OTHER NONINTEREST REVENUE  

For a discussion of the components of and accounting policies for the Firm’s other noninterest revenue, see Note 6 on pages 175—176 of 
JPMorgan Chase’s 2009 Annual Report.  

The following table presents the components of investment banking fees.  

The following table presents principal transactions revenue.  

The following table presents components of asset management, administration and commissions.  

                                          
                            Total     
September 30, 2010 (in millions)   <1 year   1 - 5 years   >5 years   notional amount   Fair value (b) 
  

Risk rating of reference entity                                          
Investment-grade    $ (182,467 )   $ (1,140,833 )   $ (356,406 )   $ (1,679,706 )   $ (22,380 ) 
Noninvestment-grade      (146,053 )     (696,620 )     (226,197 )     (1,068,870 )     (67,897 ) 

  

Total    $ (328,520 )   $ (1,837,453 )   $ (582,603 )   $ (2,748,576 )   $ (90,277 ) 
  

                                          
                            Total     
December 31, 2009 (in millions)   <1 year   1 - 5 years   >5 years   notional amount   Fair value (b) 
  

Risk rating of reference entity                                          
Investment-grade    $ (215,580 )   $ (1,140,133 )   $ (367,015 )   $ (1,722,728 )   $ (16,607 ) 
Noninvestment-grade      (150,122 )     (806,139 )     (273,059 )     (1,229,320 )     (90,410 ) 

  

Total    $ (365,702 )   $ (1,946,272 )   $ (640,074 )   $ (2,952,048 )   $ (107,017 ) 
  

(a)   The ratings scale is based on the Firm’s internal ratings, which generally correspond to ratings as defined by S&P and Moody’s. 
  

(b)   Amounts are shown on a gross basis, before the benefit of legally enforceable master netting agreements and cash collateral held by the 
Firm. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Underwriting:                                  
Equity    $ 333     $ 681     $ 1,100     $ 1,938   
Debt      777       616       2,239       1,985   

  

Total underwriting      1,110       1,297       3,339       3,923   
Advisory (a)      366       382       1,019       1,248   
  

Total investment banking fees    $ 1,476     $ 1,679     $ 4,358     $ 5,171   
  

(a)   Effective January 1, 2010, the Firm adopted new consolidation guidance related to VIEs. Upon the adoption of the guidance, the Firm 
consolidated its Firm-administered multi-seller conduits. The consolidation of the conduits did not significantly change the Firm’s net 
income as a whole; however, it did affect the classification of items on the Firm’s Consolidated Statements of Income. As a result, certain 
advisory fees were eliminated, which were offset by an increase in lending- and deposit-related fees. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Trading revenue    $ 1,544     $ 3,700     $ 7,940     $ 9,344   
Private equity gains/(losses) (a)      797       160       1,039       (386 ) 
  

Principal transactions    $ 2,341     $ 3,860     $ 8,979     $ 8,958   
  

(a)   Includes revenue on private equity investments held in the Private Equity business within Corporate/Private Equity, and those held in 
other business segments. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Asset management:                                  
Investment management fees    $ 1,334     $ 1,283     $ 3,978     $ 3,538   
All other asset management fees      123       93       348       252   

  

Total asset management fees      1,457       1,376       4,326       3,790   
Total administration fees (a)      497       477       1,519       1,430   
Commission and other fees:                                  

Brokerage commissions      630       726       2,086       2,175   
All other commissions and fees      604       579       1,871       1,784   

  

Total commissions and fees      1,234       1,305       3,957       3,959   
  

Total asset management, administration and commissions    $ 3,188     $ 3,158     $ 9,802     $ 9,179   
  

(a)   Includes fees for custody, securities lending, funds services and securities clearance. 
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NOTE 7 — INTEREST INCOME AND INTEREST EXPENSE  

Details of interest income and interest expense were as follows.  

NOTE 8 — PENSION AND OTHER POSTRETIREMENT EMPLOYEE BENEFIT P LANS  

For a discussion of JPMorgan Chase’s pension and other postretirement employee benefit (“OPEB”) plans, see Note 8 on pages 176—183 of 
JPMorgan Chase’s 2009 Annual Report.  

The following table presents the components of net periodic benefit cost reported in the Consolidated Statements of Income for the Firm’s U.S. 
and non-U.S. defined benefit pension and OPEB plans.  

                                      
    Three months ended September 30,        Nine months ended September 30,   
(in millions)   2010   2009       2010   2009 
  

Interest income (a)                                      
Loans    $ 9,955     $ 9,442         $ 30,481     $ 29,775   
Securities      2,157       3,242           7,578       9,280   
Trading assets      2,752       2,975           8,086       9,143   
Federal funds sold and securities purchased under resale agreements      448       368           1,253       1,386   
Securities borrowed      66       (30 )         127       (40 ) 
Deposits with banks      82       130           269       819   
Other assets (b)      146       133           376       372   
  

Total interest income (c)      15,606       16,260           48,170       50,735   
  

Interest expense (a)                                      
Interest-bearing deposits      846       1,086           2,573       3,937   
Short-term and other liabilities (d)      482       941           1,766       2,908   
Long-term debt      1,489       1,426           4,009       4,951   
Beneficial interests issued by consolidated VIEs      287       70           923       165   
  

Total interest expense (c)      3,104       3,523           9,271       11,961   
  

Net interest income      12,502       12,737           38,899       38,774   
Provision for credit losses      3,223       8,104           13,596       24,731   
  

Net interest income after provision for credit losses    $ 9,279     $ 4,633         $ 25,303     $ 14,043   
  

(a)   Interest income and expense include the current-period interest accruals for financial instruments measured at fair value, except for 
financial instruments containing embedded derivatives that would be separately accounted for in accordance with U.S. GAAP absent the 
fair value option election; for those instruments, all changes in fair value, including any interest elements, are reported in principal 
transactions revenue. 

  

(b)   Predominantly margin loans. 
  

(c)   Effective January 1, 2010, the Firm adopted new consolidation guidance related to VIEs. Upon the adoption of the new guidance, the Firm 
consolidated its Firm-sponsored credit card securitization trusts, its Firm-administered multi-seller conduits and certain other consumer 
loan securitization entities, primarily mortgage-related. The consolidation of these VIEs did not significantly change the Firm’s total net 
income. However, it did affect the classification of items on the Firm’s Consolidated Statements of Income; as a result of the adoption of 
the new guidance, certain noninterest revenue was eliminated, offset by the recognition of interest income, interest expense, and provision 
for credit losses. 

  

(d)   Includes brokerage customer payables. 

                                                  
    Defined benefit pension plans     
    U.S.   Non-U.S.   OPEB plans 
Three months ended September 30, (in millions)   2010   2009   2010   2009   2010   2009 
  

Components of net periodic benefit 
cost                                                  

Benefits earned during the period    $ 57     $ 81     $ 8     $ 7     $ —    $ 1   
Interest cost on benefit obligations      117       128       33       29       14       17   
Expected return on plan assets      (186 )     (146 )     (33 )     (27 )     (25 )     (25 ) 
Amortization:                                                  

Net loss      56       76       15       11       —      —  
Prior service cost (credit)      (10 )     1       (1 )     —      (3 )     (3 ) 

Settlement loss      —      —      2       —      —      —  
  

Net periodic defined benefit cost for 
material plans      34       140       24       20       (14 )     (10 ) 

Net periodic defined benefit cost for 
individually immaterial plans      4       3       3       1     NA   NA 

  

Total net periodic defined benefit 
cost for all plans      38       143       27       21       (14 )     (10 ) 

Total cost for defined contribution 
plans      102       77       70       47     NA   NA 
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Total pension and OPEB cost 
included in compensation expense    $ 140     $ 220     $ 97     $ 68     $ (14 )   $ (10 ) 
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The fair value of plan assets for the U.S. defined benefit pension and OPEB plans and for the material non-U.S. defined benefit pension plans 
were $11.7 billion and $2.7 billion, respectively, as of September 30, 2010, and $11.5 billion and $2.4 billion, respectively, as of December 31, 
2009. See Note 20 on pages 172—173 of this Form 10-Q for further information on unrecognized amounts (i.e., net loss and prior service costs/
(credit)) reflected in AOCI for the nine months ended September 30, 2010 and 2009.  

The amount, if any, of 2010 potential contributions for the U.S. qualified defined benefit pension plans is not determinable at this time. The 2010 
potential contributions for the Firm’s U.S. non-qualified defined benefit pension plans are estimated to be $42 million and for the non-U.S. 
defined benefit pension and OPEB plans are estimated to be $171 million and $2 million, respectively.  

NOTE 9 — EMPLOYEE STOCK -BASED INCENTIVES  

For a discussion of the accounting policies and other information relating to employee stock-based incentives, see Note 9 on pages 184—186 of 
JPMorgan Chase’s 2009 Annual Report.  

The Firm recognized the following noncash compensation expense related to its various employee stock-based incentive plans in its 
Consolidated Statements of Income.  

In the first quarter of 2010, the Firm granted 71 million RSUs, with a weighted average grant date fair value of $43.12 per RSU, in connection 
with its annual incentive grant.  
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    Defined benefit pension plans     
    U.S.   Non-U.S.   OPEB plans 
Nine months ended September 30, (in millions)   2010   2009   2010   2009   2010   2009 
  

Components of net periodic benefit 
cost                                                  

Benefits earned during the period    $ 173     $ 238     $ 21     $ 21     $ 1     $ 3   
Interest cost on benefit obligations      351       384       96       85       42       48   
Expected return on plan assets      (557 )     (438 )     (95 )     (79 )     (73 )     (73 ) 
Amortization:                                                  

Net loss      168       229       42       32       —      —  
Prior service cost (credit)      (32 )     3       (1 )     —      (10 )     (10 ) 

Settlement loss      —      —      2       —      —      —  
  

Net periodic defined benefit cost for 
material plans      103       416       65       59       (40 )     (32 ) 

Net periodic defined benefit cost for 
individually immaterial plans      11       10       8       9     NA   NA 

  

Total net periodic defined benefit 
cost for all plans      114       426       73       68       (40 )     (32 ) 

Total cost for defined contribution 
plans      249       231       202       169     NA   NA 

  

Total pension and OPEB cost 
included in compensation expense    $ 363     $ 657     $ 275     $ 237     $ (40 )   $ (32 ) 

  

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Cost of prior grants of restricted stock units (“RSUs” ) and stock 
appreciation rights (“SARs”) that are amortized over their 
applicable vesting periods    $ 589     $ 571     $ 1,922     $ 1,911   

Accrual of estimated costs of RSUs and SARs to be granted in future 
periods to full-career eligible employees      165       192       605       524   

  

Total noncash compensation expense related to employee stock-
based incentive plans    $ 754     $ 763     $ 2,527     $ 2,435   
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NOTE 10 — NONINTEREST EXPENSE  

The following table presents the components of noninterest expense.  

NOTE 11 — SECURITIES  

Securities are classified as AFS, held-to-maturity (“HTM”) or trading. For additional information regarding AFS and HTM securities, see Note 
11 on pages 187—191 of JPMorgan Chase’s 2009 Annual Report. Trading securities are discussed in Note 3 on pages 114—128 of this Form 
10-Q.  

Securities gains and losses  

The following table presents realized gains and losses and credit losses that were recognized in income from AFS securities.  
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      Three months ended September 30,        Nine months ended September 30,   
(in millions)   2010   2009       2010   2009 
  

Compensation expense (a)    $ 6,661     $ 7,311         $ 21,553     $ 21,816   
Noncompensation expense:                                      

Occupancy expense      884       923           2,636       2,722   
Technology, communications and equipment expense      1,184       1,140           3,486       3,442   
Professional and outside services      1,718       1,517           4,978       4,550   
Marketing      651       440           1,862       1,241   
Other expense (b)(c)(d)      3,082       1,767           9,942       5,332   
Amortization of intangibles      218       254           696       794   

  

Total noncompensation expense      7,737       6,041           23,600       18,081   
Merger costs      —      103 (e)         —      451 (e) 
  

Total noninterest expense    $ 14,398     $ 13,455         $ 45,153     $ 40,348   
  

(a)   Year-to-date 2010 included a payroll tax expense related to the United Kingdom (“U.K.”) Bank Payroll Tax on certain compensation 
awarded from December 9, 2009, to April 5, 2010, to relevant banking employees. 

  

(b)   Includes litigation expense of $1.5 billion and $5.2 billion for the three and nine months ended September 30, 2010, compared with 
$246 million and a net benefit of $10 million for the three and nine months ended September 30, 2009, respectively. 

  

(c)   Includes foreclosed property expense of $251 million and $798 million for the three and nine months ended September 30, 2010, 
respectively, compared with $346 million and $965 million for the three and nine months ended September 30, 2009, respectively. For 
additional information regarding foreclosed property, see Note 13 on page 196 of JPMorgan Chase’s 2009 Annual Report. 

  

(d)   Year-to-date 2009 included a $675 million Federal Deposit Insurance Corporation (“ FDIC” ) special assessment. 
  

(e)   Includes $28 million and $231 million for compensation expense, $(6) million and $14 million for occupancy expense and $81 million and 
$206 million for technology and communications and other expense for the three and nine months ended September 30, 2009, respectively. 
With the exception of occupancy- and technology-related write-offs, all of the costs required the expenditure of cash. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Realized gains    $ 162     $ 283     $ 2,044     $ 1,436   
Realized losses      (60 )     (81 )     (232 )     (505 ) 
  

Net realized gains (a)      102       202       1,812       931   
Credit losses included in securities gains (b)      —      (18 )     (100 )     (202 ) 
  

Net securities gains    $ 102     $ 184     $ 1,712     $ 729   
  

(a)   Proceeds from securities sold were within approximately 3% of amortized cost. 
  

(b)   Includes OTTI losses recognized in income on certain prime mortgage-backed securities and obligations of U.S. states and municipalities 
for the nine months ended September 30, 2010, and for the three and nine months ended September 30, 2009, respectively. 
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The amortized costs and estimated fair values of AFS and HTM securities were as follows for the dates indicated.  
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    September 30, 2010   December 31, 2009 
            Gross   Gross                   Gross   Gross     
    Amortized   unrealized   unrealized   Fair   Amortized   unrealized   unrealized   Fair 
(in millions)   cost   gains   losses   value   cost   gains   losses   value 
  

Available-for -sale debt 
securities                                                                  

Mortgage-backed 
securities:                                                                  
U.S. government 

agencies (a)    $ 136,817     $ 4,993     $ 4     $ 141,806     $ 166,094     $ 2,412     $ 608     $ 167,898   
Residential:                                                                  

Prime and Alt-A      2,760       98       328 (d)     2,530       5,234       96       807 (d)     4,523   
Subprime      —      —      —      —      17       —      —      17   
Non-U.S.      44,259       310       343       44,226       10,003       320       65       10,258   

Commercial      4,725       578       24       5,279       4,521       132       63       4,590   
  

Total mortgage-backed 
securities      188,561       5,979       699       193,841       185,869       2,960       1,543       187,286   

U.S. Treasury and 
government agencies (a)      17,544       271       —      17,815       30,044       88       135       29,997   

Obligations of U.S. states 
and municipalities      9,640       660       8       10,292       6,270       292       25       6,537   

Certificates of deposit      2,873       1       2       2,872       2,649       1       —      2,650   
Non-U.S. government debt 

securities      20,547       274       51       20,770       24,320       234       51       24,503   
Corporate debt securities 

(b)      61,110       622       305       61,427       61,226       812       30       62,008   
Asset-backed securities:                                                                  

Credit card receivables      7,671       395       6       8,060       25,266       502       26       25,742   
Collateralized loan 

obligations      13,447       496       197       13,746       12,172       413       436       12,149   
Other      8,813       135       14       8,934       6,719       129       54       6,794   

  

Total available-for -sale 
debt securities      330,206       8,833       1,282 (d)     337,757       354,535       5,431       2,300 (d)     357,666   

Available-for-sale equity 
securities      2,232       166       6       2,392       2,518       185       4       2,699   

  

Total available-for -sale 
securities    $ 332,438     $ 8,999     $ 1,288 (d)   $ 340,149     $ 357,053     $ 5,616     $ 2,304 (d)   $ 360,365   

  

Total held-to-maturity 
securities (c)    $ 19     $ 2     $ —    $ 21     $ 25     $ 2     $ —    $ 27   

  

(a)   Includes total U.S. government-sponsored enterprise obligations with fair values of $115.6 billion and $153.0 billion at September 30, 
2010, and December 31, 2009, respectively, which were predominantly mortgage-related. 

  

(b)   Consists primarily of bank debt including sovereign government guaranteed bank debt. 
  

(c)   Consists primarily of mortgage-backed securities issued by U.S. government-sponsored enterprises. 
  

(d)   Includes a total of $158 million and $368 million (before tax) of unrealized losses not related to credit reported in AOCI on prime 
mortgage-backed securities for which credit losses have been recognized in income at September 30, 2010, and December 31, 2009, 
respectively. 
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Securities impairment  

The following tables present the fair value and gross unrealized losses for AFS securities by aging category at September 30, 2010, and 
December 31, 2009.  
                                                  
    Securities with gross unrealized losses 
    Less than 12 months   12 months or more           Total 
            Gross           Gross   Total   gross 
    Fair   unrealized   Fair   unrealized   fair   unrealized 
September 30, 2010 (in millions)   value   losses   value   losses   value   losses 
  

Available-for -sale debt securities                                                  
Mortgage-backed securities:                                                  

U.S. government agencies    $ 790     $ 3     $ 97     $ 1     $ 887     $ 4   
Residential:                                                  

Prime and Alt-A      —      —      1,543       328       1,543       328   
Subprime      —      —      —      —      —      —  
Non-U.S.      32,658       319       697       24       33,355       343   

Commercial      119       23       12       1       131       24   
  

Total mortgage-backed securities      33,567       345       2,349       354       35,916       699   
U.S. Treasury and government 

agencies      —      —      —      —      —      —  
Obligations of U.S. states and 

municipalities      190       8       —      —      190       8   
Certificates of deposit      1,178       2       —      —      1,178       2   
Non-U.S. government debt securities      5,338       51       —      —      5,338       51   
Corporate debt securities      21,670       303       328       2       21,998       305   
Asset-backed securities:                                                  

Credit card receivables      —      —      344       6       344       6   
Collateralized loan obligations      171       10       7,372       187       7,543       197   
Other      1,772       5       54       9       1,826       14   

  

Total available-for -sale debt 
securities      63,886       724       10,447       558       74,333       1,282   

Available-for-sale equity securities      12       1       2       5       14       6   
  

Total securities with gross 
unrealized losses    $ 63,898     $ 725     $ 10,449     $ 563     $ 74,347     $ 1,288   

  

                                                  
    Securities with gross unrealized losses 
    Less than 12 months   12 months or more           Total 
            Gross           Gross   Total   gross 
    Fair   unrealized   Fair   unrealized   fair   unrealized 
December 31, 2009 (in millions)   value   losses   value   losses   value   losses 
  

Available-for -sale debt securities                                                  
Mortgage-backed securities:                                                  

U.S. government agencies    $ 43,235     $ 603     $ 644     $ 5     $ 43,879     $ 608   
Residential:                                                  

Prime and Alt-A      183       27       3,032       780       3,215       807   
Subprime      —      —      —      —      —      —  
Non-U.S.      391       1       1,773       64       2,164       65   

Commercial      679       34       229       29       908       63   
  

Total mortgage-backed securities      44,488       665       5,678       878       50,166       1,543   
U.S. Treasury and government 

agencies      8,433       135       —      —      8,433       135   
Obligations of U.S. states and 

municipalities      472       11       389       14       861       25   
Certificates of deposit      —      —      —      —      —      —  
Non-U.S. government debt securities      2,471       46       835       5       3,306       51   
Corporate debt securities      1,831       12       4,634       18       6,465       30   
Asset-backed securities:                                                  

Credit card receivables      —      —      745       26       745       26   
Collateralized loan obligations      42       1       7,883       435       7,925       436   
Other      767       8       1,767       46       2,534       54   

  

Total available-for -sale debt 
securities      58,504       878       21,931       1,422       80,435       2,300   

Available-for-sale equity securities      1       1       3       3       4       4   
  

Total securities with gross 
unrealized losses    $ 58,505     $ 879     $ 21,934     $ 1,425     $ 80,439     $ 2,304   
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Other-than-temporary impairment (“OTTI”)  

The following table presents credit losses that are included in the securities gains and losses table above.  

Changes in the credit loss component of credit-impaired debt securities  

The following table presents a rollforward for the three and nine months ended September 30, 2010 and 2009, of the credit loss component of 
OTTI losses that have been recognized in income, related to debt securities that the Firm does not intend to sell.  

Unrealized losses have generally decreased since December 31, 2009, due primarily to market spread improvement and increased liquidity, 
driving asset prices higher. Unrealized losses on certain securities have increased, including on corporate debt securities which included 
government-guaranteed positions that experienced credit spread widening. As of September 30, 2010, the Firm does not intend to sell the 
securities with a loss position in AOCI, and it is not likely that the Firm will be required to sell these securities before recovery of their amortized 
cost basis. Except for the securities reported in the table above for which credit losses have been recognized in income, the Firm believes that the 
securities with an unrealized loss in AOCI are not other-than-temporarily impaired as of September 30, 2010.  

Following is a description of the Firm’s principal security investments with the most significant unrealized losses as of September 30, 2010, and 
the key assumptions used in its estimate of the present value of the cash flows most likely to be collected from these investments.  

Mortgage-backed securities — Prime and Alt-A nonagency  

As of September 30, 2010, gross unrealized losses related to prime and Alt-A residential mortgage-backed securities issued by private issuers 
were $328 million, all of which related to securities that have been in an unrealized loss position for 12 months or more. Overall losses have 
decreased since December 31, 2009, due to increased market stabilization, resulting from increased demand for higher-yielding asset classes and 
U.S. government programs. Approximately 19% of these positions (by amortized cost) are currently rated “AAA.” The remaining 81% have 
experienced downgrades since purchase, and approximately 80% of the downgraded positions are currently rated below investment-grade. 
Approximately 35% of the portfolio remains investment-grade. The remaining 65% is below investment-grade; the Firm recorded other-than-
temporary impairment losses on 46% of the below investment-grade positions in prior periods. The Firm expects to recover the current 
amortized cost basis of its below investment-grade securities based on the current and projected performance of the underlying loans and credit 
enhancements. The credit enhancements associated with the below investment-grade and investment-grade portfolios are 10.1% and 28.2%, 
respectively. In analyzing prime and Alt-  

146  

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Debt securities the Firm does not intend to sell that have credit 
losses                                  
Total losses (a)    $ —    $ —    $ (94 )   $ (880 ) 
Losses recorded in/(reclassified from) other comprehensive income      —      (18 )     (6 )     678   

  

Credit losses recognized in income on debt securities the Firm does not 
intend to sell (b)      —      (18 )     (100 )     (202 ) 

  

Credit losses recognized in income on debt securities the Firm intends 
to sell      —      —(c)     —      —(c) 

  

Total credit losses recognized in income    $ —    $ (18 )   $ (100 )   $ (202 ) 
  

(a)   For initial OTTI, represents the excess of the amortized cost over the fair value of AFS debt securities. For subsequent impairments of the 
same security, represents additional declines in fair value subsequent to previously recorded OTTI, if applicable. 

  

(b)   Represents the credit loss component of certain prime mortgage-backed securities and obligations of U.S. states and municipalities that 
the Firm does not intend to sell. Subsequent credit losses may be recorded on securities without a corresponding further decline in fair 
value if there has been a decline in expected cash flows. 

  

(c)   Excludes OTTI losses of $7 million that were recognized in income on certain subprime mortgage-backed securities during the six months 
ended June 30, 2009. These securities were sold during the third quarter of 2009, resulting in the recognition of a recovery of $1 million. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Balance, beginning of period    $ 640     $ 184     $ 578     $ —  
Additions:                                  

Newly credit-impaired securities      —      —      —      202   
Increase in losses on previously credit-impaired securities      —      —      94       —  
Losses reclassified from other comprehensive income on previously 

credit-impaired securities      —      18       6       —  
Reductions:                                  

Sales of credit-impaired securities      (8 )     —      (31 )     —  
Impact of new consolidation guidance related to VIEs      —      —      (15 )     —  

  

Balance, end of period    $ 632     $ 202     $ 632     $ 202   
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A residential mortgage-backed securities for potential credit losses, the Firm utilizes a methodology that focuses on loan- level detail to estimate 
future cash flows, which are then applied to the various tranches of issued securities based on their respective contractual provisions of the 
securitization trust. The loan-level analysis considers prepayment, home price, default rate and loss severity assumptions. Given this level of 
granularity, the underlying assumptions vary significantly taking into consideration such factors as loan-to-value (“LTV”) ratio, loan type and 
geographical location of the underlying property. The weighted average underlying default rate on the positions was 19% and the related 
weighted average loss severity was 49%. Based on this analysis, the Firm has not recognized any additional OTTI losses in earnings during the 
third quarter of 2010; however, an OTTI loss of $6 million was recognized in the first quarter of 2010 related to securities that experienced 
increased delinquency rates associated with specific collateral types and origination dates. The unrealized loss of $328 million is considered 
temporary, based on management’s assessment that the credit enhancement levels for those securities remain sufficient to support the Firm’s 
investment.  

Asset-backed securities — Collateralized loan obligations  

As of September 30, 2010, gross unrealized losses related to CLOs were $197 million, of which $187 million related to securities that were in an 
unrealized loss position for 12 months or more. Overall losses have decreased since December 31, 2009, mainly as a result of lower default 
forecasts and spread tightening across various asset classes. Substantially all of these securities are rated “AAA,” “AA” and “A” and have an 
average credit enhancement of 30%. Credit enhancement in CLOs is primarily in the form of overcollateralization, which is the excess of the par 
amount of collateral over the par amount of securities. The key assumptions considered in analyzing potential credit losses were underlying loan 
and debt security defaults and loss severity. Based on current default trends, the Firm assumed collateral default rates of 5% for the third quarter 
2010 and thereafter. Further, loss severities were assumed to be 50% for loans and 80% for debt securities. Losses on collateral were estimated 
to occur approximately 24 months after default.  
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Contractual maturities and yields  
The following table presents the amortized cost and estimated fair value at September 30, 2010, of JPMorgan Chase’s AFS and HTM securities 
by contractual maturity.  
                                          
    September 30, 2010 
                    Due after five         
By remaining maturity   Due in one   Due after one year   years through 10   Due after     
(in millions)   year or less   through five years   years   10 years (c)   Total 
  

Available-for -sale debt securities                                          
Mortgage-backed securities (a)                                          

Amortized cost    $ 95     $ 2,441     $ 4,178     $ 181,847     $ 188,561   
Fair value      94       2,739       4,524       186,484       193,841   
Average yield (b)      5.83 %     5.18 %     4.61 %     3.94 %     3.97 % 

U.S. Treasury and government agencies (a)                                          
Amortized cost    $ 1,869     $ 6,418     $ 9,257     $ —    $ 17,544   
Fair value      1,882       6,565       9,368       —      17,815   
Average yield (b)      1.67 %     2.71 %     3.28 %     —%     2.90 % 

Obligations of U.S. states and municipalities                                          
Amortized cost    $ 31     $ 139     $ 272     $ 9,198     $ 9,640   
Fair value      31       149       298       9,814       10,292   
Average yield (b)      2.72 %     4.80 %     5.43 %     5.12 %     5.12 % 

Certificates of deposit                                          
Amortized cost    $ 2,873     $ —    $ —    $ —    $ 2,873   
Fair value      2,872       —      —      —      2,872   
Average yield (b)      4.69 %     —%     —%     —%     4.69 % 

Non-U.S. government debt securities                                          
Amortized cost    $ 5,742     $ 13,620     $ 1,181     $ 4     $ 20,547   
Fair value      5,750       13,815       1,201       4       20,770   
Average yield (b)      1.17 %     2.38 %     3.49 %     5.19 %     2.11 % 

Corporate debt securities                                          
Amortized cost    $ 9,307     $ 46,701     $ 5,101     $ 1     $ 61,110   
Fair value      9,315       47,015       5,096       1       61,427   
Average yield (b)      1.89 %     2.21 %     4.29 %     1.03 %     2.34 % 

Asset-backed securities                                          
Amortized cost    $ 954     $ 10,778     $ 7,335     $ 10,864     $ 29,931   
Fair value      967       11,067       7,634       11,072       30,740   
Average yield (b)      1.64 %     1.83 %     1.62 %     1.98 %     1.83 % 

  

Total available-for -sale debt securities                                          
Amortized cost    $ 20,871     $ 80,097     $ 27,324     $ 201,914     $ 330,206   
Fair value      20,911       81,350       28,121       207,375       337,757   
Average yield (b)      2.07 %     2.32 %     3.26 %     3.89 %     3.34 % 

  

Available-for -sale equity securities                                          
Amortized cost    $ —    $ —    $ —    $ 2,232     $ 2,232   
Fair value      —      —      —      2,392       2,392   
Average yield (b)      —%     —%     —%     0.28 %     0.28 % 

  

Total available-for -sale securities                                          
Amortized cost    $ 20,871     $ 80,097     $ 27,324     $ 204,146     $ 332,438   
Fair value      20,911       81,350       28,121       209,767       340,149   
Average yield (b)      2.07 %     2.32 %     3.26 %     3.85 %     3.32 % 

  

                                           
Total held-to-maturity securities                                          

Amortized cost    $ —    $ 5     $ 12     $ 2     $ 19   
Fair value      —      6       13       2       21   
Average yield (b)      —%     6.98 %     6.84 %     6.49 %     6.85 % 

  

(a)   U.S. government agencies and U.S. government-sponsored enterprises were the only issuers whose securities exceeded 10% of JPMorgan 
Chase’s total stockholders’  equity at September 30, 2010. 

  

(b)   Average yield was based on amortized cost balances at the end of the period and did not give effect to changes in fair value reflected in 
accumulated other comprehensive income/(loss). Yields are derived by dividing interest/dividend income (including the effect of related 
derivatives on AFS securities and the amortization of premiums and accretion of discounts) by total amortized cost. Taxable-equivalent 
yields are used where applicable. 

  

(c)   Includes securities with no stated maturity. Substantially all of the Firm’s residential mortgage-backed securities and collateralized 
mortgage obligations are due in 10 years or more, based on contractual maturity. The estimated duration, which reflects anticipated future 
prepayments based on a consensus of dealers in the market, is approximately three years for agency residential mortgage-backed 
securities, three years for agency residential collateralized mortgage obligations and five years for nonagency residential collateralized 
mortgage obligations. 
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NOTE 12 — SECURITIES FINANCING ACTIVITIES  

For a discussion of accounting policies relating to securities financing activities, see Note 12 on page 192 of JPMorgan Chase’s 2009 Annual 
Report. For further information regarding securities borrowed and securities lending agreements for which the fair value option has been elected, 
see Note 4 on pages 129–131 of this Form 10-Q.  

The following table details the Firm’s repurchase agreements, resale agreements, securities borrowed transactions and securities loaned 
transactions, all of which are accounted for as collateralized financings during the periods presented.  

The amounts reported in the table above have been reduced by $144.3 billion and $121.2 billion at September 30, 2010, and December 31, 2009, 
respectively, as a result of agreements in effect that meet the specified conditions for net presentation under applicable accounting guidance.  

JPMorgan Chase pledges certain financial instruments it owns to collateralize repurchase agreements, and other securities financings. Pledged 
assets that can be sold or repledged by the secured party are identified as financial instruments owned (pledged to various parties) on the 
Consolidated Balance Sheets. In addition, at September 30, 2010, and December 31, 2009, the Firm had pledged $293.2 billion and 
$344.6 billion, respectively, of financial instruments it owns that may not be sold or repledged by the secured parties. The above amounts of 
assets pledged do not include assets of consolidated VIEs; these assets are used to settle the liabilities of those entities. See Note 15 on pages 
155–167 of this Form 10-Q for additional information on assets and liabilities of consolidated VIEs.  

At September 30, 2010, and December 31, 2009, the Firm accepted assets as collateral that it could repledge, deliver or otherwise use with a fair 
value of approximately $691.7 billion and $635.6 billion. This collateral was generally obtained under resale agreements, securities borrowing 
agreements, customer margin loans and derivative agreements. Of these securities, approximately $566.9 billion and $472.7 billion were 
repledged, delivered or otherwise used, generally as collateral under repurchase agreements, securities lending agreements, derivative 
agreements, to collateralize deposits, or to cover short sales. The reporting of collateral pledged was revised in the third quarter of 2010 to 
include certain securities used to cover short sales and to collateralize deposits and derivative agreements. Prior period amounts have been 
revised to conform to the current presentation. This revision has no impact on the Firm’s Consolidated Balance Sheets or its results of 
operations.  

NOTE 13 — LOANS  

The accounting for a loan may differ based on whether it is originated or purchased and whether the loan is used in an investing or trading 
strategy. The measurement framework for loans in the Consolidated Financial Statements is one of the following:  
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(in millions)   September 30, 2010   December 31, 2009 
  

Securities purchased under resale agreements (a)    $ 235,178     $ 195,328   
Securities borrowed (b)      127,365       119,630   
  

Securities sold under repurchase agreements (c)    $ 294,287     $ 245,692   
Securities loaned      10,852       7,835   
  

(a)   Includes resale agreements of $23.8 billion and $20.5 billion accounted for at fair value at September 30, 2010, and December 31, 2009, 
respectively. 

  

(b)   Includes securities borrowed of $11.5 billion and $7.0 billion accounted for at fair value at September 30, 2010, and December 31, 2009, 
respectively. 

  

(c)   Includes repurchase agreements of $6.2 billion and $3.4 billion accounted for at fair value at September 30, 2010, and December 31, 
2009, respectively. 

•   At the principal amount outstanding, net of the allowance for loan losses, unearned income, unamortized discounts and premiums, and any 
net deferred loan fees or costs, for loans held-for-investment (other than purchased credit-impaired (“PCI” ) loans); 

•   At the lower of cost or fair value, with valuation changes recorded in noninterest revenue, for loans that are classified as held-for-sale; 

•   At fair value, with changes in fair value recorded in noninterest revenue, for loans classified as trading assets or risk managed on a fair 
value basis; or 

•   PCI loans held-for-investment are initially measured at fair value, which includes estimated future credit losses. Accordingly, an allowance 
for loan losses related to these loans is not recorded at the acquisition date. 
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For a detailed discussion of the accounting policies relating to loans, see Note 13 on pages 192–196 of JPMorgan Chase’s 2009 Annual Report. 
See Note 4 on pages 129–131 of this Form 10-Q for further information on the Firm’s elections of fair value accounting under the fair value 
option. See Note 3 on pages 114–128 of this Form 10-Q for further information on loans carried at fair value and classified as trading assets.  

The composition of the Firm’s aggregate loan portfolio at each of the dates indicated was as follows.  
                  
(in millions)   September 30, 2010   December 31, 2009 
  

U.S. wholesale loans:                  
Commercial and industrial    $ 46,970     $ 49,103   
Real estate      52,970       54,968   
Financial institutions (a)      12,847       13,372   
Government agencies      6,189       5,634   
Other (a)      36,307       23,383   
Loans held-for-sale and at fair value      1,741       2,625   
  

Total U.S. wholesale loans      157,024       149,085   
  

Non-U.S. wholesale loans:                  
Commercial and industrial      17,500       19,138   
Real estate      2,028       2,227   
Financial institutions (a)      18,256       11,755   
Government agencies      491       1,707   
Other (a)      24,024       18,790   
Loans held-for-sale and at fair value      1,274       1,473   
  

Total non-U.S. wholesale loans      63,573       55,090   
  

Total wholesale loans: (b)                  
Commercial and industrial      64,470       68,241   
Real estate (c)      54,998       57,195   
Financial institutions (a)      31,103       25,127   
Government agencies      6,680       7,341   
Other (a)      60,331       42,173   
Loans held-for-sale and at fair value (d)      3,015       4,098   
  

Total wholesale loans      220,597       204,175   
  

Consumer loans: (e)                  
Home equity — senior lien (f)      25,167       27,376   
Home equity — junior lien (g)      66,561       74,049   
Prime mortgage (a)      65,790       66,892   
Subprime mortgage (a)      12,009       12,526   
Option ARMs (a)      8,415       8,536   
Auto loans (a)      48,186       46,031   
Credit card (a)(h)(i)      136,436       78,786   
Other      32,151       31,700   
Loans held-for-sale (j)      467       2,142   
  

Total consumer loans — excluding purchased credit-impaired loans      395,182       348,038   
  

Consumer loans — purchased credit-impaired loans      74,752       81,245   
  

Total consumer loans      469,934       429,283   
  

Total loans (a)(k)    $ 690,531     $ 633,458   
  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. Upon adoption of the new guidance, the Firm 
consolidated $84.7 billion of loans associated with Firm-sponsored credit card securitization trusts; $15.1 billion of wholesale loans; and 
$4.8 billion of loans associated with certain other consumer securitization entities, primarily mortgage-related. For further information, 
see Note 15 on pages 155–167 of this Form 10-Q. 

  

(b)   Includes IB, Commercial Banking (“CB”), Treasury & Securities Services (“TSS”), Asset Management (“AM”) and Corporate/Private 
Equity. 

  

(c)   Represents credit extended for real estate–related purposes to borrowers who are primarily in the real estate development or investment 
businesses, and for which the repayment is predominantly from the sale, lease, management, operations or refinancing of the property. 

  

(d)   Includes loans for commercial and industrial, real estate, financial institutions and other of $1.4 billion, $274 million, $368 million and 
$927 million, respectively, at September 30, 2010, and $3.1 billion, $44 million, $278 million and $715 million, respectively, at December 
31, 2009. 

  

(e)   Includes RFS, Card Services (“ CS” ) and the Corporate/Private Equity. 
  

(f)   Represents loans where JPMorgan Chase holds the first security interest placed upon the property. 
  

(g)   Represents loans where JPMorgan Chase holds a security interest that is subordinate in rank to other liens. 
  

(h)   Includes billed finance charges and fees net of an allowance for uncollectible amounts. 
  

(i)   Includes $1.0 billion of loans at December 31, 2009, held by the Washington Mutual Master Trust, which were consolidated onto the 
Firm’s balance sheet at fair value during the second quarter of 2009. Such loans had been fully repaid or charged off as of September 30, 
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2010. See Note 15 on pages 198–205 of JPMorgan Chase’s 2009 Annual Report. 
  

(j)   Includes loans for prime mortgages and other (largely student loans) of $428 million and $39 million, respectively, at September 30, 2010, 
and $450 million and $1.7 billion, respectively, at December 31, 2009. 
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The following table reflects information about the Firm’s loan sales.  

Impaired loans  

For further discussion of impaired loans, including the nature of such loans and the related accounting policies, and certain troubled debt 
restructurings (“TDRs”), see Note 13 on pages 192–196 of JPMorgan Chase’s 2009 Annual Report.  

The tables below set forth information about the Firm’s impaired loans, excluding both PCI loans and modified credit card loans, which are 
discussed separately below.  

Loan modifications  

Certain loan modifications are made in conjunction with the Firm’s loss mitigation activities. Through the modification, JPMorgan Chase grants 
one or more concessions to a borrower who is experiencing financial difficulty in order to minimize the Firm’s economic loss, avoid foreclosure 
or repossession of the collateral and to ultimately maximize payments received by the Firm from the borrower. The concessions granted vary by 
program and by borrower-specific characteristics, and may include interest rate reductions, payment deferrals, or the acceptance of equity or 
other assets in lieu of payments. In certain limited circumstances, loan modifications include principal forgiveness. All such modifications are 
accounted for and reported as TDRs.  

(k)   Loans (other than PCI loans and those for which the fair value option has been elected) are presented net of unearned income, 
unamortized discounts and premiums, and net deferred loan costs of $2.1 billion and $1.4 billion at September 30, 2010, and 
December 31, 2009, respectively. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
          

Net gains/(losses) on sales of loans (including lower of cost or fair 
value adjustments) (a)    $ 131     $ 347     $ 389     $ 360   

          

(a)   Excludes sales related to loans accounted for at fair value. 

                  
(in millions)   September 30, 2010   December 31, 2009 
  

Impaired loans with an allowance:                  
Wholesale    $ 5,022     $ 6,216   
Consumer (a)      5,449       3,840   

  

Total impaired loans with an allowance      10,471       10,056   
  

Impaired loans without an allowance: (b)                  
Wholesale      667       760   
Consumer (a)      762       138   

  

Total impaired loans without an allowance      1,429       898   
  

Total impaired loans    $ 11,900     $ 10,954   
  

Allowance for impaired loans:                  
Wholesale    $ 1,246     $ 2,046   
Consumer      1,153       996   

  

Total allowance for impaired loans (c)    $ 2,399     $ 3,042   
  

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Average balance of impaired loans:                                  
Wholesale    $ 4,768     $ 5,771     $ 5,083     $ 4,357   
Consumer      6,010       3,796       5,340       3,193   

  

Total impaired loans    $ 10,778     $ 9,567     $ 10,423     $ 7,550   
  

Interest income recognized on impaired loans:                                  
Wholesale    $ 6     $ —    $ 12     $ —  
Consumer      51       27       139       94   

  

Total interest income recognized on impaired loans during the 
period    $ 57     $ 27     $ 151     $ 94   

  

(a)   Consumer impaired loans without an allowance includes collateral-dependent loans that are charged off to the fair value of the underlying 
collateral. These loans are considered collateral-dependent under regulatory guidance because they involve modifications where an 
interest-only period is provided. The interest-only period provided through the modification is viewed as an indication that the borrower 
does not have the capacity to repay the principal balance of the loan, and that repayment of the principal balance will only occur to the 
extent that the collateral is sufficient to pay down the principal. Prior-period amounts have been reclassified from impaired loans with an 
allowance. 

  

(b)   When the discounted cash flows, collateral value or market price equals or exceeds the recorded investment in the loan, then the loan does 
not require an allowance. 

  

(c)   The allowance for impaired loans is included in JPMorgan Chase’s asset-specific allowance for loan losses. 
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A loan that has been modified in a TDR is generally considered to be impaired until it matures, is repaid, or otherwise liquidated, regardless of 
whether the borrower performs under the modified terms. In certain limited cases, the concession granted relates solely to principal adjustments 
or other noninterest-rate concessions, and the effective interest rate applicable to the modified loan is at or above the current market rate at that 
time. In such circumstances, the loan is disclosed as impaired and as a TDR only during the year of the modification; in subsequent years, the 
loan is not disclosed as impaired or as a TDR if repayment of the restructured loan on its modified terms is reasonably assured.  

It is the Firm’s general policy to place loans, other than credit card loans, on nonaccrual status when the loan is modified in a TDR. In most 
cases, residential real estate and commercial loans modified in a TDR were considered nonperforming prior to their modification. These loans 
may be returned to performing status (resuming the accrual of interest) if the criteria set forth in the Firm’s accounting policy are met. These 
criteria generally include (a) performance under the modified terms for a minimum of six months and/or six payments, and (b) an expectation 
that repayment of the modified loan is reasonably assured based on, for example, the borrower’s debt capacity and level of future earnings, 
collateral values, LTV ratios, and other current market considerations. The Firm’s policy exempts credit card loans, including modified credit 
card loans, from being placed on nonaccrual status as permitted by regulatory guidance. However, the Firm has separately established an 
allowance for loan losses for the portion of earned interest and fees on such modified credit card loans that it estimates to be uncollectible.  

The allowance for loan losses for loans modified in TDRs considers the expected redefault rates for modified loans and is generally determined 
based on the same methodology used to estimate the Firm’s asset-specific allowance component regardless of whether the loan has returned to 
performing status. For further discussion of the methodology used to estimate the Firm’s asset-specific allowance, see Note 14 on pages 196–198 
of JPMorgan Chase’s 2009 Annual Report.  

Wholesale  

As of September 30, 2010, and December 31, 2009, wholesale loans modified in TDRs were $1.2 billion and $1.1 billion, respectively. These 
modifications generally provided interest rate concessions to the borrower or deferral of principal repayments. Of these loans, $618 million and 
$491 million were classified as nonperforming at September 30, 2010, and December 31, 2009, respectively.  

Consumer  

For detailed discussions on the U.S. Treasury Making Home Affordable (“MHA”) programs and the Firm’s other loss-mitigation programs, see 
Note 13, Impaired loans, on pages 194–195 of JPMorgan Chase’s 2009 Annual Report. Substantially all of the modifications made under these 
programs are accounted for and reported as TDRs.  

Consumer loans, other than credit card loans and certain home loans repurchased from the Government National Mortgage Association (“Ginnie 
Mae”), with balances of approximately $5.6 billion and $3.1 billion have been permanently modified and accounted for as TDRs as of 
September 30, 2010, and December 31, 2009, respectively. Of these loans, $1.9 billion and $966 million were classified as nonperforming at 
September 30, 2010, and December 31, 2009, respectively.  

At September 30, 2010, and December 31, 2009, $2.3 billion and $296 million, respectively, of loans modified subsequent to repurchase from 
Ginnie Mae were excluded from loans accounted for as TDRs. When such loans perform subsequent to modification they are generally sold back 
into Ginnie Mae loan pools. Modified loans that do not re-perform become subject to foreclosure. Substantially all amounts due under the terms 
of these loans continue to be insured and, where applicable, reimbursement of insured amounts is proceeding normally.  

Credit Card  

For a detailed discussion of the modification of the terms of credit card loan agreements, see Note 13 on pages 192–196 of JPMorgan Chase’s 
2009 Annual Report. Substantially all modifications of credit card loans performed under the Firm’s existing modification programs are 
considered to be TDRs. At September 30, 2010, and December 31, 2009, the Firm had $8.8 billion and $5.1 billion, respectively, of on-balance 
sheet credit card loans outstanding for borrowers who are experiencing financial difficulty and who were then enrolled in a credit card 
modification program. The increase in modified credit card loans outstanding from December 31, 2009 to September 30, 2010, is primarily 
attributable to previously-modified loans held in Firm-sponsored credit card securitization trusts being consolidated as a result of adopting the 
new consolidation guidance related to VIEs. These modified loan amounts exclude loans to borrowers who have not complied with the modified 
payment terms, thereby causing the loan agreement to revert back to its original payment terms. Assuming that those borrowers do not begin to 
perform in accordance with the original payment terms, those loans will continue to age and will ultimately be charged-off in accordance with 
the Firm’s accounting policies.  

Consistent with the Firm’s policy, all credit card loans typically remain on accrual status.  
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The consumer formula-based allowance for loan losses includes $3.2 billion and $2.2 billion at September 30, 2010, and December 31, 2009, 
specifically attributable to credit card loans in loan modification programs. This component of the allowance for loan losses has been determined 
based on the present value of cash flows expected to be received over the estimated lives of the underlying loans.  

Purchased credit-impaired loans  

In connection with the Washington Mutual transaction, JPMorgan Chase acquired certain loans that it deemed to be credit-impaired. For a 
detailed discussion of PCI loans, including the related accounting policies, see Note 13 on pages 192–196 of JPMorgan Chase’s 2009 Annual 
Report.  

The table below sets forth the accretable yield activity for PCI consumer loans for the three and nine months ended September 30, 2010 and 
2009.  

The factors that most significantly affect estimates of gross cash flows expected to be collected, and accordingly the accretable yield balance, 
include: (i) changes in the benchmark interest rate indices upon which customer rates are based for products such as option ARM and home 
equity loans; and (ii) changes in prepayment assumptions.  

To date, the decrease in the accretable yield percentage has been primarily related to a decrease in interest rates on variable rate loans and, to a 
lesser extent, extended loan liquidation periods. Certain events, such as extended loan liquidation periods, affect the timing of expected cash 
flows but not the amount of cash expected to be received (i.e., the accretable yield balance). Extended loan liquidation periods reduce the 
accretable yield percentage because the same accretable yield balance is recognized against a higher than expected loan balance over a longer 
than expected period of time.  

The PCI portfolio primarily impacts the Firm’s results of operations through: (i) contribution to net interest margin; and (ii) expense related to 
defaults and servicing resulting from the liquidation of the loans; and (iii) any provision for loan losses. The PCI loans acquired in the 
Washington Mutual transaction were funded based on the interest rate characteristics of the loans. For example, variable-rate loans were funded 
with variable-rate liabilities and fixed-rate loans were funded with fixed-rate liabilities with a similar maturity profile. As a result, the net spread 
between the PCI loans and the related liabilities should be relatively constant over time, except for any basis risk or other residual interest rate 
risk that remains and changes in the accretable yield percentage (e.g., from extended loan liquidation periods). The net spread will be earned on a 
declining loan balance over the estimated remaining weighted-average life of the portfolio, which is 7.2 years as of September 30, 2010.  

The Firm continues to modify certain PCI loans. The impact of these modifications is incorporated into the Firm’s quarterly assessment of 
whether a probable and significant change in expected cash flows has occurred. The impact of modifications on expected cash flows is estimated 
using the Firm’s experience with previously modified loans and other relevant data. Additionally, the Firm monitors the performance of 
modifications and updates and/or refines assumptions as experience and changes in circumstances or data warrant.  

153  

                                        
Accretable yield activity   Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Beginning balance    $ 19,621     $ 26,963     $ 25,544     $ 32,619   
Accretion into interest income      (772 )     (1,037 )     (2,445 )     (3,402 ) 
Changes in interest rates on variable-rate loans      (57 )     (1,467 )     (784 )     (4,758 ) 
Other changes in expected cash flows (a)      2,864       —      (659 )     —  

  

Ending balance    $ 21,656     $ 24,459     $ 21,656     $ 24,459   
Accretable yield percentage      4.20 %     4.88 %     4.33 %     5.27 % 
  

(a)   Other changes in expected cash flows may vary from period to period as the Firm continues to refine its cash flow model and periodically 
updates model assumptions. For the three months ended September 30, 2010, other changes in expected cash flows are principally driven 
by changes in prepayment assumptions and modeling refinements related to modified loans. For the nine months ended September 30, 
2010, other changes in expected cash flows are principally driven by changes in prepayment assumptions, as well as reclassifications to 
the nonaccretable difference. Such changes are expected to have an insignificant impact on the accretable yield percentage. 
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As of September 30, 2010, and December 31, 2009, an allowance for loan losses of $2.8 billion and $1.6 billion, respectively, was recorded for 
the prime mortgage and option ARM pools. This allowance for loan losses is reported as a reduction of the carrying amount of the loans in the 
table below. The net aggregate carrying amount of the pools that have an allowance for loan losses was $41.5 billion and $47.2 billion, 
respectively, at September 30, 2010, and December 31, 2009.  

The table below provides additional information about PCI consumer loans.  

NOTE 14 — ALLOWANCE FOR CREDIT LOSSES  

For further discussion of the allowance for credit losses and the related accounting policies, see Note 14 on pages 196–198 of JPMorgan Chase’s 
2009 Annual Report.  

The table below summarizes the changes in the allowance for loan losses.  

The table below summarizes the changes in the allowance for lending-related commitments.  

                  
(in millions)   September 30, 2010   December 31, 2009 
  

Outstanding balance (a)    $ 91,516     $ 103,369   
Carrying amount      71,941       79,664   
  

(a)   Represents the sum of contractual principal, interest and fees earned at the reporting date. 

                  
    Nine months ended September 30, 
(in millions)   2010   2009 
  

Allowance for loan losses at January 1    $ 31,602     $ 23,164   
Cumulative effect of change in accounting principles (a)      7,494       —  
Gross charge-offs (a)      20,111       17,558   
Gross (recoveries) (a)      (1,542 )     (770 ) 
  

Net charge-offs (a)      18,569       16,788   
Provision for loan losses (a)      13,615       24,569   
Other (b)      19       (312 ) 
  

Allowance for loan losses at September 30    $ 34,161     $ 30,633   
  

Components:                  
Asset-specific (c)(d)    $ 2,399     $ 3,419   
Formula-based (a)(e)      28,951       26,124   
Purchased credit-impaired      2,811       1,090   

  

Total allowance for loan losses    $ 34,161     $ 30,633   
  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. Upon adoption of the new guidance, the Firm 
consolidated its Firm-sponsored credit card securitization trusts, its Firm-administered multi-seller conduits and certain other consumer 
loan securitization entities, primarily mortgage-related. As a result, $7.4 billion, $14 million and $127 million of allowance for loan losses 
were recorded on-balance sheet associated with the Firm-sponsored credit card securitization trusts, Firm-administered multi-seller 
conduits, and certain other consumer loan securitization entities, primarily mortgage-related, respectively. For further discussion, see 
Note 15 on pages 155–167 of this Form 10-Q. 

  

(b)   The 2009 amount predominantly represents a reclassification related to the issuance and retention of securities from the Chase Issuance 
Trust. See Note 15 on pages 198–205 of JPMorgan Chase’s 2009 Annual Report. 

  

(c)   Relates to risk-rated loans that have been placed on nonaccrual status and loans that have been modified in a TDR. 
  

(d)   The asset-specific consumer allowance for loan losses includes TDRs reserves of $980 million and $756 million at September 30, 2010 and 
2009, respectively. Prior period amounts have been reclassified from formula-based to conform with the current period presentation. 

  

(e)   Includes all of the Firm’s allowance for loan losses on credit card loans, including those for which the Firm has modified the terms of the 
loans for borrowers who are experiencing financial difficulty. 

                  
    Nine months ended September 30, 
(in millions)   2010   2009 
  

Allowance for lending-related commitments at January 1    $ 939     $ 659   
Cumulative effect of change in accounting principles (a)      (18 )     —  
Provision for lending-related commitments (a)      (19 )     162   
Other      (29 )     —  
  

Allowance for lending-related commitments at September 30    $ 873     $ 821   
  

Components:                  
Asset-specific    $ 267     $ 213   
Formula-based      606       608   

  

Total allowance for lending-related commitments    $ 873     $ 821   
  

(a)   Effective January 1, 2010, the Firm adopted new accounting guidance related to VIEs. Upon adoption of the new guidance, the Firm 
consolidated its Firm-administered multi-seller conduits. As a result, related assets are now primarily recorded in loans and other assets 
on the Consolidated Balance Sheets. 
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Charge-offs for Collateral-dependent loans  

Included in gross charge-offs in the table above are $529 million and $822 million of charge-offs related to impaired collateral-dependent loans 
for the nine months ended September 30, 2010 and 2009, respectively. The remaining balance of impaired collateral-dependent loans, measured 
at the fair value of collateral less costs to sell, was $2.4 billion and $2.3 billion as of September 30, 2010 and 2009, respectively.  

A loan is collateral-dependent when repayment of the loan is expected to be provided solely by the underlying collateral, rather than by cash 
flows from the borrower’s operations, income or other resources. A collateral-dependent loan is deemed to be impaired when the borrower is 
unable to repay the loan and the collateral is insufficient to cover principal and interest. Certain impaired collateral-dependent loans (including 
those to wholesale customers and those modified in TDRs) are charged-off to the fair value of the collateral less costs to sell.  

The determination of the fair value of the collateral depends on the type of collateral (e.g., securities, real estate, and nonfinancial assets). In 
cases where the collateral is in the form of liquid securities, the fair value is based on quoted market prices or broker quotes. For illiquid 
securities or other financial assets, the fair value of the collateral is estimated using a discounted cash flow model.  

For residential real estate loans, collateral value is determined using both internal and external valuation sources. Broker opinions of fair value 
are used to estimate the fair value of the collateral for all properties being evaluated for charge-off. These estimated fair values are reviewed and 
compared with prior valuations for reasonableness in light of current, geographic-specific economic conditions and adjusted, as appropriate, for 
estimated selling costs. When foreclosure is determined to be probable, a third-party appraisal is obtained as soon as practicable.  

For commercial real-estate loans, the collateral value is generally based on appraisals from internal and external valuation services. Appraisals 
are typically obtained and updated every six to twelve months. The Firm also considers both borrower- and market-specific factors, which may 
result in obtaining appraisal updates or broker price opinions at more frequent intervals.  

See Note 3 on pages 114–128 of this Form 10-Q for further information on the fair value hierarchy for impaired collateral-dependent loans.  

NOTE 15 — VARIABLE INTEREST ENTITIES  

For a further description of JPMorgan Chase’s accounting policies regarding consolidation of VIEs, see Note 1 on pages 112–113 of this Form 
10-Q. For a more detailed discussion of the Firm’s principal involvement with VIEs, see Note 16 on page 206 of JPMorgan Chase’s 2009 
Annual Report.  

The following summarizes the most significant types of Firm-sponsored VIEs by business segment.  

The Firm also invests in and provides financing and other services to VIEs sponsored by third parties, as described on page 162 of this Note.  
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            Form 10-Q 
Line of Business   Transaction Type   Activity   page reference 
        

Card Services  
  

Credit card securitization trusts 
  

Securitization of both originated and 
purchased credit card receivables     

156-157 
  

                   
RFS  

  

Mortgage and other securitization trusts 

  

Securitization of originated and purchased 
residential mortgages, automobile and student 
loans   

  157-159   

                   
IB  

  

Mortgage and other securitization trusts 

  

Securitization of both originated and 
purchased residential and commercial 
mortgages, automobile and student loans   

  158-159   

                   
   

  

Multi-seller conduits  
 
Investor intermediation activities:   

Assisting clients in accessing the financial 
markets in a cost-efficient manner and 
structures transactions to meet investor needs   

  160   

  
          • Municipal bond vehicles         160-161   
          • Credit-linked note vehicles         161   
          • Asset swap vehicles         162   
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New Consolidation Accounting Guidance for VIEs  

On January 1, 2010, the Firm implemented new consolidation accounting guidance related to VIEs. The following table summarizes the 
incremental impact at adoption.  

Firm -sponsored variable interest entities  

Credit card securitizations  

Effective January 1, 2010, the Firm was deemed to be the primary beneficiary of the Firm-sponsored credit card securitization trusts and 
consolidated the assets and liabilities of these trusts, including its primary card securitization trust, Chase Issuance Trust. The primary 
beneficiary determination was based on the Firm’s ability to direct the activities of these VIEs through its servicing responsibilities and duties, 
including making decisions as to the receivables that get transferred into those trusts as well as any related modifications and workouts. 
Additionally, the nature and extent of the Firm’s other involvement with the trusts including the retention of an undivided seller’s interest in the 
receivables, retaining certain securities issued by the trusts and the maintenance of escrow accounts, obligates the Firm to absorb losses and 
gives the Firm the right to receive certain benefits from these VIEs that could potentially be significant. For a more detailed description of 
JPMorgan Chase’s principal involvement with credit card securitizations, as well as the accounting treatment applicable under prior accounting 
rules, see Note 15 on pages 198–205 of JPMorgan Chase’s 2009 Annual Report.  

Upon consolidation at January 1, 2010, the Firm recorded a net increase in GAAP assets of $60.9 billion on the Consolidated Balance Sheet, 
which comprised: $84.7 billion of loans; $7.4 billion of allowance for loan losses; $4.4 billion of other assets, partially offset by $20.8 billion of 
previously recognized assets, consisting primarily of retained AFS securities that were eliminated upon consolidation. In addition, the Firm 
recognized $65.4 billion of liabilities representing the trusts’ beneficial interests issued to third parties.  
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                    Stockholders’      
(in millions)   GAAP assets   GAAP liabilities   equity   Tier 1 capital 
  

As of December 31, 2009    $ 2,031,989     $ 1,866,624     $ 165,365       11.10 % 
Impact of new accounting guidance for consolidation of VIEs                                  

Credit card (a)      60,901       65,353       (4,452 )     (0.30 )% 
Multi -seller conduits (b)      17,724       17,744       (20 )     —  
Mortgage & other (c)(d)      9,059       9,107       (48 )     (0.04 )% 

  

Total impact of new guidance      87,684       92,204       (4,520 )     (0.34 )% (e) 
  

Beginning balance as of January 1, 2010    $ 2,119,673     $ 1,958,828     $ 160,845       10.76 % 
  

(a)   The assets and liabilities of the Firm-sponsored credit card securitization trusts that were consolidated were initially measured at their 
carrying values, primarily amortized cost, as this method is consistent with the approach that CS utilizes to manage its other assets. These 
assets are primarily recorded in loans on the Firm’s Consolidated Balance Sheet. In addition, CS established an allowance for loan losses 
of $7.4 billion (pretax), which was reported as a transition adjustment in stockholders’ equity. The impact to stockholders’ equity also 
includes a decrease to AOCI of $116 million, as a result of the reversal of the fair value adjustments taken on retained AFS securities that 
were eliminated in consolidation. 

  

(b)   The assets and liabilities of the Firm-administered multi-seller conduits that were consolidated were initially measured at their carrying 
values, primarily amortized cost, as this method is consistent with the business’s intent to hold the assets for the longer-term. The assets 
are primarily recorded in loans and in other assets on the Firm’s Consolidated Balance Sheets. 

  

(c)   RFS consolidated certain mortgage and other consumer securitizations, which resulted in a net increase in both assets and liabilities of 
$4.7 billion ($3.5 billion related to residential mortgage securitizations and $1.2 billion related to other consumer securitizations). These 
assets were initially measured at their unpaid principal balance and primarily recorded in loans on the Firm’s Consolidated Balance 
Sheets. This method was elected as a practical expedient. 

  

(d)   IB consolidated certain mortgage and other consumer securitizations, which resulted in a net increase in both assets and liabilities of 
$4.3 billion ($3.7 billion related to residential mortgage securitizations and $0.6 billion related to other consumer securitizations). These 
assets were initially measured at their fair value, as this method is consistent with the approach that IB utilizes to manage similar assets. 
These assets were primarily recorded in trading assets on the Firm’s Consolidated Balance Sheets. 

  

(e)   The U.S. GAAP consolidation of these VIEs did not have a significant impact on risk-weighted assets on the adoption date; this was due to 
the consolidation, for regulatory capital purposes, of the Chase Issuance Trust (the Firm’s primary credit card securitization trust) in the 
second quarter of 2009, which added approximately $40.0 billion of risk-weighted assets for regulatory capital purposes. For further 
discussion of the Firm’s actions taken in the second quarter of 2009, see Note 15 on pages 198–205 of JPMorgan Chase’s 2009 Annual 
Report. In addition, the banking regulatory agencies issued regulatory capital rules relating to the adoption of the new consolidation 
guidance related to VIEs that permitted an optional two-quarter deferral of the effect of this accounting guidance on risk-weighted assets 
and risk-based capital requirements for certain VIEs. The Firm elected this regulatory implementation delay for its Firm-administered 
multi-seller conduits and certain mortgage-related and other securitization entities. This two-quarter deferral period ended July 1, 2010, 
and the Firm consolidated, for regulatory capital purposes, the deferred amounts, which had a negligible impact on risk-weighted assets 
and risk-based capital ratios. 
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The following table summarizes the assets and liabilities of the Firm-sponsored credit card securitization trusts at September 30, 2010.  

The underlying securitized credit card receivables and other assets are available only for payment of the beneficial interests issued by the 
securitization trusts; they are not available to pay the Firm’s other obligations or the claims of the Firm’s other creditors.  

The agreements with the credit card securitization trusts require the Firm to maintain a minimum undivided interest in the credit card trusts 
(which generally ranges from 4% to 12%). These undivided interests represent the Firm’s undivided interests in the receivables transferred to the 
credit card trusts that have not been securitized. As of September 30, 2010, the Firm held undivided interests in Firm-sponsored credit card 
securitization trusts of $18.6 billion. The Firm maintained an average undivided interest in principal receivables owned by those trusts of 
approximately 21% and 18% for the three and nine months ended September 30, 2010. The Firm also retained $1.3 billion of senior securities 
and $3.5 billion of subordinated securities in certain of its credit card securitization trusts as of September 30, 2010. As of January 1, 2010, the 
Firm’s undivided interests in the credit card trusts and securities retained were eliminated in consolidation. The credit card receivables of the 
trusts underlying the Firm’s undivided interests and securities retained are classified within loans.  

Firm-sponsored mortgage and other securitization trusts  

Effective January 1, 2010, the Firm was deemed to be the primary beneficiary of certain mortgage securitization trusts and the Firm-sponsored 
automobile and student loan trusts because the Firm has the power to direct the activities of these VIEs through its servicing responsibilities and 
duties, including making decisions related to loan modifications and workouts. Additionally, the nature and extent of the Firm’s continuing 
economic involvement with the trusts obligates the Firm to absorb losses and gives the Firm the right to receive benefits from the VIEs which 
could potentially be significant. For a more detailed description of JPMorgan Chase’s principal involvement with mortgage and other 
securitization trusts, as well as the accounting treatment applicable under prior accounting rules, see Note 15 on pages 198–205 of JPMorgan 
Chase’s 2009 Annual Report.  

The following table presents the total unpaid principal amount of assets held in JPMorgan Chase–sponsored securitization entities at 
September 30, 2010, and December 31, 2009, including those that are consolidated by the Firm and those that are not consolidated by the Firm 
but for which the Firm has continuing involvement. Continuing involvement includes servicing the loans; holding senior interests or 
subordinated interests; recourse or guarantee arrangements; and derivative transactions. In certain instances, the Firm’s only continuing 
involvement is servicing the loans. In the table below, the amount of beneficial interests held by JPMorgan Chase will not equal the assets held 
in nonconsolidated VIEs, because the beneficial interests held by third parties are reflected at their current outstanding par amounts, and a 
portion of the Firm’s retained interests (trading assets and AFS securities) are reflected at their fair values. See Securitization activity on pages 
164–165 of this Note for further information regarding the Firm’s cash flows with and interests retained in nonconsolidated VIEs.  
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                    Total assets held by   Beneficial 
                    Firm–sponsored   interests issued to 
(in billions)   Loans   Other assets   credit card securitization trusts   third parties 
  

September 30, 2010    $ 72.5     $ 1.6     $ 74.1     $ 47.5   
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Firm-sponsored mortgage and other consumer securitization trusts  

Residential mortgage  

The Firm securitizes residential mortgage loans originated by RFS, as well as residential mortgage loans that may be purchased by either RFS or 
IB. RFS generally retains servicing for all its originated and purchased residential mortgage loans. Additionally, RFS may retain servicing for 
certain mortgage loans purchased by IB. As servicer, the Firm receives servicing fees based on the securitized loan balance plus ancillary fees.  

For Firm-sponsored securitizations serviced by RFS, the Firm is deemed to have the power to direct the significant activities of the VIE, as it is 
the servicer of the loans and is responsible for decisions related to loan modifications and workouts. For the loans serviced by unrelated third 
parties, the Firm is not the primary beneficiary, as the power to direct the significant activities resides with the third-party servicer. In a limited 
number of securitizations, RFS, in addition to  

                                                          
                            JPMorgan Chase interest in securitized assets 
    Principal amount outstanding   in nonconsolidated VIEs (d)(e)(f)(g)(h) 

                    Assets held in                             
                    nonconsolidated                             
    Total assets   Assets held in   securitization VIEs                           Total interests 
September 30, 2010 (a)   held by   consolidated   with continuing   Trading   AFS   Other   held by 
(in billions)   securitization VIEs   securitization VIEs   involvement   assets   securities   assets   JPMorgan Chase 
  

Securitization-related:                                                          
Residential mortgage:                                                          

Prime (b)    $ 163.1     $ 2.2     $ 154.3     $ 0.6     $ —    $ —    $ 0.6   
Subprime      45.3       1.7       41.3       —      —      —      —  
Option ARMs      37.4       0.3       37.1       —      0.1       —      0.1   

Commercial and other (c)      159.3       0.7       99.4       2.0       0.8       —      2.8   
Student      4.6       4.6       —      —      —      —      —  
Auto      0.1       0.1       —      —      —      —      —  

  

Total    $ 409.8     $ 9.6     $ 332.1     $ 2.6     $ 0.9     $ —    $ 3.5   
  

                                                          
                            JPMorgan Chase interest in securitized assets 
    Principal amount outstanding   in nonconsolidated VIEs (d)(e)(f)(g)(h) 

                    Assets held in                             
                    nonconsolidated                             
    Total assets   Assets held in   securitization VIEs                           Total interests 
December 31, 2009 (a)   held by   consolidated   with continuing   Trading   AFS   Other   held by 
(in billions)   securitization VIEs   securitization VIEs   involvement   assets   securities   assets   JPMorgan Chase 
  

Securitization-related:                                                          
Residential mortgage:                                                          

Prime (b)    $ 183.3     $ —    $ 171.5     $ 0.9     $ 0.2     $ —    $ 1.1   
Subprime      50.0       —      47.3       —      —      —      —  
Option ARMs      42.0       —      42.0       —      0.1       —      0.1   

Commercial and other (c)      155.3       —      24.8       1.6       0.8       —      2.4   
Student      4.8       3.8       1.0       —      —      0.1       0.1   
Auto      0.2       —      0.2       —      —      —      —  

  

Total    $ 435.6     $ 3.8     $ 286.8     $ 2.5     $ 1.1     $ 0.1     $ 3.7   
  

(a)   Excludes loan sales to government sponsored entities (“ GSEs” ). See Securitization activity on pages 164–165 of this Note for information 
on the Firm’s loan sales to GSEs. 

  

(b)   Includes Alt-A loans. 
  

(c)   Consists of securities backed by commercial loans (predominantly real estate) and non-mortgage-related consumer receivables purchased 
from third parties. The Firm generally does not retain a residual interest in its sponsored commercial mortgage securitization 
transactions. Includes co-sponsored commercial securitizations and, therefore, includes non–JPMorgan Chase–originated commercial 
mortgage loans. 

  

(d)   Excludes retained servicing (for a discussion of MSRs, see Note 16 on pages 167–170 of this Form 10-Q) and securities retained from loan 
sales to Ginnie Mae, Fannie Mae and Freddie Mac. 

  

(e)   Excludes senior and subordinated securities of $313 million and $65 million, respectively, at September 30, 2010, and $729 million and 
$146 million, respectively, at December 31, 2009, which the Firm purchased in connection with IB’s secondary market-making activities. 

  

(f)   Includes investments acquired in the secondary market that are predominantly for held-for-investment purposes, of $199 million and 
$139 million as of September 30, 2010, and December 31, 2009, respectively. This is comprised of $159 million and $91 million of AFS 
securities, related to commercial and other; and $40 million and $48 million of investments classified as trading assets-debt and equity 
instruments, including $40 million and $47 million of residential mortgages, and zero and $1 million of commercial and other, all 
respectively, at September 30, 2010, and December 31, 2009. 

  

(g)   Excludes interest rate and foreign exchange derivatives primarily used to manage the interest rate and foreign exchange risks of the 
securitization entities. See Note 5 on pages 132–140 of this Form 10-Q for further information on derivatives. 

  

(h)   Includes interests held in re-securitization transactions. 
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having servicing rights, may retain an interest in the VIE that could potentially be significant to the VIE. In these instances, the Firm is deemed 
to be the primary beneficiary. As of September 30, 2010, due to RFS’s servicing arrangements and retained interests, the Firm consolidated 
approximately $3.1 billion of assets and $3.3 billion of liabilities of Firm-sponsored residential mortgage securitization trusts. As of 
December 31, 2009, RFS did not consolidate any VIEs in accordance with the accounting treatment under prior accounting rules. Additionally, 
RFS held retained interests of approximately $264 million and $537 million as of September 30, 2010, and December 31, 2009, respectively, in 
nonconsolidated securitization entities. See pages 165–167 of this Note for further information on retained interests held in nonconsolidated 
VIEs; these retained interests are classified as trading assets or AFS securities.  

IB may engage in underwriting and trading activities of the securities issued by Firm-sponsored securitization trusts. As a result, IB at times 
retains senior and/or subordinated interests (including residual interests) in residential mortgage securitizations upon securitization, and/or 
reacquires positions in the secondary market in the normal course of business. In certain instances as a result of the size of the positions retained 
or reacquired by IB, when considered together with the servicing arrangements entered into by RFS, the Firm is deemed to be the primary 
beneficiary of certain trusts. As of September 30, 2010, the Firm consolidated approximately $1.2 billion of VIE assets and $631 million of 
liabilities due to IB’s involvement with such trusts. These entities were not consolidated at December 31, 2009, in accordance with the 
accounting treatment under prior accounting rules. Additionally, IB held approximately $448 million, and $699 million of senior and 
subordinated interests as of September 30, 2010, and December 31, 2009, respectively, in nonconsolidated securitization entities. This includes 
approximately $1 million and $2 million of residual interests as of September 30, 2010, and December 31, 2009, respectively. See pages 165–
167 of this Note for further information on interests held in nonconsolidated securitizations. These retained interests are accounted for at fair 
value and classified as trading assets.  

The Firm’s mortgage loan sales are primarily nonrecourse, thereby effectively transferring the risk of future credit losses to the purchaser of the 
mortgage-backed securities issued by the trust. However, for a limited number of loan sales, the Firm is obligated to share a portion of the credit 
risk associated with the sold loans with the purchaser. See Note 22 on pages 174–178 of this Form 10-Q for additional information on loans sold 
with recourse, as well as information on indemnifications for breaches of representations and warranties. See page 165 of this Note for further 
information on loans sold to the GSEs.  

Commercial mortgages and other consumer securitizations  

IB securitizes commercial mortgage loans that it originates. Additionally, IB may also engage in underwriting and trading of securities issued by 
the securitization trusts. IB may retain unsold senior and/or subordinated interests in commercial mortgage securitizations at the time of 
securitization but generally does not service commercial loan securitizations. For commercial mortgage securitizations the power to direct the 
significant activities of the VIE generally is with the controlling class investor and or the servicer. Therefore, for loans serviced by unrelated 
third parties, and those transactions in which the Firm is not the controlling class investor, the Firm does not have the power to direct the 
significant activities of the VIE and, therefore, does not consolidate the VIEs. As of September 30, 2010, the Firm consolidated approximately 
$631 million of VIE assets and $618 million of liabilities of commercial mortgage securitization trusts due to the Firm holding certain 
subordinated interests that give the Firm the power to direct the activities of these entities. These entities were not consolidated at December 31, 
2009, in accordance with the accounting treatment under prior accounting rules. At September 30, 2010, and December 31, 2009, the Firm held 
$2.0 billion and $1.6 billion, respectively, of retained interests in nonconsolidated commercial mortgage securitizations. This includes 
approximately zero and $22 million of residual interests as of September 30, 2010, and December 31, 2009, respectively.  

The Firm also securitizes automobile and student loans originated by RFS, and consumer loans (including automobile and student loans) 
purchased by IB. The Firm retains servicing responsibilities for all originated and certain purchased student and automobile loans. The Firm also 
holds a retained interest in these securitizations. As such, for those transactions in which the Firm is both the servicer and holds a retained 
interest, the Firm is the primary beneficiary of and consolidates these VIEs as of September 30, 2010. As of September 30, 2010, the Firm 
consolidated $5.1 billion of assets and $3.8 billion of liabilities of automobile and student loan securitizations. As of December 31, 2009, the 
Firm held $9 million and $49 million of retained interests in nonconsolidated securitized automobile and student loan securitizations, 
respectively. These entities were not consolidated at December 31, 2009, in accordance with the accounting treatment under prior accounting 
rules. In addition, at December 31, 2009, the Firm consolidated $3.8 billion of other student loans.  
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Re-securitizations  

The Firm also engages in certain re-securitization transactions in which debt securities are transferred to a VIE in exchange for new beneficial 
interests. These transfers occur to both agency (Fannie Mae, Freddie Mac and Ginnie Mae) and nonagency (private-label) sponsored VIEs, 
which may be backed by either residential or commercial mortgages and are often structured on behalf of clients. As of September 30, 2010, the 
Firm did not consolidate any agency re-securitizations, as it did not have the power to direct the significant activities of the trust. As of 
September 30, 2010, the Firm consolidated $574 million of assets and $224 million of liabilities of private-label re-securitizations, as the Firm 
had both the power to direct the significant activities of, and retained an interest that is deemed to be significant in, the trust. For other 
nonconsolidated private-label re-securitizations, the Firm shares control over the resecuritization VIEs (i.e., established the VIE jointly with the 
investors) and therefore did not have unilateral ability to direct the significant activities of the entity. During the three months and nine months 
ended September 30, 2010, respectively, the Firm transferred $13.5 billion and $138 million, respectively, and $27.8 billion and $1.2 billion, 
respectively, of securities to agency and private-label VIEs. At September 30, 2010, the Firm held approximately $1.5 billion of senior and 
subordinated interests in nonconsolidated agency re-securitization entities and $11 million of senior and subordinated interests in 
nonconsolidated private-label re-securitization entities. See pages 165–167 of this Note for further information on interests held in 
nonconsolidated securitization VIEs.  

Multi-seller conduits  

Effective January 1, 2010, the Firm consolidated its Firm-administered multi-seller conduits, as the Firm had both the power to direct the 
significant activities of the conduits and a potentially significant economic interest. The Firm directs the economic performance of the conduits 
as administrative agent and in its role in structuring transactions for the conduits. In these roles, the Firm makes decisions regarding 
concentration of asset types and credit quality of transactions, and is responsible for managing the commercial paper funding needs of the 
conduits. The Firm’s interests that could potentially be significant to the VIEs include the fees received as administrative agent, liquidity 
provider and provider of program-wide credit enhancement, as well as the Firm’s potential exposure as a result of the liquidity and credit 
enhancement facilities provided to the conduits.  

For a more detailed description of JPMorgan Chase’s principal involvement with Firm-administered multi-seller conduits, as well as the 
accounting treatment applicable under prior accounting rules, see Note 16 on pages 206–209 of JPMorgan Chase’s 2009 Annual Report.  

Consolidated Firm-administered multi-seller conduits  

The Firm provides both deal-specific and program-wide liquidity facilities. Because the majority of the deal-specific liquidity facilities will only 
fund nondefaulted assets, program-wide credit enhancement is required to absorb losses on defaulted receivables in excess of losses absorbed by 
any deal-specific credit enhancement. Program-wide credit enhancement may be provided by JPMorgan Chase in the form of standby letters of 
credit or by third-party surety bond providers. The amount of program-wide credit enhancement required varies by conduit and ranges between 
5% and 10% of applicable commercial paper outstanding. The Firm provided $2.0 billion of program-wide credit enhancement at September 30, 
2010.  

VIEs associated with investor intermediation activities  

For a more detailed description of JPMorgan Chase’s principal involvement with investor intermediation activities, see Note 16 on pages 209–
212 of JPMorgan Chase’s 2009 Annual Report.  

Municipal bond vehicles  

The Firm consolidates municipal bond vehicles if it owns the residual interest of the vehicle. The residual interest generally allows the owner to 
make decisions that significantly impact the economic performance of the municipal bond vehicle, primarily by directing the sale of the 
municipal bonds owned by the vehicle. In addition, the residual interest owners have the right to receive benefits and bear losses that could 
potentially be significant to the municipal bond vehicle. The Firm does not consolidate municipal bond vehicles if it does not own the residual 
interests, since the Firm does not have the power to make decisions that significantly impact the economic performance of the municipal bond 
vehicle.  
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                    Total assets held by     
                    Firm-administered   Commercial paper 
                    multi-seller   issued to third 
(in billions)   Loans   Other assets   conduits   parties 
  

September 30, 2010    $ 19.7     $ 0.8     $ 20.5     $ 20.5   
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The Firm’s exposure to nonconsolidated municipal bond VIEs at September 30, 2010, and December 31, 2009, including the ratings profile of 
the VIEs’ assets, was as follows.  

Credit-linked note vehicles  

The Firm structures transactions with credit-linked note vehicles on behalf of investors in which a VIE purchases highly rated assets, such as 
asset-backed securities, or enters into a credit derivative contract with the Firm to obtain exposure to a referenced credit which the VIE otherwise 
does not hold. The VIE then issues CLNs with maturities predominantly ranging from one to ten years in order to transfer the risk of the 
referenced credit to the VIE’s investors. The Firm does not generally consolidate these credit-linked note entities, since the Firm does not have 
the power to direct the significant activities of these entities and does not have a variable interest that could potentially be significant.  

Exposure to nonconsolidated credit-linked note VIEs at September 30, 2010, and December 31, 2009, was as follows.  

161  

                                  
    Fair value of assets                   Maximum 
(in billions)   held by VIEs   Liquidity facilities (b)   Excess/(deficit) (c)   exposure 
  

Nonconsolidated municipal bond vehicles (a)                                  
September 30, 2010    $ 14.8     $ 8.9     $ 5.9     $ 8.9   
December 31, 2009      13.2       8.4       4.8       8.4   
  

                                                          
    Ratings profile of VIE assets (d)         
    Investment-grade   Noninvestment-grade   Fair value of   Wt. avg. 
(in billions, except                                           assets held   expected life 
where otherwise noted)   AAA to AAA -   AA+ to AA-   A+ to A-   BBB to BBB-   BB+ and below   by VIEs   of assets (years) 
  

Nonconsolidated municipal bond vehicles (a) 

September 30, 2010    $ 2.0     $ 12.3     $ 0.5     $ —    $ —    $ 14.8       7.1   
December 31, 2009      1.6       11.4       0.2       —      —      13.2       10.1   
  

(a)   Excluded $2.0 billion and $2.8 billion, as of September 30, 2010, and December 31, 2009, respectively, which were consolidated due to the 
Firm owning the residual interests. 

  

(b)   The Firm may serve as credit enhancement provider to municipal bond vehicles in which it serves as liquidity provider. The Firm provided 
insurance on underlying municipal bonds, in the form of letters of credit, of $10 million at both September 30, 2010, and December 31, 
2009. 

  

(c)   Represents the excess/(deficit) of the fair values of municipal bond assets available to repay the liquidity facilities, if drawn. 
  

(d)   The ratings scale is based on the Firm’s internal risk ratings and is presented on an S&P-equivalent basis. 

                                  
                            Par value 
    Net derivative   Trading   Total   of collateral 
September 30, 2010 (in billions)   receivables   assets (b)   exposure (c)   held by VIEs (d) 
  

Credit-linked notes (a)                                  
Static structure    $ 1.3     $ —    $ 1.3     $ 10.2   
Managed structure      3.7       0.1       3.8       12.5   

  

Total    $ 5.0     $ 0.1     $ 5.1     $ 22.7   
  

                                  
                            Par value 
    Net derivative   Trading   Total   of collateral 
December 31, 2009 (in billions)   receivables   assets (b)   exposure (c)   held by VIEs (d) 
  

Credit-linked notes (a)                                  
Static structure    $ 1.9     $ 0.7     $ 2.6     $ 10.8   
Managed structure      5.0       0.6       5.6       15.2   

  

Total    $ 6.9     $ 1.3     $ 8.2     $ 26.0   
  

(a)   Excluded collateral with a fair value of $137 million and $855 million at September 30, 2010, and December 31, 2009, respectively, which 
was consolidated, as the Firm, in its role as secondary market-maker, held a majority of the issued credit-linked notes of certain vehicles. 

  

(b)   Trading assets principally comprise notes issued by VIEs, which from time to time are held as part of the termination of a deal or to 
support limited market-making. 

  

(c)   On–balance sheet exposure that includes net derivative receivables and trading assets — debt and equity instruments. 
  

(d)   The Firm’s maximum exposure arises through the derivatives executed with the VIEs; the exposure varies over time with changes in the 
fair value of the derivatives. The Firm relies on the collateral held by the VIEs to pay any amounts due under the derivatives; the vehicles 
are structured at inception so that the par value of the collateral is expected to be sufficient to pay amounts due under the derivative 
contracts. 
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Asset swap vehicles  

The Firm structures and executes transactions with asset swap vehicles on behalf of investors. In such transactions, a VIE purchases a specific 
asset or assets and then enters into a derivative with the Firm in order to tailor the interest rate or currency risk, or both, according to investors’ 
requirements. The Firm does not generally consolidate these asset swap vehicles, since the Firm does not have the power to direct the significant 
activities of these entities and does not have a variable interest that could potentially be significant.  

Exposure to nonconsolidated asset swap VIEs at September 30, 2010, and December 31, 2009, was as follows.  

VIEs sponsored by third parties  

Investment in a third-party credit card securitization trust  

The Firm holds two interests in a third-party-sponsored VIE, which is a credit card securitization trust that owns credit card receivables issued by 
a national retailer. The Firm is not the primary beneficiary of the trust, as the Firm does not have the power to direct the activities of the VIE that 
most significantly impact the VIE’s economic performance. The first note is structured so that the principal amount can float up to 47% of the 
principal amount of the receivables held by the trust, not to exceed $4.2 billion. The Firm accounts for its investment at fair value within AFS 
securities. At September 30, 2010, and December 31, 2009, the amortized cost of the note was $3.0 billion and $3.5 billion, respectively, and the 
fair value was $3.2 billion and $3.5 billion, respectively. The Firm accounts for its other interest, which is not subject to limits, as a loan at 
amortized cost. This senior loan had an amortized cost and fair value of approximately $1.0 billion at both September 30, 2010, and 
December 31, 2009. For more information on AFS securities and loans, see Notes 11 and 13 on pages 143–148 and 149–154, respectively, of 
this Form 10-Q.  

VIE used in FRBNY transaction  

In conjunction with the Bear Stearns merger, in June 2008, the Federal Reserve Bank of New York (“FRBNY”) took control, through an LLC 
formed for this purpose, of a portfolio of $30.0 billion in assets, based on the value of the portfolio as of March 14, 2008. The assets of the LLC 
were funded by a $28.85 billion term loan from the FRBNY and a $1.15 billion subordinated loan from JPMorgan Chase. The JPMorgan Chase 
loan is subordinated to the FRBNY loan and will bear the first $1.15 billion of any losses of the portfolio. Any remaining assets in the portfolio 
after repayment of the FRBNY loan, repayment of the JPMorgan Chase loan and the expense of the LLC will be for the account of the FRBNY. 
The extent to which the FRBNY and JPMorgan Chase loans will be repaid will depend on the value of the assets in the portfolio and the 
liquidation strategy directed by the FRBNY. The Firm does not consolidate the LLC, as it does not have the power to direct the activities of the 
VIE that most significantly impact the VIE’s economic performance.  

Other VIEs sponsored by third parties  

The Firm enters into transactions with VIEs structured by other parties. These include, for example, acting as a derivative counterparty, liquidity 
provider, investor, underwriter, placement agent, trustee or custodian. These transactions are conducted at arm’s length, and individual credit 
decisions are based on the analysis of the specific VIE, taking into consideration the quality of the underlying assets. Where the Firm does not 
have the power to direct the activities of the VIE that most significantly impact the VIE’s economic performance, or a variable interest that could 
potentially be significant, the Firm records and reports these positions on its Consolidated Balance Sheets similarly to the way it would record 
and report positions from any other third-party transaction.  
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    Net derivative   Trading   Total   Par value of collateral 
(in billions)   receivables   assets (b)   exposure (c)   held by VIEs (d) 
  

September 30, 2010 (a)    $ 0.3     $ —    $ 0.3     $ 7.8   
December 31, 2009 (a)      0.1       —      0.1       10.2   
  

(a)   Excluded the fair value of collateral of zero and $623 million at September 30, 2010, and December 31, 2009, respectively, which was 
consolidated as the Firm, in its role as secondary market-maker, held a majority of the issued notes of certain vehicles. 

  

(b)   Trading assets principally comprise notes issued by VIEs, which from time to time are held as part of the termination of a deal or to 
support limited market-making. 

  

(c)   On-balance sheet exposure that includes net derivative receivables and trading assets – debt and equity instruments. 
  

(d)   The Firm’s maximum exposure arises through the derivatives executed with the VIEs; the exposure varies over time with changes in the 
fair value of the derivatives. The Firm relies upon the collateral held by the VIEs to pay any amounts due under the derivatives; the 
vehicles are structured at inception so that the par value of the collateral is expected to be sufficient to pay amounts due under the 
derivative contracts. 
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Consolidated VIE assets and liabilities  

The following table presents information on assets and liabilities related to VIEs that are consolidated by the Firm as of September 30, 2010, and 
December 31, 2009.  
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    Assets 
    Trading assets-             
September 30, 2010   debt and equity             
(in billions)   instruments   Loans   Other (a)   Total assets (b) 
          

VIE program type                                  
Firm-sponsored credit card trusts    $ —    $ 72.5     $ 1.6     $ 74.1   
Firm-administered multi-seller conduits      —      19.7       0.8       20.5   
Mortgage securitization entities      2.4       3.1       —      5.5   
Other      5.7       5.6       1.5       12.8   
          

Total    $ 8.1     $ 100.9     $ 3.9     $ 112.9   
  

                          
    Liabilities 
September 30, 2010   Beneficial interests         
(in billions)   in VIE assets (c)   Other (d)   Total liabilities 
        

VIE program type                          
Firm-sponsored credit card trusts    $ 47.5     $ —    $ 47.5   
Firm-administered multi-seller conduits      20.5       —      20.5   
Mortgage securitization entities      3.1       1.7       4.8   
Other      6.3       0.8       7.1   
        

Total    $ 77.4     $ 2.5     $ 79.9   
  

                                  
    Assets 
    Trading assets-             
December 31, 2009   debt and equity             
(in billions)   instruments   Loans   Other (a)   Total assets (b) 
          

VIE program type                                  
Firm-sponsored credit card trusts (e)    $ —    $ 6.1     $ 0.8     $ 6.9   
Firm-administered multi-seller conduits      —      2.2       2.9       5.1   
Mortgage securitization entities      —      —      —      —  
Other      6.4       4.7       1.3       12.4   
          

Total    $ 6.4     $ 13.0     $ 5.0     $ 24.4   
  

                          
    Liabilities 
December 31, 2009   Beneficial interests         
(in billions)   in VIE assets (c)   Other (d)   Total liabilities 
        

VIE program type                          
Firm-sponsored credit card trusts (e)    $ 3.9     $ —    $ 3.9   
Firm-administered multi-seller conduits      4.8       —      4.8   
Mortgage securitization entities      —      —      —  
Other      6.5       2.2       8.7   
        

Total    $ 15.2     $ 2.2     $ 17.4   
  

(a)   Included assets classified as cash, resale agreements, derivative receivables, available - for - sale, and other assets within the 
Consolidated Balance Sheets. 

  

(b)   The assets of the consolidated VIEs included in the program types above are used to settle the liabilities of those entities. The difference 
between total assets and total liabilities recognized for consolidated VIEs represents the Firm’s interest in the consolidated VIEs for each 
program type. 

  

(c)   The interest-bearing beneficial interest liabilities issued by consolidated VIEs are classified in the line item on the Consolidated Balance 
Sheets titled, “Beneficial interests issued by consolidated variable interest entities.” The holders of these beneficial interests do not have 
recourse to the general credit of JPMorgan Chase. Included in beneficial interests in VIE assets are long-term beneficial interests of 
$56.6 billion and $10.4 billion at September 30, 2010, and December 31, 2009, respectively. The maturities of the long-term beneficial 
interests as of September 30, 2010, were as follows: $16.9 billion under one year, $29.7 billion between one and five years, and 
$10.0 billion over 5 years. 

  

(d)   Included liabilities classified as other borrowed funds and accounts payable and other liabilities in the Consolidated Balance Sheets. 
  

(e)   Includes the receivables and related liabilities of the WMM Trust. For further discussion, see Note 15 on pages 198–205 respectively, of 
JPMorgan Chase’s 2009 Annual Report. 
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Supplemental information on loan securitizations  

The Firm securitizes and sells a variety of loans, including residential mortgage, credit card, automobile, student and commercial (primarily 
related to real estate) loans, as well as debt securities. The primary purposes of these securitization transactions are to satisfy investor demand 
and to generate liquidity for the Firm.  

For a discussion of the accounting treatment under prior accounting rules relating to loan securitizations, see Note 1 on pages 142–143 and Note 
15 on pages 198–205 of JPMorgan Chase’s 2009 Annual Report.  

Securitization activity  

The following tables provide information related to the Firm’s securitization activities for the three and nine months ended September 30, 2010 
and 2009, related to assets held in JPMorgan Chase–sponsored securitization entities that were not consolidated by the Firm, as sale accounting 
was achieved based on the accounting rules in effect at the time of the securitization. For the three- and nine-month periods ended September 30, 
2009, there were no mortgage loans that were securitized, and there were no cash flows from the Firm to the SPEs related to recourse or 
guarantee arrangements. Effective January 1, 2010, all of the Firm-sponsored credit card, student loan and auto securitization trusts were 
consolidated as a result of the new consolidation guidance related to VIEs and, accordingly, are not included in the securitization activity tables 
below for the three and nine months ended September 30, 2010 and 2009.  
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    Three months ended September 30, 2010 
    Residential mortgage     
                        Commercial 
(in millions)   Prime (f)   Subprime   Option ARMs   and other 
  

Principal securitized    $ —    $ —    $ —    $ 574   
Pretax gains      —      —      —      —(g) 

All cash flows during the period (a) :                                  
Proceeds from new securitizations (b)    $ —    $ —    $ —    $ 601   
Servicing fees collected      77       55       109       1   
Other cash flows received (c)      —      —      —      —  
Purchases of previously transferred financial assets (or the underlying 

collateral) (d)      46       —      —      —  
Cash flows received on the interests that continue to be held by the Firm 

(e)      64       6       8       38   
  

                                  
    Three months ended September 30, 2009 
    Residential mortgage     
                        Commercial 
(in millions)   Prime (f)   Subprime   Option ARMs   and other 
  

All cash flows during the period (a) :                                  
Servicing fees collected    $ 105     $ 45     $ 118     $ 2   
Other cash flows received (c)      2       1       —      —  
Purchases of previously transferred financial assets (or the underlying 

collateral) (d)      36       —      7       —  
Cash flows received on the interests that continue to be held by the Firm (e)     148       6       11       31   
  

                                  
    Nine months ended September 30, 2010 
    Residential mortgage     
                        Commercial 
(in millions)   Prime (f)   Subprime   Option ARMs   and other 
  

Principal securitized    $ —    $ —    $ —    $ 1,136   
Pretax gains      —      —      —      —(g) 

All cash flows during the period (a) :                                  
Proceeds from new securitizations (b)    $ —    $ —    $ —    $ 1,193   
Servicing fees collected      241       154       344       3   
Other cash flows received (c)      —      —      —      —  
Purchases of previously transferred financial assets (or the underlying 

collateral) (d)      146       6       —      —  
Cash flows received on the interests that continue to be held by the Firm (e)     216       18       19       106   
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Loans sold to agencies and other third-party sponsored securitization entities  

In addition to the amounts reported in the securitization activity tables above, the Firm, in the normal course of business, sells originated and 
purchased mortgage loans, predominantly to Ginnie Mae, Fannie Mae, and Freddie Mac, (the “Agencies”). These loans are sold primarily for the 
purpose of securitization by the Agencies, which also provide credit enhancement of the loans through certain guarantee provisions. The Firm 
does not consolidate these securitization vehicles as it is not the primary beneficiary. In connection with these loan sales, the Firm makes certain 
representations and warranties. For additional information about the Firm’s loan sale- and securitization-related indemnifications, see Note 22 on 
pages 174–178 of this Form 10-Q.  

The Firm generally retains the right to service the mortgage loans in accordance with the respective servicing guidelines and standards, which is 
a form of continuing involvement, and records this right as a servicing asset at the time of sale.  

The following table summarizes these loan sale activities.  

JPMorgan Chase’s interest in securitized assets held at fair value  

The following table summarizes the Firm’s nonconsolidated securitization interests which are carried at fair value on the Firm’s Consolidated 
Balance Sheets at September 30, 2010, and December 31, 2009. The risk ratings are periodically reassessed as information becomes available. 
As of September 30, 2010, and December 31, 2009, 69% and 76%, respectively, of the Firm’s retained securitization interests, which are carried 
at fair value, were risk-rated “A” or better.  
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    Nine months ended September 30, 2009 
    Residential mortgage     
                            Commercial 
(in millions)   Prime (f)   Subprime   Option ARMs   and other 
  

All cash flows during the period (a) :                                  
Servicing fees collected    $ 337     $ 130     $ 364     $ 10   
Other cash flows received (c)      8       3       —      —  
Purchases of previously transferred financial assets (or the underlying 

collateral) (d)      112       —      20       —  
Cash flows received on the interests that continue to be held by the Firm (e)     512       19       75       189   
  

(a)   Excludes sales for which the Firm did not securitize the loan (including loans sold to Ginnie Mae, Fannie Mae and Freddie Mac). 
  

(b)   Includes $601 million and $1.2 billion of proceeds from new securitizations received as securities for the three and nine months ended 
September 30, 2010, respectively. These securities were classified as level 2 of the fair value measurement hierarchy. 

  

(c)   Includes excess servicing fees and other ancillary fees received. 
  

(d)   Includes cash paid by the Firm to reacquire assets from the off–balance sheet, nonconsolidated entities — for example, servicer clean-up 
calls. 

  

(e)   Includes cash flows received on retained interests — including, for example, principal repayments and interest payments. 
  

(f)   Includes Alt-A loans and re-securitization transactions. 
  

(g)   As of January 1, 2007, the Firm elected the fair value option for IB warehouse. The carrying value of these loans accounted for at fair 
value approximated the proceeds received from securitization. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Carrying value of loans sold (a)(b)    $ 42,543     $ 37,066     $ 108,090     $ 118,674   
  

Proceeds received from loan sales:                                  
Cash      2,786       432       3,386       1,252   
Securities (c)      39,045       35,779       102,861       114,635   

  

Total proceeds received from loan sales      41,831       36,211       106,247       115,887   
  

Gains on loan sales      91       18       182       64   
  

(a)   Predominantly to the Agencies. 
  

(b)   See Note 16 on pages 167–170 of this Form 10-Q for further information on originated MSRs. 
  

(c)   Predominantly includes securities from the Agencies that are generally sold shortly after receipt. 
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The table below outlines the key economic assumptions used to determine the fair value as of September 30, 2010, and December 31, 2009, of 
certain of the Firm’s retained interests in nonconsolidated VIEs, other than MSRs, that are valued using modeling techniques. The table below 
also outlines the sensitivities of those fair values to immediate 10% and 20% adverse changes in assumptions used to determine fair value. For a 
discussion of MSRs, see Note 16 on pages 164–170 of this Form 10-Q.  
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    Ratings profile of interests held (b)(c)(d) 

    September 30, 2010   December 31, 2009 
    Investment-   Noninvestment-   Retained   Investment-   Noninvestment-   Retained 
(in billions)   grade   grade   interests   grade   grade   interests (e) 
  

Asset types:                                                  
Residential mortgage:                                                  

Prime (a)    $ 0.1     $ 0.5     $ 0.6     $ 0.7     $ 0.4     $ 1.1   
Subprime      —      —      —      —      —      —  
Option ARMs      0.1       —      0.1       0.1       —      0.1   

Commercial and other      2.5       0.3       2.8       2.2       0.2       2.4   
  

Total    $ 2.7     $ 0.8     $ 3.5     $ 3.0     $ 0.6     $ 3.6   
  

(a)   Includes retained interests in Alt-A loans and re-securitization transactions. 
  

(b)   The ratings scale is presented on an S&P-equivalent basis. 
  

(c)   Includes $199 million and $139 million of investments acquired in the secondary market, but predominantly held for investment purposes, 
as of September 30, 2010, and December 31, 2009, respectively. Of this amount, $159 million and $108 million is classified as investment-
grade as of September 30, 2010, and December 31, 2009, respectively. 

  

(d)   Excludes senior and subordinated securities of $378 million and $875 million at September 30, 2010, and December 31, 2009, 
respectively, which the Firm purchased in connection with IB’s secondary market-making activities. 

  

(e)   Excludes $49 million of retained interests in student loans at December 31, 2009. 

                                  
    Residential mortgage         
September 30, 2010                         Commercial   
(in millions, except rates and where otherwise noted)   Prime (a)     Subprime     Option ARMs     and other   
  

JPMorgan Chase interests in securitized assets    $ 646     $ 9     $ 108     $ 2,783   
  

Weighted-average life (in years)      5.5       7.5       4.7       3.1   
  

Weighted-average constant prepayment rate      11.7 %     2.7 %     16.7 %     —% 
     CPR   CPR   CPR   CPR 

Impact of 10% adverse change    $ (12 )   $ —    $ (1 )   $ —  
Impact of 20% adverse change      (24 )     —      (3 )     —  

  

Weighted-average loss assumption      3.9 %     8.9 %     12.7 %     1.9 % 
Impact of 10% adverse change    $ (10 )   $ —    $ —    $ (75 ) 
Impact of 20% adverse change      (17 )     (1 )     —      (152 ) 

Weighted-average discount rate      10.6 %     13.1 %     5.5 %     15.1 % 
Impact of 10% adverse change    $ (22 )   $ —    $ (2 )   $ (74 ) 
Impact of 20% adverse change      (43 )     (1 )     (4 )     (140 ) 

  

                                  
    Residential mortgage         
December 31, 2009                         Commercial   
(in millions, except rates and where otherwise noted)   Prime (a)     Subprime     Option ARMs     and other   
  

JPMorgan Chase interests in securitized assets    $ 1,143     $ 27     $ 113     $ 2,361   
  

Weighted-average life (in years)      8.3       4.3       5.1       3.5   
  

Weighted-average constant prepayment rate      4.9 %     21.8 %     15.7 %     —% 
     CPR   CPR   CPR   CPR 

Impact of 10% adverse change    $ (15 )   $ (2 )   $ —    $ —  
Impact of 20% adverse change      (31 )     (3 )     (1 )     —  

  

Weighted-average loss assumption      3.2 %     2.7 %     0.7 %     1.4 % 
Impact of 10% adverse change    $ (15 )   $ (4 )   $ —    $ (41 ) 
Impact of 20% adverse change      (29 )     (7 )     —      (100 ) 

Weighted-average discount rate      11.4 %     23.2 %     5.4 %     12.5 % 
Impact of 10% adverse change    $ (41 )   $ (2 )   $ (1 )   $ (72 ) 
Impact of 20% adverse change      (82 )     (4 )     (3 )     (139 ) 

  

(a)   Includes retained interests in Alt-A loans and re-securitization transactions. 
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The sensitivity analysis in the preceding table is hypothetical. Changes in fair value based on a 10% or 20% variation in assumptions generally 
cannot be extrapolated easily, because the relationship of the change in the assumptions to the change in fair value may not be linear. Also, in the 
table, the effect that a change in a particular assumption may have on the fair value is calculated without changing any other assumption. In 
reality, changes in one factor may result in changes in another, which might counteract or magnify the sensitivities. The above sensitivities also 
do not reflect risk management practices the Firm may undertake to mitigate such risks.  

Loan delinquencies and net charge-offs  

The table below includes information about delinquencies, net charge-offs and components of off–balance sheet securitized financial assets as of 
September 30, 2010, and December 31, 2009.  

NOTE 16 — GOODWILL AND OTHER INTANGIBLE ASSETS  

For a discussion of accounting policies related to goodwill and other intangible assets, see Note 17 on pages 214–217 of JPMorgan Chase’s 2009 
Annual Report.  

Goodwill and other intangible assets consist of the following.  

Goodwill  

The following table presents goodwill attributed to the business segments.  
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                    90 days past due         
    Credit exposure   and still accruing   Nonperforming loans   Net loan charge-offs (d) 

                            Three months ended   Nine months ended 
    Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31,   Sept. 30,   Dec. 31,   September 30,   September 30, 
(in millions)   2010   2009   2010   2009   2010   2009   2010   2009   2010   2009 
  

Securitized loans:                                                                                  
Residential mortgage:                                                                                  

Prime mortgage (a)(b)    $ 154,313     $ 171,547     $ —    $ —    $ 36,230     $ 33,838     $ 1,490     $ 2,728     $ 4,875     $ 7,319   
Subprime mortgage (b)      41,255       47,261       —      —      16,192       19,505       749       1,684       2,865       5,962   
Option ARMs (b)      37,106       41,983       —      —      11,016       10,973       479       566       1,705       1,420   

Commercial and other (b)      99,415       24,799       236       —      4,911       1,244       159       2       331       12   
  

Total loans securitized (c)    $ 332,089     $ 285,590     $ 236     $ —    $ 68,349     $ 65,560     $ 2,877     $ 4,980     $ 9,776     $ 14,713   
  

(a)   Includes Alt-A loans. 
  

(b)   Total assets held in securitization-related SPEs were $409.8 billion and $435.6 billion at September 30, 2010, and December 31, 2009, 
respectively. The $332.1 billion and $285.6 billion of loans securitized at September 30, 2010, and December 31, 2009, respectively, 
excludes: $68.1 billion and $145.0 billion of securitized loans in which the Firm has no continuing involvement, zero and $1.2 billion of 
nonconsolidated auto and student loan securitizations, and $9.6 billion and $3.8 billion of loan securitizations (including automobile and 
student loans) consolidated on the Firm’s Consolidated Balance Sheets at September 30, 2010, and December 31, 2009, respectively. 

  

(c)   Includes securitized loans that were previously recorded at fair value and classified as trading assets. 
  

(d)   Net charge-offs represent losses realized upon liquidation of the assets held by off–balance sheet securitization entities. 

                  
(in millions)   September 30, 2010   December 31, 2009 
  

Goodwill    $ 48,736     $ 48,357   
Mortgage servicing rights      10,305       15,531   
  

Other intangible assets:                  
Purchased credit card relationships    $ 974     $ 1,246   
Other credit card–related intangibles      617       691   
Core deposit intangibles      959       1,207   
Other intangibles      1,432       1,477   

  

Total other intangible assets    $ 3,982     $ 4,621   
  

                  
(in millions)   September 30, 2010   December 31, 2009 
  

Investment Bank    $ 5,334     $ 4,959   
Retail Financial Services      16,815       16,831   
Card Services      14,170       14,134   
Commercial Banking      2,866       2,868   
Treasury & Securities Services      1,678       1,667   
Asset Management      7,496       7,521   
Corporate/Private Equity      377       377   
  

Total goodwill    $ 48,736     $ 48,357   
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The following table presents changes in the carrying amount of goodwill.  

The $379 million increase in goodwill from December 31, 2009, was largely due to the acquisition of RBS Sempra Commodities businesses, and 
foreign currency translation adjustments related to the Firm’s credit card and merchant businesses, partially offset by the divestiture of certain 
non-strategic businesses, as well as tax-related purchase accounting adjustments associated with the Bank One merger.  

Goodwill was not impaired at September 30, 2010, or December 31, 2009, nor was any goodwill written off due to impairment during the nine 
month periods ended September 30, 2010 or 2009. During the nine months ended September 30, 2010, the firm reviewed current conditions 
(including the estimated effects of regulatory and legislative changes, such as the Dodd-Frank Wall Street Reform and Consumer Protection Act 
(the “Dodd-Frank Act”) and limitations on non-sufficient funds and overdraft fees), and prior projections for all of its reporting units. In 
addition, the Firm updated the discounted cash flow valuations of its consumer lending businesses in RFS and CS, as these businesses continue 
to have elevated risk for goodwill impairment due to their exposure to U.S. consumer credit risk and the effects of recent regulatory and 
legislative changes. As a result of these reviews, the Firm concluded that goodwill for these businesses and the Firm’s other reporting units were 
not impaired at September 30, 2010.  

Mortgage servicing rights  

For a further description of the MSR asset, interest rate risk management, and the valuation methodology of MSRs, see Notes 3 and 17 on pages 
151–152 and 214–217, respectively, of JPMorgan Chase’s 2009 Annual Report.  

The following table summarizes MSR activity for the three and nine months ended September 30, 2010 and 2009.  
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    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010     2009     2010     2009   
  

Balance at beginning of period (a)    $ 48,320     $ 48,288     $ 48,357     $ 48,027   
Changes during the period from:                                  

Business combinations      381       2       400       247   
Dispositions      —      —      (19 )     —  
Other (b)      35       44       (2 )     60   

  

Balance at September 30, (a)    $ 48,736     $ 48,334     $ 48,736     $ 48,334   
  

(a)   Reflects gross goodwill balances as the Firm has not recognized any impairment losses to date. 
  

(b)   Includes foreign currency translation adjustments and other tax-related adjustments. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions, except where otherwise noted)   2010     2009     2010     2009   
  

Fair value at the beginning of the period    $ 11,853     $ 14,600     $ 15,531     $ 9,403   
MSR activity                                  

Originations of MSRs      803       873       2,025       2,851   
Purchase of MSRs      9       —      23       2   
Disposition of MSRs      (257 )     —      (262 )     (10 ) 

  

Total net additions      555       873       1,786       2,843   
Change in valuation due to inputs and assumptions (a)      (1,497 )     (1,096 )     (5,177 )     4,045   
Other changes in fair value (b)      (606 )     (714 )     (1,835 )     (2,628 ) 
  

Total change in fair value of MSRs (c)      (2,103 )     (1,810 )     (7,012 )     1,417   
  

Fair value at September 30 (d)    $ 10,305     $ 13,663     $ 10,305     $ 13,663   
  

Change in unrealized gains/(losses) included in income related 
to MSRs held at September 30    $ (1,497 )   $ (1,096 )   $ (5,177 )   $ 4,045   

  

Contractual service fees, late fees and other ancillary fees 
included in income    $ 1,113     $ 1,187     $ 3,393     $ 3,615   

  

Third-party mortgage loans serviced at September 30 (in 
billions)    $ 1,021.2     $ 1,107.7     $ 1,021.2     $ 1,107.7   

  

Servicer advances, net at September 30 (in billions) (e)    $ 9.3     $ 7.4     $ 9.3     $ 7.4   
  

(a)   Represents MSR asset fair value adjustments due to changes in inputs, such as interest rates and volatility, as well as updates to 
assumptions used in the valuation model. “Total realized/unrealized gains/(losses)” columns in the Changes in level 3 recurring fair value 
measurements tables in Note 3 on pages 119–123 of this Form 10-Q include these amounts. 

  

(b)   Includes changes in MSR value due to modeled servicing portfolio runoff (or time decay). “ Purchases, issuances, settlements, net”  
columns in the Changes in level 3 recurring fair value measurements tables in Note 3 on pages 119–123 of this Form 10-Q include these 
amounts. 

  

(c)   Includes changes related to commercial real estate of $(2) million and $1 million for the three months ended September 30, 2010 and 
2009, respectively, and $(6) million and $(3) million for the nine months ended September 30, 2010 and 2009, respectively. 

  

(d)   Includes $35 million and $42 million related to commercial real estate at September 30, 2010 and 2009, respectively. 
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The following table presents the components of mortgage fees and related income (including the impact of MSR risk management activities) for 
the three and nine months ended September 30, 2010 and 2009.  

The table below outlines the key economic assumptions used to determine the fair value of the Firm’s MSRs at September 30, 2010, and 
December 31, 2009; and it outlines the sensitivities of those fair values to immediate adverse changes in those assumptions, as defined below.  

CPR: Constant prepayment rate.  

The sensitivity analysis in the preceding table is hypothetical and should be used with caution. Changes in fair value based on changes in 
assumptions generally cannot be easily extrapolated, because the relationship of the change in the assumptions to the change in fair value may 
not be linear. Also, in this table, the effect that a change in a particular assumption may have on the fair value is calculated without changing any 
other assumption. In reality, changes in one factor may result in changes in another, which might magnify or counteract the sensitivities.  

169  

(e)   Represents amounts the Firm pays as the servicer (e.g., scheduled principal and interest to a trust, taxes and insurance), which will 
generally be reimbursed within a short period of time after the advance via future cash flows from the trust or the underlying loans. The 
Firm’s credit risk associated with these advances is minimal because reimbursement of the advances is senior to all cash payments to 
investors in the underlying loans. In addition, the Firm maintains the right to stop payment if the collateral is insufficient to cover the 
advance. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010     2009     2010     2009   
  

RFS mortgage fees and related income                                  
Net production revenue:                                  

Production revenue    $ 1,233     $ 395     $ 2,342     $ 1,635   
Repurchase losses      (1,464 )     (465 )     (2,563 )     (940 ) 

  

Net production revenue      (231 )     (70 )     (221 )     695   
  

Net mortgage servicing revenue                                  
Operating revenue:                                  

Loan servicing revenue      1,153       1,220       3,446       3,721   
Other changes in MSR asset fair value (a)      (604 )     (712 )     (1,829 )     (2,622 ) 

  

Total operating revenue      549       508       1,617       1,099   
  

Risk management:                                  
Changes in MSR asset fair value due to inputs or 

assumptions in model (b)      (1,497 )     (1,099 )     (5,177 )     4,042   
Derivative valuation adjustments and other      1,884       1,534       6,027       (2,523 ) 

  

Total risk management      387       435       850       1,519   
  

Total RFS net mortgage servicing revenue      936       943       2,467       2,618   
  

All other (c)      2       (30 )     7       (85 ) 
  

Mortgage fees and related income    $ 707     $ 843     $ 2,253     $ 3,228   
  

(a)   Includes changes in the MSR value due to modeled servicing portfolio runoff (or time decay). “ Purchases, issuances, settlements, net”  
columns in the Changes in level 3 recurring fair value measurements tables in Note 3 on pages 119–123 of this Form 10-Q include these 
amounts. 

  

(b)   Represents MSR asset fair value adjustments due to changes in inputs, such as interest rates and volatility, as well as updates to 
assumptions used in the valuation model. “Total realized/unrealized gains/(losses)” columns in the Changes in level 3 recurring fair value 
measurements tables in Note 3 on pages 119–123 of this Form 10-Q include these amounts. 

  

(c)   Primarily represents risk management activities performed by the Chief Investment Office (“ CIO” ) in the Corporate sector. 

                  
(in millions, except rates)   September 30, 2010   December 31, 2009 
  

Weighted-average prepayment speed assumption (CPR)      18.32 %     11.37 % 
Impact on fair value of 10% adverse change    $ (905 )   $ (896 ) 
Impact on fair value of 20% adverse change      (1,744 )     (1,731 ) 

  

Weighted-average option adjusted spread      4.18 %     4.63 % 
Impact on fair value of 100 basis points adverse change    $ (390 )   $ (641 ) 
Impact on fair value of 200 basis points adverse change      (749 )     (1,232 ) 
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Other intangible assets  

For the nine months ended September 30, 2010, purchased credit card relationships, other credit card–related intangibles, core deposit 
intangibles and other intangible assets decreased $639 million, primarily reflecting amortization expense.  

The components of credit card relationships, core deposits and other intangible assets were as follows.  

Amortization expense  

The Firm’s intangible assets with finite lives are amortized over their useful lives in a manner that best reflects the economic benefits of the 
intangible asset. Intangible assets of approximately $600 million consisting primarily of asset management advisory contracts, were determined 
to have an indefinite life and are not amortized.  

The following table presents amortization expense related to credit card relationships, core deposits and other intangible assets.  

Future amortization expense  

The following table presents estimated future amortization expense related to credit card relationships, core deposits and other intangible assets.  
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    September 30, 2010   December 31, 2009 
                    Net                   Net 
    Gross   Accumulated   carrying   Gross   Accumulated   carrying 
(in millions)   amount   amortization   value   amount   amortization   value 
  

Purchased credit card relationships    $ 5,785     $ 4,811     $ 974     $ 5,783     $ 4,537     $ 1,246   
Other credit card–related intangibles      898       281       617       894       203       691   
Core deposit intangibles      4,280       3,321       959       4,280       3,073       1,207   
Other intangibles      2,231       799       1,432 (a)     2,200       723       1,477   
  

(a)   The decrease from December 31, 2009 includes the elimination of servicing assets for auto and student loans as a result of the adoption of 
the new consolidation guidance related to VIEs. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Purchased credit card relationships    $ 80     $ 99     $ 274     $ 323   
All other intangibles:                                  

Other credit card–related intangibles      26       24       78       70   
Core deposit intangibles      82       96       248       294   
Other intangibles (a)      30       35       96       107   

  

Total amortization expense    $ 218     $ 254     $ 696     $ 794   
  

(a)   Excludes amortization expense related to servicing assets on securitized automobile loans, which is recorded in lending- and deposit-
related fees, of $1 million for the nine months ended September 30, 2009. Effective January 1, 2010, the Firm adopted new consolidation 
guidance related to VIEs, which resulted in the elimination of those servicing assets. 

                                          
            Other credit             
    Purchased credit   card–related   Core deposit   Other     
For the year: (in millions)   card relationships   intangibles   intangibles   intangibles   Total 
  

2010 (a)    $ 354     $ 105     $ 328     $ 129     $ 916   
2011      291       103       284       118       796   
2012      252       106       240       115       713   
2013      213       103       195       111       622   
2014      109       101       103       98       411   
  

(a)   Includes $274 million, $78 million, $248 million and $96 million of amortization expense related to purchased credit card relationships, 
other credit card–related intangibles, core deposit intangibles and other intangibles, respectively, recognized during the first nine months 
of 2010. 
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NOTE 17 — DEPOSITS  

For further discussion of deposits, see Note 19 on page 218 in JPMorgan Chase’s 2009 Annual Report.  

At September 30, 2010, and December 31, 2009, noninterest-bearing and interest-bearing deposits were as follows.  

NOTE 18 — OTHER BORROWED FUNDS  

The following table details the components of other borrowed funds.  
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(in millions)   September 30, 2010   December 31, 2009 
  

U.S. offices:                  
Noninterest-bearing    $ 219,302     $ 204,003   
Interest-bearing                  

Demand (a)      15,983       15,964   
Savings (b)      318,997       297,949   
Time (included $2,740 and $1,463 at fair value at September 30, 2010, and December 31, 

2009, respectively)      100,425       125,191   
  

Total interest-bearing deposits      435,405       439,104   
  

Total deposits in U.S. offices      654,707       643,107   
  

Non-U.S. offices:                  
Noninterest-bearing      10,646       8,082   
Interest-bearing                  

Demand      174,668       186,885   
Savings      585       661   
Time (included $2,048 and $2,992 at fair value at September 30, 2010, and December 31, 

2009, respectively)      62,532       99,632   
  

Total interest-bearing deposits      237,785       287,178   
  

Total deposits in non-U.S. offices      248,431       295,260   
  

Total deposits    $ 903,138     $ 938,367   
  

(a)   Represents Negotiable Order of Withdrawal (“ NOW” ) accounts. 
  

(b)   Includes Money Market Deposit Accounts (“ MMDAs” ). 

                  
(in millions)   September 30, 2010   December 31, 2009 
  

Advances from Federal Home Loan Banks (a)    $ 15,906     $ 27,847   
Other      35,736       27,893   
  

Total other borrowed funds (b)    $ 51,642     $ 55,740   
  

(a)   Maturities of advances from the FHLBs are $2.6 billion, $1.0 billion, $6.3 billion, $1.0 billion, and $4.0 billion in each of the 12-month 
periods ending September 30, 2011, 2012, 2013, 2014, and 2015, respectively, and $932 million maturing after September 30, 2015. 

  

(b)   Includes other borrowed funds of $10.4 billion and $5.6 billion accounted for at fair value at September 30, 2010, and December 31, 2009, 
respectively. 
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NOTE 19 — EARNINGS PER SHARE  

For a discussion of the computation of basic and diluted earnings per share (“EPS”), see Note 25 on page 224 of JPMorgan Chase’s 2009 Annual 
Report. The following table presents the calculation of basic and diluted EPS for the three and nine months ended September 30, 2010 and 2009.  

NOTE 20 — ACCUMULATED OTHER COMPREHENSIVE INCOME/(LOSS)  

Accumulated other comprehensive income/(loss) includes the after-tax change in unrealized gains and losses on AFS securities, foreign currency 
translation adjustments (including the impact of related derivatives), cash flow hedging activities and net loss and prior service cost/(credit) 
related to the Firm’s defined benefit pension and OPEB plans.  
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    Three months ended September 30,   Nine months ended September 30, 
(in millions, except per share amounts)   2010     2009     2010     2009   
  

Basic earnings per share                                  
Income before extraordinary gain    $ 4,418     $ 3,512     $ 12,539     $ 8,374   
Extraordinary gain      —      76       —      76   
  

Net income      4,418       3,588       12,539       8,450   
Less: Preferred stock dividends      160       163       485       1,165   
Less: Accelerated amortization from redemption of preferred 

stock issued to the U.S. Treasury      —      —      —      1,112 (c) 
  

Net income applicable to common equity      4,258       3,425       12,054       6,173 (c) 

Less: Dividends and undistributed earnings allocated to 
participating securities      239       185       701       348   

  

Net income applicable to common stockholders    $ 4,019     $ 3,240     $ 11,353     $ 5,825   
Total weighted-average basic shares outstanding      3,954.3       3,937.9       3,969.4       3,835.0   
  

Per share                                  
Income before extraordinary gain    $ 1.02     $ 0.80     $ 2.86     $ 1.50 (c) 

Extraordinary gain      —      0.02       —      0.02   
  

Net income    $ 1.02     $ 0.82     $ 2.86     $ 1.52 (c) 
  

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions, except per share amounts)   2010     2009     2010     2009   
  

Diluted earnings per share                                  
Net income applicable to common stockholders    $ 4,019     $ 3,240     $ 11,353     $ 5,825   
Total weighted-average basic shares outstanding      3,954.3       3,937.9       3,969.4       3,835.0   
Add: Employee stock options and SARs (a)      17.6       24.1       21.3       13.3   
  

Total weighted-average diluted shares outstanding (b)      3,971.9       3,962.0       3,990.7       3,848.3   
  

Per share                                  
Income before extraordinary gain    $ 1.01     $ 0.80     $ 2.84     $ 1.50 (c) 

Extraordinary gain      —      0.02       —      0.01   
  

Net income    $ 1.01     $ 0.82     $ 2.84     $ 1.51 (c) 
  

(a)   Excluded from the computation of diluted EPS (due to the antidilutive effect) were options issued under employee benefit plans and the 
warrants originally issued in 2008 under the U.S. Treasury’s Capital Purchase Program to purchase shares of the Firm’s common stock 
aggregating 236 million and 241 million shares for the three months ended September 30, 2010 and 2009, respectively, and 233 million 
and 306 million shares for the nine months ended September 30, 2010 and 2009, respectively. 

  

(b)   Participating securities were included in the calculation of diluted EPS using the two-class method, as this computation was more dilutive 
than the calculation using the treasury stock method. 

  

(c)   The calculation of basic and diluted EPS and net income applicable to common equity for the nine months ended September 30, 2009, 
includes a one-time, noncash reduction of $1.1 billion, or $0.27 per share, resulting from repayment of U.S. Troubled Asset Relief 
Program (“ TARP” ) preferred capital. 

                                          
                            Net loss and prior     
                            service costs/(credit)   Accumulated 
Nine months ended   Unrealized   Translation           of defined benefit   other 
September 30, 2010   gains/(losses) on   adjustments,           pension and   comprehensive 
(in millions)   AFS securities (b)   net of hedges   Cash flow hedges   OPEB plans   income/(loss) 
  

Balance at January 1, 2010    $ 2,032 (c)   $ (16 )   $ 181     $ (2,288 )   $ (91 ) 
Cumulative effect of changes in accounting principles (a)     (144 )     —      —      —      (144 ) 

Net change      2,839 (d)     196 (e)     142 (f)     154 (g)     3,331   
  

Balance at September 30, 2010    $ 4,727 (c)   $ 180     $ 323     $ (2,134 )   $ 3,096   
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NOTE 21 — COMMITMENTS AND CONTINGENCIES  

For a discussion of the Firm’s commitments and contingencies, see Note 30 on page 230 of JPMorgan Chase’s 2009 Annual Report.  

Litigation reserve  

The Firm maintains litigation reserves for certain of its outstanding litigation. At September 30, 2010, the Firm and its subsidiaries were named 
as a defendant or were otherwise involved in several thousand legal proceedings, investigations and litigations in various jurisdictions around the 
world. The Firm’s material legal proceedings are described in Item 1: Legal Proceedings on pages 192–200 of this Form 10-Q (the “Legal 
Proceedings section”), to which reference is hereby made.  

The Firm has established reserves for several hundred of its cases. The Firm accrues for a litigation-related liability when it is probable that such 
liability has been incurred and the amount of the loss can be reasonably estimated. The Firm evaluates its litigations, proceedings and 
investigations each quarter to assess its litigation reserves, and makes adjustments in such reserves, upwards or downwards as appropriate, based 
on management’s best judgment after consultation with counsel. During the three and nine months ended September 30, 2010, the Firm incurred 
$1.5 billion and $5.2 billion, respectively, of litigation expense. There is no assurance that the Firm’s litigation reserves will not need to be 
adjusted in the future.  
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                            Net loss and prior     
                            service costs/(credit)   Accumulated 
Nine months ended   Unrealized   Translation           of defined benefit   other 
September 30, 2009   gains/(losses) on   adjustments,           pension and   comprehensive 
(in millions)   AFS securities (b)   net of hedges   Cash flow hedges   OPEB plans   income/(loss) 
  

Balance at January 1, 2009    $ (2,101 )   $ (598 )   $ (202 )   $ (2,786 )   $ (5,687 ) 
Net change      4,983 (d)     549 (e)     293 (f)     145 (g)     5,970   

  

Balance at September 30, 2009    $ 2,882     $ (49 )   $ 91     $ (2,641 )   $ 283   
  

(a)   Reflects the effect of adoption of new accounting guidance related to the consolidation of VIEs, and to embedded credit derivatives in 
beneficial interests in securitized financial assets. AOCI decreased by $129 million due to the adoption of the new consolidation guidance 
related to VIEs as a result of the reversal of the fair value adjustments taken on retained AFS securities that were eliminated in 
consolidation; for further discussion see Note 15 on pages 155–167 of this Form 10-Q. AOCI decreased by $15 million due to the adoption 
of the new guidance related to credit derivatives embedded in certain of the Firm’s AFS securities; for further discussion, see Note 5 on 
pages 132–140 of this Form 10-Q. 

  

(b)   Represents the after-tax difference between the fair value and amortized cost of the AFS securities portfolio and retained interests in 
securitizations recorded in other assets. 

  

(c)   Includes after-tax unrealized losses of $(97) million and $(226) million not related to credit on debt securities for which credit losses have 
been recognized in income at September 30, 2010, and December 31, 2009, respectively. 

  

(d)   The net change for the nine months ended September 30, 2010, was due primarily to the narrowing of spreads on commercial and non-
agency MBS as well as on collateralized loan obligations; also reflects increased market value on pass through MBS. The net change for 
the nine months ended September 30, 2009, was due primarily to the overall market spread and market liquidity improvement. 

  

(e)   Includes $187 million and $702 million at September 30, 2010 and 2009, respectively, of after-tax gains/(losses) on foreign currency 
translation from operations for which the functional currency is other than the U.S. dollar, and $9 million and $(153) million, respectively, 
of after-tax gains/(losses) on hedges. The Firm may not hedge its entire exposure to foreign currency translation on net investments in 
foreign operations. 

  

(f)   The net change for the nine months ended September 30, 2010, included $53 million of after-tax gains recognized in income, and 
$195 million of after-tax gains, representing the net change in derivative fair value that was reported in comprehensive income. The net 
change for the nine months ended September 30, 2009, included $117 million of after-tax gains recognized in income and $410 million of 
after-tax gains, representing the net change in derivative fair value that was reported in comprehensive income. 

  

(g)   The net changes for the nine months ended September 30, 2010 and 2009, were primarily due to after-tax adjustments based on the final 
year-end actuarial valuations for the U.S. and non-U.S. defined benefit pension and OPEB plans (for 2009 and 2008, respectively); and 
the amortization of net loss and prior service credit into net periodic benefit cost. The net change for 2009 also included an offset for a 
change in income tax rates. 
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The Firm’s legal proceedings range from cases involving a single plaintiff to class action lawsuits with classes involving thousands of plaintiffs. 
These cases involve each of the various lines of business of the Firm and a wide variety of claims (including common law tort and contract 
claims and statutory antitrust, securities and consumer protection claims), some of which are at preliminary stages of adjudication and/or present 
novel factual claims or legal theories. While some cases pending against the Firm specify the damages claimed by the plaintiff, many seek an 
indeterminate amount of damages or are at very early stages; and even where damages are specified by the plaintiff, such claimed amount may 
not correlate to reasonably possible losses or those that might be judicially determined to be payable by the Firm.  

For those legal matters where damages have been specified by the plaintiff, such claimed damages may, in some instances, provide the upper end 
of the range of reasonably possible losses as previously defined. Accordingly, to assist the reader’s understanding of the potential magnitude of 
the matters at issue, the Firm has included in its current description of the status of each matter set forth in the Legal Proceedings section, for 
each particular matter where the information is available, the amount of damages claimed or publicly available information that pertains to the 
damages claimed where not so specified. The Firm does not believe that a range of reasonably possible losses (defined by the relevant 
accounting literature to include all potential losses other than those deemed “remote”) can be determined for the other asserted and probable 
unasserted claims as of September 30, 2010. This would require the Firm to make assessments regarding claims, or portion of claims, where 
actual damages have not been specified by the plaintiffs, or to assess novel claims or claims that are at preliminary stages of adjudication.  

The Firm believes it has meritorious defenses to the claims asserted against it in its currently outstanding litigations, and it intends to defend 
itself vigorously in all its cases.  

Based upon its current knowledge, after consultation with counsel and after taking into consideration its current litigation reserves, the Firm 
believes that the legal actions, proceedings and investigations currently pending against it should not have a material adverse effect on the Firm’s 
consolidated financial condition. However, in light of the uncertainties involved in such proceedings, actions and investigations, there is no 
assurance that the ultimate resolution of these matters will not significantly exceed the reserves currently accrued by the Firm; as a result, the 
outcome of a particular matter may be material to JPMorgan Chase’s operating results for a particular period depending on, among other factors, 
the size of the loss or liability imposed and the level of JPMorgan Chase’s income for that period.  

NOTE 22 — OFF–BALANCE SHEET LENDING -RELATED FINANCIAL INSTRUMENTS, GUARANTEES AND OTHER  
COMMITMENTS  

JPMorgan Chase utilizes lending-related financial instruments (e.g., commitments and guarantees) to meet the financing needs of its customers. 
The contractual amount of these financial instruments represents the maximum possible credit risk should the counterparty draw upon the 
commitment or the Firm be required to fulfill its obligation under the guarantee, and the counterparty subsequently fail to perform according to 
the terms of the contract. These commitments and guarantees often expire without being drawn, and even higher proportions expire without a 
default. As a result, the total contractual amount of these instruments is not, in the Firm’s view, representative of its actual future credit exposure 
or funding requirements. For a discussion of off–balance sheet lending-related financial instruments and guarantees, and the Firm’s related 
accounting policies, see Note 31 on pages 230–234 of JPMorgan Chase’s 2009 Annual Report.  

To provide for the risk of loss inherent in wholesale-related contracts, an allowance for credit losses on lending-related commitments is 
maintained. See Note 14 on pages 154–155 of this Form 10-Q for further discussion regarding the allowance for credit losses on lending-related 
commitments.  

The following table summarizes the contractual amounts and carrying values of off–balance sheet lending-related financial instruments, 
guarantees and other commitments at September 30, 2010, and December 31, 2009. The amounts in the table below for credit card and home 
equity lending-related commitments represent the total available credit for these products. The Firm has not experienced, and does not anticipate, 
that all available lines of credit for these products will be utilized at the same time. The Firm can reduce or cancel these lines of credit by 
providing the borrower prior notice or, in some cases, without notice as permitted by law.  
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Off–balance sheet lending-related financial instruments, guarantees and other commitments  
                                  
    Contractual amount   Carrying value (i) 

    September 30,   December 31,   September 30,   December 31, 
(in millions)   2010   2009   2010   2009 
  

Lending-related                                  
Consumer:                                  

Home equity – senior lien    $ 17,956     $ 19,246     $ —    $ —  
Home equity – junior lien      32,457       37,231       —      —  
Prime mortgage      1,487       1,654       —      —  
Subprime mortgage      —      —      —      —  
Option ARMs      —      —      —      —  
Auto loans      5,892       5,467       2       7   
Credit card      547,195       569,113       —      —  
All other loans      10,483       11,229       5       5   

  

Total consumer      615,470       643,940       7       12   
  

Wholesale:                                  
Other unfunded commitments to extend credit (a)(b)      198,587       192,145       410       356   
Asset purchase agreements (b)      —      22,685       —      126   
Standby letters of credit and other financial guarantees (a)(c)(d)      93,055       91,485       816       919   
Unused advised lines of credit      40,598       35,673       —      —  
Other letters of credit (a)(d)      6,372       5,167       1       1   

  

Total wholesale      338,612       347,155       1,227       1,402   
  

Total lending-related    $ 954,082     $ 991,095     $ 1,234     $ 1,414   
  

Other guarantees and commitments                                  
Securities lending guarantees (e)    $ 183,715     $ 170,777     NA   NA 
Derivatives qualifying as guarantees (f)      74,077       87,191     $ 678     $ 762   
Unsettled reverse repurchase and securities borrowing agreements      63,806       48,187       —      —  
Equity investment commitments (g)      2,285       2,374       —      —  
Building purchase commitment      670       670       —      —  
Loan sale and securitization-related indemnifications:                                  

Repurchase liability (h)    NA   NA     3,307       1,705   
Loans sold with recourse      11,191       13,544       152       271   

  

(a)   At September 30, 2010, and December 31, 2009, represents the contractual amount net of risk participations totaling $546 million and 
$643 million, respectively, for other unfunded commitments to extend credit; $23.2 billion and $24.6 billion, respectively, for standby 
letters of credit and other financial guarantees; and $890 million and $690 million, respectively, for other letters of credit. In regulatory 
filings with the Federal Reserve these commitments are shown gross of risk participations. 

  

(b)   Upon the adoption of the new consolidation guidance related to VIEs, $24.2 billion of lending-related commitments between the Firm and 
Firm-administered multi-seller conduits were eliminated upon consolidation. The decrease in lending-related commitments was partially 
offset by the addition of $6.5 billion of unfunded commitments directly between the multi-seller conduits and clients; these unfunded 
commitments of the consolidated conduits are now included as off–balance sheet lending-related commitments of the Firm. 

  

(c)   At September 30, 2010, and December 31, 2009, includes unissued standby letters of credit commitments of $40.9 billion and $38.4 billion, 
respectively. 

  

(d)   At September 30, 2010, and December 31, 2009, JPMorgan Chase held collateral relating to $36.0 billion and $31.5 billion, respectively, 
of standby letters of credit; and $2.4 billion and $1.3 billion, respectively, of other letters of credit. 

  

(e)   At September 30, 2010, and December 31, 2009, collateral held by the Firm in support of securities lending indemnification agreements 
totaled $185.7 billion and $173.2 billion, respectively. Securities lending collateral comprises primarily cash and securities issued by 
governments that are members of the Organisation for Economic Co-operation and Development (“OECD”) and U.S. government 
agencies. 

  

(f)   Represents notional amounts of derivatives qualifying as guarantees. The carrying value at September 30, 2010, and December 31, 2009, 
reflects derivative payables of $902 million and $981 million, respectively, less derivative receivables of $224 million and $219 million, 
respectively. 

  

(g)   At September 30, 2010, and December 31, 2009, includes unfunded commitments of $1.1 billion and $1.5 billion, respectively, to third-
party private equity funds; and $1.2 billion and $897 million, respectively, to other equity investments. These commitments include 
$1.0 billion and $1.5 billion, respectively, related to investments that are generally fair valued at net asset value as discussed in Note 3 on 
pages 114–128 of this Form 10-Q. 

  

(h)   Represents estimated repurchase liability related to indemnifications for breaches of representations and warranties in loan sale and 
securitization agreements. For additional information, see Loan sale and securitization-related indemnifications on pages 177–178 of this 
Note. 

  

(i)   For lending-related products, the carrying value represents the allowance for lending-related commitments and the guarantee liability. 
For derivative-related products, the carrying value represents the fair value. For all other products the carrying value represents the 
valuation reserve. 
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Other unfunded commitments to extend credit  

Other unfunded commitments to extend credit include commitments to U.S. states and municipalities, hospitals and other not-for-profit entities 
to provide funding for periodic tenders of their variable-rate demand bond obligations or commercial paper. Performance by the Firm is required 
in the event that the variable-rate demand bonds or commercial paper cannot be remarketed to new investors. The amount of commitments 
related to variable-rate demand bonds and commercial paper of U.S. states and municipalities, hospitals and not-for-profit entities was 
$19.5 billion and $23.3 billion at September 30, 2010, and December 31, 2009, respectively. Similar commitments exist to extend credit in the 
form of liquidity facility agreements with nonconsolidated municipal bond VIEs. For further information, see Note 15 on pages 155–167 of this 
Form 10-Q.  

Also included in other unfunded commitments to extend credit are commitments to noninvestment-grade counterparties in connection with 
leveraged and acquisition finance activities. The acquisition-related commitments are dependent on whether the acquisition by the borrower is 
successful, tend to be short-term in nature and, in most cases, are subject to certain conditions based on the borrower’s financial condition or 
other factors. The amounts of commitments related to leveraged and acquisition finance activities were $5.6 billion and $7.0 billion at 
September 30, 2010, and December 31, 2009, respectively. For further information, see Note 3 and Note 4 on pages 114–128 and 129–131 
respectively, of this Form 10-Q.  

Guarantees  

The Firm considers the following off–balance sheet lending-related arrangements to be guarantees under U.S. GAAP: standby letters of credit 
and financial guarantees, securities lending indemnifications, certain indemnification agreements included within third-party contractual 
arrangements and certain derivative contracts. For a further discussion of the off–balance sheet lending-related arrangements the Firm considers 
to be guarantees, and the related accounting policies, see Note 31 on pages 230–234 of JPMorgan Chase’s 2009 Annual Report. The amount of 
the liability, and corresponding asset, related to guarantees recorded at September 30, 2010, and December 31, 2009, excluding the allowance for 
credit losses on lending-related commitments and derivative contracts discussed below, was $361 million and $475 million, respectively.  

Standby letters of credit  

Standby letters of credit (“SBLC”) and other financial guarantees are conditional lending commitments issued by the Firm to guarantee the 
performance of a customer to a third party under certain arrangements, such as commercial paper facilities, bond financings, acquisition 
financings, trade and similar transactions. The carrying values of standby and other letters of credit were $817 million and $920 million at 
September 30, 2010, and December 31, 2009, respectively, which was classified in accounts payable and other liabilities on the Consolidated 
Balance Sheets; these carrying values include $456 million and $553 million, respectively, for the allowance for lending-related commitments, 
and $361 million and $367 million, respectively, for the guarantee liability.  

The following table summarizes the types of facilities under which standby letters of credit and other letters of credit arrangements are 
outstanding by the ratings profiles of the Firm’s customers, as of September 30, 2010, and December 31, 2009.  

Standby letters of credit and other financial guarantees and other letters of credit  
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    September 30, 2010   December 31, 2009 
    Standby letters of           Standby letters of     
    credit and other   Other letters   credit and other   Other letters 
(in millions)   financial guarantees   of credit   financial guarantees   of credit 
  

Investment-grade (a)    $ 69,170     $ 5,302     $ 66,786     $ 3,861   
Noninvestment-grade (a)      23,885       1,070       24,699       1,306   
  

Total contractual amount (b)    $ 93,055 (c)   $ 6,372     $ 91,485 (c)   $ 5,167   
  

Allowance for lending-related commitments    $ 455     $ 1     $ 552     $ 1   
Commitments with collateral      35,991       2,381       31,454       1,315   
  

(a)   The ratings scale is based on the Firm’s internal ratings which generally correspond to ratings as defined by S&P and Moody’s. 
  

(b)   At September 30, 2010, and December 31, 2009, represents contractual amount net of risk participations totaling $23.2 billion and 
$24.6 billion, respectively, for standby letters of credit and other financial guarantees; and $890 million and $690 million, respectively, for 
other letters of credit. In regulatory filings with the Federal Reserve these commitments are shown gross of risk participations. 

  

(c)   At September 30, 2010 , and December 31, 2009, includes unissued standby letters of credit commitments of $40.9 billion and 
$38.4 billion , respectively. 
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Derivatives qualifying as guarantees  

In addition to the contracts described above, the Firm transacts certain derivative contracts that meet the characteristics of a guarantee under U.S. 
GAAP. The total notional value of the derivatives that the Firm deems to be guarantees was $74.1 billion and $87.2 billion at September 30, 
2010, and December 31, 2009, respectively. The notional value generally represents the Firm’s maximum exposure to derivatives qualifying as 
guarantees, although exposure to certain stable value derivatives is contractually limited to a substantially lower percentage of the notional value. 
The fair value of the contracts reflects the probability of whether the Firm will be required to perform under the contract. The fair value related 
to derivative guarantees were derivative payables of $902 million and $981 million and derivative receivables of $224 million and $219 million 
at September 30, 2010, and December 31, 2009, respectively. The Firm reduces exposures to these contracts by entering into offsetting 
transactions, or by entering into contracts that hedge the market risk related to the derivative guarantees.  

In addition to derivative contracts that meet the characteristics of a guarantee, the Firm is both a purchaser and seller of credit protection in the 
credit derivatives market. For a further discussion of credit derivatives, see Note 5 on pages 132–140 of this Form 10-Q, and Note 5 on pages 
167–175 of JPMorgan Chase’s 2009 Annual Report.  

Unsettled reverse repurchase and securities borrowing agreements  

In the normal course of business, the Firm enters into reverse repurchase agreements and securities borrowing agreements that settle at a future 
date. These agreements generally do not meet the definition of a derivative, and therefore, are not recorded on the Consolidated Balance Sheets 
until settlement date. At September 30, 2010, and December 31, 2009, the amount of commitments related to forward starting reverse repurchase 
agreements and securities borrowing agreements were $17.6 billion and $23.4 billion, respectively. Commitments related to unsettled reverse 
repurchase agreements and securities borrowing agreements with regular way settlement periods were $46.2 billion and $24.8 billion at 
September 30, 2010, and December 31, 2009, respectively.  

Loan sale- and securitization-related indemnifications  

Indemnifications for breaches of representations and warranties  

As part of the Firm’s loan sale and securitization activities, the Firm generally makes representations and warranties in its loan sale and 
securitization agreements that the loans sold meet certain requirements. These agreements may require the Firm (including in its roles as a 
servicer) to repurchase the loan, purchase the property if the loan has already been foreclosed upon, and/or reimburse the purchaser for losses if 
the foreclosed property has been liquidated (commonly referred to as a “make-whole payment”) if the Firm is deemed to have breached such 
representations or warranties. Generally, the maximum amount of future payments the Firm would be required to make for breaches under these 
representations and warranties would be equal to the unpaid principal balance of such loans that are deemed to have defects sold to purchasers 
(including securitization-related SPEs) plus, in certain circumstances, accrued and unpaid interest on such loans and certain expense. At 
September 30, 2010, and December 31, 2009, the Firm had recorded repurchase liabilities of $3.3 billion and $1.7 billion, respectively, which 
are reported in accounts payable and other liabilities net of probable recoveries from third parties. The Firm does not believe a range of 
reasonably possible loss (as defined by the relevant accounting literature) related to its repurchase liability can be determined for asserted and 
probable unasserted claims as of September 30, 2010.  

For additional information, see Note 13 and Note 15 on pages 149–154 and 155–167, respectively, of this Form 10-Q, and Note 13 and Note 15 
on pages 192–196 and 198–205, respectively, of JPMorgan Chase’s 2009 Annual Report.  
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Loans sold with recourse  

The Firm provides servicing for mortgages and certain commercial lending products on both a recourse and nonrecourse basis. In nonrecourse 
servicing, the principal credit risk to the Firm is the cost of temporary servicing advances of funds (i.e., normal servicing advances). In recourse 
servicing, the servicer agrees to share credit risk with the owner of the mortgage loans, such as Fannie Mae or Freddie Mac or a private investor, 
insurer or guarantor. Losses on recourse servicing predominantly occur when foreclosure sales proceeds of the property underlying a defaulted 
loan are less than the sum of the outstanding principal balance, plus accrued interest on the loan and the cost of holding and disposing of the 
underlying property. The Firm’s securitizations are predominantly nonrecourse, thereby effectively transferring the risk of future credit losses to 
the purchaser of the mortgage-backed securities issued by the trust. At September 30, 2010, and December 31, 2009, the unpaid principal 
balance of loans sold with recourse totaled $11.2 billion and $13.5 billion, respectively. The carrying value of the related liability that the Firm 
has recorded, which is representative of the Firm’s view of the likelihood it will have to perform under this guarantee, was $152 million and 
$271 million at September 30, 2010, and December 31, 2009, respectively.  

Building purchase commitment  

In connection with the Bear Stearns merger, the Firm succeeded to an operating lease arrangement for the building located at 383 Madison 
Avenue in New York City (the “Synthetic Lease”). Under the terms of the Synthetic Lease, the Firm was obligated to a maximum residual value 
guarantee of approximately $670 million if the building were sold and the proceeds of the sale were insufficient to satisfy the lessor’s debt 
obligation. The Firm subsequently served notice to purchase the property upon expiration of the lease on November 1, 2010. Accordingly, the 
residual value guarantee was reclassified as a building purchase commitment. On November 1, 2010, the Firm purchased the 383 Madison 
Avenue building.  

NOTE 23 – BUSINESS SEGMENTS  

The Firm is managed on a line of business basis. There are six major reportable business segments — Investment Bank, Retail Financial 
Services, Card Services, Commercial Banking, Treasury & Securities Services and Asset Management, as well as a Corporate/Private Equity 
segment. The business segments are determined based on the products and services provided, or the type of customer served, and they reflect the 
manner in which financial information is currently evaluated by management. Results of these lines of business are presented on a managed 
basis. For a definition of managed basis, see the footnotes to the table below. For a further discussion concerning JPMorgan Chase’s business 
segments, see Business Segment Results on page 20 of this Form 10-Q, and pages 53–54 and Note 34 on pages 237–239 of JPMorgan Chase’s 
2009 Annual Report.  

Segment results  

The following tables provide a summary of the Firm’s segment results for the three and nine months ended September 30, 2010, and 2009, on a 
managed basis. Prior to the January 1, 2010, adoption of the new consolidation guidance related to VIEs, the impact of credit card securitization 
adjustments had been included in reconciling items so that the total Firm results are on a reported basis. Finally, total net revenue (noninterest 
revenue and net interest income) for each of the segments is presented on a tax-equivalent basis. Accordingly, revenue from tax-exempt 
securities and investments that receive tax credits are presented in the managed results on a basis comparable to taxable securities and 
investments. This approach allows management to assess the comparability of revenue arising from both taxable and tax-exempt sources. The 
corresponding income tax impact related to these items is recorded within income tax expense/(benefit).  
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Effective January 1, 2010, the Firm enhanced its line of business equity framework to better align equity assigned to each line of business with 
the changes anticipated to occur in the business, and the competitive and regulatory landscape. The lines of business are now capitalized based 
on the Tier 1 common standard rather than the Tier 1 capital standard.  

Segment results and reconciliation (a)  
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Three months ended September 30, 2010   Investment   Retail Financial   Card   Commercial 
(in millions, except ratios)   Bank   Services   Services (d)   Banking 
  

Noninterest revenue    $ 3,462     $ 2,788     $ 806     $ 547   
Net interest income      1,891       4,858       3,447       980   
  

Total net revenue      5,353       7,646       4,253       1,527   
Provision for credit losses      (142 )     1,548       1,633       166   
Credit reimbursement (to)/from TSS (b)      —      —      —      —  
Noninterest expense (c)      3,704       4,517       1,445       560   
  

Income before income tax expense      1,791       1,581       1,175       801   
Income tax expense      505       674       440       330   
  

Net income    $ 1,286     $ 907     $ 735     $ 471   
  

Average common equity    $ 40,000     $ 28,000     $ 15,000     $ 8,000   
Average assets      746,926       375,968       141,029       130,237   
Return on average common equity      13 %     13 %     19 %     23 % 
Overhead ratio      69       59       34       37   
  

                                          
Three months ended September 30, 2010   Treasury &   Asset   Corporate/   Reconciling     
(in millions, except ratios)   Securities Services   Management   Private Equity   Items (d)(e)   Total 
  

Noninterest revenue    $ 1,172     $ 1,780     $ 1,213     $ (446 )   $ 11,322   
Net interest income/(loss)      659       392       371       (96 )     12,502   
  

Total net revenue      1,831       2,172       1,584       (542 )     23,824   
Provision for credit losses      (2 )     23       (3 )     —      3,223   
Credit reimbursement (to)/from TSS (b)      (31 )     —      —      31       —  
Noninterest expense (c)      1,410       1,488       1,274       —      14,398   
  

Income before income tax expense/ (benefit)      392       661       313       (511 )     6,203   
Income tax expense/(benefit)      141       241       (35 )     (511 )     1,785   
  

Net income    $ 251     $ 420     $ 348     $ —    $ 4,418   
  

Average common equity    $ 6,500     $ 6,500     $ 59,962     $ —    $ 163,962   
Average assets      42,445       64,911       539,597     NA     2,041,113   
Return on average common equity      15 %     26 %   NM   NM     10 % 
Overhead ratio      77       69     NM   NM     60   
  

                                  
Three months ended September 30, 2009   Investment   Retail Financial   Card   Commercial 
(in millions, except ratios)   Bank   Services   Services (d)   Banking 
  

Noninterest revenue    $ 5,253     $ 3,064     $ 831     $ 474   
Net interest income      2,255       5,154       4,328       985   
  

Total net revenue      7,508       8,218       5,159       1,459   
Provision for credit losses      379       3,988       4,967       355   
Credit reimbursement (to)/from TSS (b)      —      —      —      —  
Noninterest expense (c)      4,274       4,196       1,306       545   
  

Income/(loss) before income tax expense/(benefit) and extraordinary 
gain      2,855       34       (1,114 )     559   

Income tax expense/(benefit)      934       27       (414 )     218   
  

Income/(loss) before extraordinary gain      1,921       7       (700 )     341   
Extraordinary gain      —      —      —      —  
  

Net income/(loss)    $ 1,921     $ 7     $ (700 )   $ 341   
  

Average common equity    $ 33,000     $ 25,000     $ 15,000     $ 8,000   
Average assets      678,796       401,620       192,141       130,316   
Return on average common equity      23 %     —%     (19 )%     17 % 
Overhead ratio      57       51       25       37   
  

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 222 of 254



Table of Contents  

180  

                                          
Three months ended September 30, 2009   Treasury &   Asset   Corporate/   Reconciling     
(in millions, except ratios)   Securities Services   Management   Private Equity   Items (d)(e)   Total 
  

Noninterest revenue    $ 1,137     $ 1,681     $ 1,563     $ (118 )   $ 13,885   
Net interest income/(loss)      651       404       1,031       (2,071 )     12,737   
  

Total net revenue      1,788       2,085       2,594       (2,189 )     26,622   
Provision for credit losses      13       38       62       (1,698 )     8,104   
Credit reimbursement (to)/from TSS (b)      (31 )     —      —      31       —  
Noninterest expense (c)      1,280       1,351       503       —      13,455   
  

Income before income tax expense/(benefit) and 
extraordinary gain      464       696       2,029       (460 )     5,063   

Income tax expense/(benefit)      162       266       818       (460 )     1,551   
  

Income before extraordinary gain      302       430       1,211       —      3,512   
Extraordinary gain      —      —      76       —      76   
  

Net income    $ 302     $ 430     $ 1,287     $ —    $ 3,588   
  

Average common equity    $ 5,000     $ 7,000     $ 56,468     $ —    $ 149,468   
Average assets      33,117       60,345       585,620       (82,779 )     1,999,176   
Return on average common equity (f)      24 %     24 %     NM       NM       9 % 
Overhead ratio      72       65       NM       NM       51   
  

                                  
Nine months ended September 30, 2010   Investment   Retail Financial   Card   Commercial 
(in millions, except ratios)   Bank   Services   Services (d)   Banking 
  

Noninterest revenue    $ 14,085     $ 8,532     $ 2,425     $ 1,593   
Net interest income      5,919       14,699       10,492       2,836   
  

Total net revenue      20,004       23,231       12,917       4,429   
Provision for credit losses      (929 )     6,996       7,366       145   
Credit reimbursement (to)/from TSS (b)      —      —      —      —  
Noninterest expense (c)      13,064       13,040       4,283       1,641   
  

Income before income tax expense      7,869       3,195       1,268       2,643   
Income tax expense      2,731       1,377       493       1,089   
  

Net income    $ 5,138     $ 1,818     $ 775     $ 1,554   
  

Average common equity    $ 40,000     $ 28,000     $ 15,000     $ 8,000   
Average assets      711,277       383,848       148,212       132,176   
Return on average common equity      17 %     9 %     7 %     26 % 
Overhead ratio      65       56       33       37   
  

                                          
Nine months ended September 30, 2010   Treasury &   Asset   Corporate/   Reconciling     
(in millions, except ratios)   Securities Services   Management   Private Equity   Items (d)(e)   Total 
  

Noninterest revenue    $ 3,545     $ 5,253     $ 3,597     $ (1,333 )   $ 37,697   
Net interest income/(loss)      1,923       1,118       2,194       (282 )     38,899   
  

Total net revenue      5,468       6,371       5,791       (1,615 )     76,596   
Provision for credit losses      (57 )     63       12       —      13,596   
Credit reimbursement (to)/from TSS (b)      (91 )     —      —      91       —  
Noninterest expense (c)      4,134       4,335       4,656       —      45,153   
  

Income before income tax expense/(benefit)      1,300       1,973       1,123       (1,524 )     17,847   
Income tax expense/(benefit)      478       770       (106 )     (1,524 )     5,308   
  

Net income    $ 822     $ 1,203     $ 1,229     $ —    $ 12,539   
  

Average common equity    $ 6,500     $ 6,500     $ 55,737     $ —    $ 159,737   
Average assets      41,211       63,629       560,803     NA     2,041,156   
Return on average common equity      17 %     25 %     NM       NM       10 % 
Overhead ratio      76       68       NM       NM       59   
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Nine months ended September 30, 2009   Investment   Retail Financial   Card   Commercial 
(in millions, except ratios)   Bank   Services   Services (d)   Banking 
  

Noninterest revenue    $ 15,778     $ 9,601     $ 2,035     $ 1,354   
Net interest income      7,402       15,422       13,121       2,960   
  

Total net revenue      23,180       25,023       15,156       4,314   
Provision for credit losses      2,460       11,711       14,223       960   
Credit reimbursement (to)/from TSS (b)      —      —      —      —  
Noninterest expense (c)      13,115       12,446       3,985       1,633   
  

Income/(loss) before income tax expense/(benefit) and extraordinary 
gain      7,605       866       (3,052 )     1,721   

Income tax expense/(benefit)      2,607       370       (1,133 )     674   
  

Income/(loss) before extraordinary gain      4,998       496       (1,919 )     1,047   
Extraordinary gain      —      —      —      —  
  

Net income/(loss)    $ 4,998     $ 496     $ (1,919 )   $ 1,047   
  

Average common equity    $ 33,000     $ 25,000     $ 15,000     $ 8,000   
Average assets      707,396       411,693       195,517       137,248   
Return on average common equity      20 %     3 %     (17 )%     17 % 
Overhead ratio      57       50       26       38   
  

                                          
                            
Nine months ended September 30, 2009   Treasury &   Asset   Corporate/   Reconciling     
(in millions, except ratios)   Securities Services   Management   Private Equity   Items (d)(e)   Total 
  

Noninterest revenue    $ 3,530     $ 4,549     $ 1,665     $ (16 )   $ 38,496   
Net interest income      1,979       1,221       2,885       (6,216 )     38,774   
  

Total net revenue      5,509       5,770       4,550       (6,232 )     77,270   
Provision for credit losses      2       130       71       (4,826 )     24,731   
Credit reimbursement (to)/from TSS (b)      (91 )     —      —      91       —  
Noninterest expense (c)      3,887       4,003       1,279       —      40,348   
  

Income before income tax expense and 
extraordinary gain      1,529       1,637       3,200       (1,315 )     12,191   

Income tax expense      540       631       1,443       (1,315 )     3,817   
  

Income before extraordinary gain      989       1,006       1,757       —      8,374   
Extraordinary gain      —      —      76       —      76   
  

Net income    $ 989     $ 1,006     $ 1,833     $ —    $ 8,450   
  

Average common equity    $ 5,000     $ 7,000     $ 49,322     $ —    $ 142,322   
Average assets      35,753       59,309       570,107       (82,383 )     2,034,640   
Return on average common equity (f)      26 %     19 %   NM   NM     6 % 
Overhead ratio      71       69     NM   NM     52   
  

(a)   In addition to analyzing the Firm’s results on a reported basis, management reviews the Firm’s lines of business results on a “ managed 
basis,” which is a non-GAAP financial measure. The Firm’s definition of managed basis starts with the reported U.S. GAAP results and 
includes certain reclassifications that do not have any impact on net income as reported by the lines of business or by the Firm as a whole. 

  

(b)   In the second quarter of 2009, IB began reporting a credit reimbursement from TSS as a component of total net revenue, whereas TSS 
reports the credit reimbursement as a separate line item on its income statement (not part of net revenue). Reconciling items include an 
adjustment to offset IB’s inclusion of the credit reimbursement in total net revenue. 

(c)   Includes merger costs, which are reported in the Corporate/Private Equity segment. Merger costs attributed to the business segments for 
the three and nine months ended September 30, 2010 and 2009, were as follows. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Investment Bank    $ —    $ 5     $ —    $ 21   
Retail Financial Services      —      54       —      238   
Card Services      —      3       —      39   
Commercial Banking      —      1       —      6   
Treasury & Securities Services      —      3       —      10   
Asset Management      —      1       —      4   
Corporate/Private Equity      —      36       —      133   
  

(d)   Effective January 1, 2010, the Firm adopted new consolidation guidance related to VIEs. Prior to the adoption of the new guidance, 
managed results for credit card excluded the impact of credit card securitizations on total net revenue, provision for credit losses and 
average assets, as JPMorgan Chase treated the sold receivables as if they were still on the balance sheet in evaluating the credit 
performance of the entire managed credit card portfolio, as operations are funded, and decisions are made about allocating resources, 
such as employees and capital, based on managed information. These adjustments are eliminated in reconciling items to arrive at the 
Firm’s reported U.S. GAAP results. The related securitization adjustments were as follows. 
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    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Noninterest revenue    NA   $ (285 )   NA   $ (1,119 ) 
Net interest income    NA     1,983     NA     5,945   
Provision for credit losses    NA     1,698     NA     4,826   
Average assets    NA     82,779     NA     82,383   
  

(e)   Segment managed results reflect revenue on a tax-equivalent basis, with the corresponding income tax impact recorded within income tax 
expense. These adjustments are eliminated in reconciling items to arrive at the Firm’s reported U.S. GAAP results. Tax-equivalent 
adjustments for the three and nine months ended September 30, 2010 and 2009, were as follows. 

                                  
    Three months ended September 30,   Nine months ended September 30, 
(in millions)   2010   2009   2010   2009 
  

Noninterest revenue    $ 415     $ 371     $ 1,242     $ 1,043   
Net interest income      96       89       282       272   
Income tax expense      511       460       1,524       1,315   
  

(f)   Ratio is based on income/(loss) before extraordinary gain. 
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JPMORGAN CHASE & CO.  
CONSOLIDATED AVERAGE BALANCE SHEETS, INTEREST AND R ATES (a)  

(Taxable-Equivalent Interest and Rates; in millions, except rates)  
                                                  
    Three months ended September 30, 2010   Three months ended September 30, 2009 
    Average           Rate   Average           Rate 
(in millions, except rates)   balance   Interest   (annualized)   balance   Interest   (annualized) 
  

Assets                                                  
Deposits with banks    $ 38,747     $ 82       0.85 %   $ 62,248     $ 130       0.83 % 
Federal funds sold and securities 

purchased under resale 
agreements      192,099       448       0.92       151,705       368       0.96   

Securities borrowed      121,302       66       0.22       129,301       (30 )     (0.09 ) 
Trading assets — debt instruments      251,790       2,775       4.37       250,148       3,017       4.78   
Securities      327,798       2,207       2.67 (e)     359,451       3,281       3.62 (e) 

Loans      693,791       9,978       5.71       665,386       9,450       5.64   
Other assets (b)      36,912       146       1.57       24,155       133       2.18   
  

Total interest-earning assets    $ 1,662,439       15,702       3.75       1,642,394       16,349       3.95   
Allowance for loan losses      (35,562 )                     (29,319 )                 
Cash and due from banks      29,963                       21,256                   
Trading assets — equity 

instruments      96,200                       66,790                   
Trading assets — derivative 

receivables      92,857                       99,807                   
Goodwill      48,745                       48,328                   
Other intangible assets:                                                  

Mortgage servicing rights      10,807                       14,384                   
Purchased credit card 

relationships      1,013                       1,389                   
Other intangibles      3,081                       3,595                   

Other assets      131,570                       130,552                   
  

Total assets    $ 2,041,113                     $ 1,999,176                   
  

                                                   
Liabilities                                                  
Interest-bearing deposits    $ 659,027     $ 846       0.51 %   $ 660,998     $ 1,086       0.65 % 
Federal funds purchased and 

securities loaned or sold under 
repurchase agreements      281,171       (199) (d)     (0.28) (d)     303,175       150       0.20   

Commercial paper      34,523       18       0.20       42,728       24       0.23   
Trading liabilities — debt 

instruments      73,278       487       2.64       47,467       539       4.50   
Other borrowings and liabilities (c)      130,191       176       0.54       131,518       228       0.69   
Beneficial interests issued by 

consolidated VIEs      83,928       287       1.36       19,351       70       1.43   
Long-term debt      252,097       1,489       2.34       271,281       1,426       2.09   
  

Total interest-bearing liabilities      1,514,215       3,104       0.81       1,476,518       3,523       0.95   
Noninterest-bearing deposits      213,700                       191,821                   
Trading liabilities — equity 

instruments      6,560                       12,376                   
Trading liabilities — derivative 

payables      69,350                       75,458                   
All other liabilities, including the 

allowance for lending-related 
commitments      65,335                       85,383                   

  

Total liabilities      1,869,160                       1,841,556                   
  

Stockholders’  equity                                                  
Preferred stock      7,991                       8,152                   
Common stockholders’  equity      163,962                       149,468                   
  

Total stockholders’  equity      171,953                       157,620                   
  

Total liabilities and stockholders’  
equity    $ 2,041,113                     $ 1,999,176                   

  

Interest rate spread                      2.94 %                     3.00 % 
Net interest income and net yield 

on interest-earning assets            $ 12,598       3.01 %           $ 12,826       3.10 % 
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(a)   Effective January 1, 2010, the Firm adopted new guidance that amended the accounting for the transfer of financial assets and the 
consolidation of VIEs. For further details regarding the Firm’s application and impact of the new guidance, see Note 15 on pages 155–167 
of this Form 10-Q. 

  

(b)   Includes margin loans. 
  

(c)   Includes brokerage customer payables and advances from Federal Home Loan Banks. 
  

(d)   Reflects a benefit from the favorable market environments for dollar-roll financings in the third quarter of 2010. 
  

(e)   For the quarters ended September 30, 2010 and 2009, the annualized rates for AFS securities, based on amortized cost, were 2.74% and 
3.64%, respectively. 
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JPMORGAN CHASE & CO.  
CONSOLIDATED AVERAGE BALANCE SHEETS, INTEREST AND R ATES (a)  

(Taxable-Equivalent Interest and Rates; in millions, except rates)  
                                                  
    Nine months ended September 30, 2010   Nine months ended September 30, 2009 
    Average           Rate   Average           Rate 
(in millions, except rates)   balance   Interest   (annualized)   balance   Interest   (annualized) 
  

Assets                                                  
Deposits with banks    $ 53,811     $ 269       0.67 %   $ 72,849     $ 819       1.50 % 
Federal funds sold and securities 

purchased under resale agreements      183,983       1,253       0.91       151,606       1,386       1.22   
Securities borrowed      116,554       127       0.15       124,127       (40 )     (0.04 ) 
Trading assets — debt instruments      248,484       8,167       4.39       249,223       9,294       4.99   
Securities      330,853       7,715       3.12 (e)     331,981       9,377       3.78 (e) 

Loans      707,924       30,545       5.77       696,526       29,799       5.72   
Other assets (b)      33,108       376       1.52       29,389       372       1.69   
  

Total interest-earning assets    $ 1,674,717       48,452       3.87       1,655,701       51,007       4.12   
Allowance for loan losses      (37,464 )                     (26,725 )                 
Cash and due from banks      31,173                       23,740                   
Trading assets — equity instruments      91,697                       64,363                   
Trading assets — derivative receivables      83,702                       118,560                   
Goodwill      48,546                       48,225                   
Other intangible assets:                                                  

Mortgage servicing rights      13,475                       12,605                   
Purchased credit card relationships      1,103                       1,485                   
Other intangibles      3,118                       3,729                   

Other assets      131,089                       132,957                   
  

Total assets    $ 2,041,156                     $ 2,034,640                   
  

                                                   
Liabilities                                                  
Interest-bearing deposits    $ 668,403     $ 2,573       0.51 %   $ 689,660     $ 3,937       0.76 % 
Federal funds purchased and securities 

loaned or sold under repurchase 
agreements      275,607       (279) (d)     (0.14) (d)     273,368       519       0.25   

Commercial paper      36,503       53       0.19       37,964       86       0.30   
Trading liabilities — debt instruments      70,266       1,479       2.81       43,637       1,306       4.00   
Other borrowings and liabilities (c)      128,377       513       0.53       163,867       997       0.81   
Beneficial interests issued by 

consolidated VIEs      90,654       923       1.36       14,569       165       1.52   
Long-term debt      256,858       4,009       2.09       268,158       4,951       2.47   
  

Total interest-bearing liabilities      1,526,668       9,271       0.81       1,491,223       11,961       1.07   
Noninterest-bearing deposits      207,846                       196,270                   
Trading liabilities — equity instruments      5,838                       12,814                   
Trading liabilities — derivative payables      63,688                       82,781                   
All other liabilities, including the 

allowance for lending-related 
commitments      69,281                       86,501                   

  

Total liabilities      1,873,321                       1,869,589                   
  

Stockholders’  equity                                                  
Preferred stock      8,098                       22,729                   
Common stockholders’  equity      159,737                       142,322                   
  

Total stockholders’  equity      167,835                       165,051                   
  

Total liabilities and stockholders’  
equity    $ 2,041,156                     $ 2,034,640                   

  

Interest rate spread                      3.06 %                     3.05 % 
Net interest income and net yield on 

interest-earning assets            $ 39,181       3.13 %           $ 39,046       3.15 % 
  

(a)   Effective January 1, 2010, the Firm adopted new guidance that amended the accounting for the transfer of financial assets and the 
consolidation of VIEs. For further details regarding the Firm’s application and impact of the new guidance, see Note 15 on pages 155–167 
of this Form 10-Q. 

  

(b)   Includes margin loans. 
  

(c)   Includes brokerage customer payables and advances from Federal Home Loan Banks. 
  

(d)   Reflects a benefit from the favorable market environments for dollar-roll financings during the nine months ended September 30, 2010. 
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(e)   For the nine months ended September 30, 2010 and 2009, the annualized rates for AFS securities, based on amortized cost, were 3.18% 
and 3.77%, respectively. 
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GLOSSARY OF TERMS  

ACH: Automated Clearing House.  

Advised lines of credit: An authorization which specifies the maximum amount of a credit facility the Firm has made available to an obligor on 
a revolving but non-binding basis. The borrower receives written or oral advice of this facility. The Firm may cancel this facility at any time.  

Allowance for loan losses to total loans: Represents period-end Allowance for loan losses divided by retained loans.  

Assets under management: Represent assets actively managed by AM on behalf of Private Banking, Institutional, and Retail clients. Includes “ 
C ommitted C apital not C alled”, on which AM earns fees. Excludes assets managed by American Century Companies, Inc. in which the Firm 
has a 41% ownership interest as of September 30, 2010.  

Assets under supervision: Represent assets under management, as well as custody, brokerage, administration and deposit accounts.  

Average managed assets : Refers to total assets on the Firm’s Consolidated Balance Sheets plus credit card receivables that have been 
securitized and removed from the Firm’s Consolidated Balance Sheets, for periods ended prior to the January 1, 2010, adoption of new FASB 
guidance requiring the consolidation of the Firm-sponsored credit card securitization trusts.  

Bear Stearns merger: Effective May 30, 2008, JPMorgan Chase merged with The Bear Stearns Companies Inc. (“Bear Stearns”), and Bear 
Stearns became a wholly-owned subsidiary of JPMorgan Chase. The final total purchase price to complete the merger was $1.5 billion. For 
additional information, see Note 2 on pages 143–148 of JPMorgan Chase’s 2009 Annual Report.  

Beneficial interest issued by consolidated VIEs: Represents the interest of third-party holders of debt/equity securities, or other obligations, 
issued by VIEs that JPMorgan Chase consolidates. The underlying obligations of the VIEs consist of short-term borrowings, commercial paper 
and long-term debt. The related assets consist of trading assets, available-for-sale securities, loans and other assets.  

Benefit obligation: Refers to the projected benefit obligation for pension plans and the accumulated postretirement benefit obligation for OPEB 
plans.  

Contractual credit card charge-off: In accordance with the Federal Financial Institutions Examination Council policy, credit card loans are 
charged off by the end of the month in which the account becomes 180 days past due or within 60 days from receiving notification about a 
specific event (e.g., bankruptcy of the borrower), whichever is earlier.  

Credit card securitizations: For periods ended prior to the January 1, 2010, adoption of new guidance relating to the accounting for the transfer 
of financial assets and the consolidation of VIEs, CS’ results were presented on a “managed” basis that assumed that credit card loans that had 
been securitized and sold in accordance with U.S. GAAP remained on the Consolidated Balance Sheets and that earnings on the securitized loans 
were classified in the same manner as the earnings on retained loans recorded on the Consolidated Balance Sheets. “Managed” results excluded 
the impact of credit card securitizations on total net revenue, the provision for credit losses, net charge-offs and loan receivables. Securitization 
did not change reported net income; however, it did affect the classification of items on the Consolidated Statements of Income and Consolidated 
Balance Sheets.  

Credit derivatives: Contractual agreements that provide protection against a credit event on one or more referenced credits. The nature of a 
credit event is established by the protection buyer and protection seller at the inception of a transaction, and such events include bankruptcy, 
insolvency or failure to meet payment obligations when due. The buyer of the credit derivative pays a periodic fee in return for a payment by the 
protection seller upon the occurrence, if any, of a credit event.  

Deposit margin: Represents net interest income expressed as a percentage of average deposits.  

FASB: Financial Accounting Standards Board.  

FICO: Fair Isaac Corporation.  

Forward points: Represents the interest rate differential between two currencies, which is either added to or subtracted from the current 
exchange rate (i.e., “spot rate”) to determine the forward exchange rate.  
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FRBB: Federal Reserve Bank of Boston.  

Headcount-related expense: Includes salary and benefits (excluding performance-based incentives), and other noncompensation costs related to 
employees.  

IASB: International Accounting Standards Board.  

Interests in purchased receivables: Represents an ownership interest in cash flows of an underlying pool of receivables transferred by a third-
party seller into a bankruptcy-remote entity, generally a trust.  

Investment-grade: An indication of credit quality based on JPMorgan Chase’s internal risk assessment system. “Investment-grade” generally 
represents a risk profile similar to a rating of a “BBB-”/“Baa3” or better, as defined by independent rating agencies.  

Loan-to-value (“LTV”) ratio: For residential real estate loans, the relationship expressed as a percent, between the principal amount of a loan 
and the appraised value of the collateral (i.e., residential real estate) securing the loan.  

Origination date LTV ratio  

The LTV ratio at the origination date of the loan. Origination date LTV ratios are calculated based on the actual appraised values of collateral 
(i.e., loan-level data) at the origination date.  

Current estimated LTV ratio  

An estimate of the LTV as of a certain date. The current estimated LTV ratios are calculated using estimated collateral values derived from a 
nationally recognized home price index measured at the MSA level. These MSA-level home price indices are comprised of actual data to the 
extent available and forecasted data where actual data is not available. As a result, the estimated collateral values used to calculate these ratios do 
not represent actual appraised loan-level collateral values; as such, the resulting LTV ratios are necessarily imprecise and should therefore be 
viewed as estimates.  

Combined LTV ratio  

The LTV ratio considering all lien positions related to the property. Combined LTV ratios are used for junior lien home equity products.  

Managed basis : A non-GAAP presentation of financial results that includes reclassifications to present revenue on a fully taxable-equivalent 
basis, and for periods ended prior to the January 1, 2010, adoption of new accounting guidance relating to the accounting for the transfer of 
financial assets and the consolidation of VIEs related to credit card securitizations. Management uses this non-GAAP financial measure at the 
segment level, because it believes this provides information to enable investors to understand the underlying operational performance and trends 
of the particular business segment and facilitates a comparison of the business segment with the performance of competitors.  

Managed credit card receivables: Refers to credit card receivables on the Firm’s Consolidated Balance Sheets plus credit card receivables that 
have been securitized and removed from the Firm’s Consolidated Balance Sheets, for periods ended prior to the January 1, 2010, adoption of 
new guidance requiring the consolidation of the Firm-sponsored credit card securitization trusts.  

Mark-to-market exposure: A measure, at a point in time, of the value of a derivative or foreign exchange contract in the open market. When 
the MTM value is positive, it indicates the counterparty owes JPMorgan Chase and, therefore, creates credit risk for the Firm. When the MTM 
value is negative, JPMorgan Chase owes the counterparty; in this situation, the Firm has liquidity risk.  

Master netting agreement: An agreement between two counterparties who have multiple derivative contracts with each other that provides for 
the net settlement of all contracts, as well as cash collateral, through a single payment, in a single currency, in the event of default on or 
termination of any one contract.  

Mortgage product types:  

Alt-A  

Alt-A loans are generally higher in credit quality than subprime loans but have characteristics that would disqualify the borrower from a 
traditional prime loan. Alt-A lending characteristics may include one or more of the following: (i) limited documentation; (ii) high combined-
loan-to-value (“CLTV”) ratio; (iii) loans secured by non-owner occupied properties; or (iv) debt-to-income ratio above normal limits. Perhaps 
the most important characteristic is limited documentation. A substantial proportion of traditional Alt-A loans are those where a borrower does 
not provide complete documentation of his or her assets or the amount or source of his or her income.  
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Option ARMs  

The option ARM real estate loan product is an adjustable-rate mortgage loan that provides the borrower with the option each month to make a 
fully amortizing, interest-only or minimum payment. The minimum payment on an option ARM loan is based on the interest rate charged during 
the introductory period. This introductory rate is usually significantly below the fully indexed rate. The fully indexed rate is calculated using an 
index rate plus a margin. Once the introductory period ends, the contractual interest rate charged on the loan increases to the fully indexed rate 
and adjusts monthly to reflect movements in the index. The minimum payment is typically insufficient to cover interest accrued in the prior 
month, and any unpaid interest is deferred and added to the principal balance of the loan. Option ARM loans are subject to payment recast, 
which converts the loan to a variable-rate fully amortizing loan upon meeting specified loan balance and anniversary date triggers.  

Prime  

Prime mortgage loans generally have low default risk and are made to borrowers with good credit records and a monthly income that is at least 
three to four times greater than their monthly housing expense (mortgage payments plus taxes and other debt payments). These borrowers 
provide full documentation and generally have reliable payment histories.  

Subprime  

Subprime loans are designed for customers with one or more high risk characteristics, including but not limited to: (i) unreliable or poor payment 
histories; (ii) a high LTV ratio of greater than 80% (without borrower-paid mortgage insurance); (iii) a high debt-to-income ratio; (iv) an 
occupancy type for the loan is other than the borrower’s primary residence; or (v) a history of delinquencies or late payments on the loan.  

NA: Data is not applicable or available for the period presented.  

Net charge-off ratio: Represents net charge-offs (annualized) divided by average retained loans for the reporting period.  

Net yield on interest-earning assets: The average rate for interest-earning assets less the average rate paid for all sources of funds.  

NM: Not meaningful.  

Nonconforming mortgage loans: Mortgage loans that do not meet the requirements for sale to U.S. government agencies and U.S. government-
sponsored enterprises. These requirements include limits on loan-to-value ratios, loan terms, loan amounts, down payments, borrower 
creditworthiness and other requirements.  

OPEB: Other postretirement employee benefits.  

Overhead ratio: Noninterest expense as a percentage of total net revenue.  

Personal bankers: Retail branch office personnel who acquire, retain and expand new and existing customer relationships by assessing 
customer needs and recommending and selling appropriate banking products and services.  

Portfolio activity: Describes changes to the risk profile of existing lending-related exposures and their impact on the allowance for credit losses 
from changes in customer profiles and inputs used to estimate the allowances.  

Preprovision profit: The Firm believes that this financial measure is useful in assessing the ability of a lending institution to generate income in 
excess of its provision for credit losses.  

Pretax margin : Represents income before income tax expense divided by total net revenue, which is, in management’s view, a comprehensive 
measure of pretax performance derived by measuring earnings after all costs are taken into consideration. It is, therefore, another basis that 
management uses to evaluate the performance of TSS and AM against the performance of their respective competitors.  

Principal transactions: Realized and unrealized gains and losses from trading activities (including physical commodities inventories that are 
accounted for at the lower of cost or fair value) and changes in fair value associated with financial instruments held predominantly by IB for 
which the fair value option was elected. Principal transactions revenue also includes private equity gains and losses.  

Purchased credit-impaired (“PCI”) loans: Acquired loans deemed to be credit-impaired under the FASB guidance for PCI loans. The 
guidance allows purchasers to aggregate credit-impaired loans acquired in the same fiscal quarter into one or more pools, provided that the loans 
have common risk characteristics (e.g., FICO score, geographic location). A pool is then accounted for as a single asset with a single composite 
interest rate and an aggregate expectation of cash flows. Wholesale loans are determined to be credit-impaired if they meet the definition of an 
impaired loan under U.S.  
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GAAP at the acquisition date. Consumer loans are determined to be credit-impaired based on specific risk characteristics of the loan, including 
product type, LTV ratios, FICO scores, and past due status.  

Real estate investment trust (“REIT”): A special purpose investment vehicle that provides investors with the ability to participate directly in 
the ownership or financing of real-estate related assets by pooling their capital to purchase and manage income property (i.e., equity REIT) 
and/or mortgage loans (i.e., mortgage REIT). REITs can be publicly- or privately-held and they also qualify for certain favorable tax 
considerations.  

Receivables from customers: Primarily represents margin loans to prime and retail brokerage customers which are included in accrued interest 
and accounts receivable on the Consolidated Balance Sheets for the wholesale lines of business.  

Reported basis: Financial statements prepared under U.S. GAAP, which excludes the impact of taxable-equivalent adjustments. For periods 
ended prior to the January 1, 2010, adoption of new guidance requiring the consolidation of the Firm-sponsored credit card securitization trusts, 
the reported basis included the impact of credit card securitizations.  

Retained Loans: Loans that are held for investment excluding loans held-for-sale and loans at fair value.  

Risk-layered loans: Loans with multiple high-risk elements.  

Sales specialists: Retail branch office personnel who specialize in the marketing of a single product, including mortgages, investments and 
business banking, by partnering with the personal bankers.  

Stress testing: A scenario that measures market risk under unlikely but plausible events in abnormal markets.  

Troubled debt restructuring (“TDR”): Occurs when the Firm modifies the original terms of a loan agreement by granting a concession to a 
borrower that is experiencing financial difficulty.  

Unaudited: Financial statements and information that have not been subjected to auditing procedures sufficient to permit an independent 
certified public accountant to express an opinion.  

U.S. GAAP: Accounting principles generally accepted in the United States of America.  

U.S. government and federal agency obligations: Obligations of the U.S. government or an instrumentality of the U.S. government whose 
obligations are fully and explicitly guaranteed as to the timely payment of principal and interest by the full faith and credit of the U.S. 
government.  

U.S. government-sponsored enterprise obligations: Obligations of agencies originally established or chartered by the U.S. government to 
serve public purposes as specified by the U.S. Congress; these obligations are not explicitly guaranteed as to the timely payment of principal and 
interest by the full faith and credit of the U.S. government.  

Value-at-risk (“VaR”): A measure of the dollar amount of potential loss from adverse market moves in an ordinary market environment.  

Washington Mutual transaction: On September 25, 2008, JPMorgan Chase acquired the banking operations of Washington Mutual Bank 
(“Washington Mutual”) from the FDIC for $1.9 billion. The final allocation of the purchase price resulted in the recognition of negative goodwill 
and an extraordinary gain of $2.0 billion. For additional information, see Note 2 on pages 143–148 of JPMorgan Chase’s 2009 Annual Report.  
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LINE OF BUSINESS METRICS  

Investment Banking  

IB’s revenue comprises the following:  

Investment banking fees include advisory, equity underwriting, bond underwriting and loan syndication fees.  

Fixed income markets primarily include revenue related to market-making across global fixed income markets, including foreign exchange, 
interest rate, credit and commodities markets.  

Equity markets primarily include revenue related to market-making across global equity products, including cash instruments, derivatives and 
convertibles.  

Credit portfolio revenue includes net interest income, fees and loan sale activity, as well as gains or losses on securities received as part of a 
loan restructuring, for IB’s credit portfolio. Credit portfolio revenue also includes the results of risk management related to the Firm’s lending 
and derivative activities.  

Retail Financial Services  

Description of selected business metrics within Retail Banking:  

Personal bankers — Retail branch office personnel who acquire, retain and expand new and existing customer relationships by assessing 
customer needs and recommending and selling appropriate banking products and services.  

Sales specialists — Retail branch office personnel who specialize in the marketing of a single product, including mortgages, investments and 
business banking, by partnering with the personal bankers.  

Mortgage banking revenue comprises the following:  

Net production revenue includes net gains or losses on originations and sales of prime and subprime mortgage loans, other production-related 
fees and losses related to the repurchase of previously-sold loans.  

Net mortgage servicing revenue includes the following components:  

(a) Operating revenue comprises:  

(b) Risk management comprises:  

Mortgage origination channels comprise the following:  

Retail — Borrowers who are buying or refinancing a home through direct contact with a mortgage banker employed by the Firm using a branch 
office, the Internet or by phone. Borrowers are frequently referred to a mortgage banker by a banker in a Chase branch, real estate brokers, home 
builders or other third parties.  

Wholesale — A third-party mortgage broker refers loan applications to a mortgage banker at the Firm. Brokers are independent loan originators 
that specialize in finding and counseling borrowers but do not provide funding for loans. The Firm exited the broker channel during 2008.  

Correspondent — Banks, thrifts, other mortgage banks and other financial institutions that sell closed loans to the Firm.  

Correspondent negotiated transactions (“CNTs”) — These transactions occur when mid-to large-sized mortgage lenders, banks and bank-
owned mortgage companies sell servicing to the Firm, on an as-originated basis, and exclude purchased bulk servicing transactions. These 
transactions supplement traditional production channels and provide growth opportunities in the servicing portfolio in stable and periods of 
rising interest rates.  
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   –   all gross income earned from servicing third-party mortgage loans, including stated service fees, excess service fees, late fees and other 
ancillary fees; and 

  

   –   modeled servicing portfolio runoff (or time decay). 

   –   changes in MSR asset fair value due to market-based inputs, such as interest rates and volatility, as well as updates to assumptions used 
in the MSR valuation model; and 

   –   derivative valuation adjustments and other, which represents changes in the fair value of derivative instruments used to offset the impact 
of changes in the market-based inputs to the MSR valuation model. 
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Card Services  

Description of selected business metrics within CS:  

Sales volume — Dollar amount of cardmember purchases, net of returns.  

Open accounts — Cardmember accounts with charging privileges.  

Merchant acquiring business — A business that processes bank card transactions for merchants.  

      Bank card volume — Dollar amount of transactions processed for merchants.  

      Total transactions — Number of transactions and authorizations processed for merchants.  

Commercial Banking  

CB Client Segments:  

Middle Market Banking covers corporate, municipal, financial institution and not-for-profit clients, with annual revenue generally ranging 
between $10 million and $500 million.  

Mid-Corporate Banking covers clients with annual revenue generally ranging between $500 million and $2 billion and focuses on clients that 
have broader investment banking needs.  

Commercial Term Lending primarily provides term financing to real estate investors/owners for multi-family properties as well as financing 
office, retail and industrial properties.  

Real Estate Banking provides full-service banking to investors and developers of institutional-grade real estate properties.  

CB revenue:  

Lending includes a variety of financing alternatives, which are primarily provided on a basis secured by receivables, inventory, equipment, real 
estate or other assets. Products include term loans, revolving lines of credit, bridge financing, asset-based structures and leases.  

Treasury services includes a broad range of products and services enabling clients to transfer, invest and manage the receipt and disbursement 
of funds, while providing the related information reporting. These products and services include U.S. dollar and multi-currency clearing, ACH, 
lockbox, disbursement and reconciliation services, check deposits, other check and currency–related services, trade finance and logistics 
solutions, commercial card and deposit products, sweeps and money market mutual funds.  

Investment banking products provide clients with sophisticated capital-raising alternatives, as well as balance sheet and risk management tools 
through loan syndications, investment-grade debt, asset-backed securities, private placements, high-yield bonds, equity underwriting, advisory, 
interest rate derivatives, foreign exchange hedges and securities sales.  

CB selected business metrics:  

Liability balances include deposits, as well as deposits that are swept to on–balance sheet liabilities (e.g., commercial paper, federal funds 
purchased, time deposits and securities loaned or sold under repurchase agreements) as part of customer cash management programs.  

IB revenue, gross represents total revenue related to investment banking products sold to CB clients.  

Treasury & Securities Services  

Treasury & Securities Services firmwide metrics include certain TSS product revenue and liability balances reported in other lines of business 
related to customers who are also customers of those other lines of business. In order to capture the firmwide impact of Treasury Services and 
TSS products and revenue, management reviews firmwide metrics such as liability balances, revenue and overhead ratios in assessing financial 
performance for TSS. Firmwide metrics are necessary, in management’s view, in order to understand the aggregate TSS business.  

Description of selected business metrics within TSS:  

Liability balances include deposits, as well as deposits that are swept to on–balance sheet liabilities (e.g., commercial paper, federal funds 
purchased, time deposits and securities loaned or sold under repurchase agreements) as part of customer cash management programs.  

Asset Management  

Assets under management — Represent assets actively managed by AM on behalf of Private Banking, Institutional, and Retail clients. Includes 
“committed capital not called”, on which AM earns fees. Excludes assets managed by American Century Companies, Inc., in which the Firm has 
a 41% ownership interest as of September 30, 2010.  
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Assets under supervision — Represents assets under management as well as custody, brokerage, administration and deposit accounts.  

Multi-asset — Any fund or account that allocates assets under management to more than one asset class (e.g., long term fixed income, equity, 
cash, real assets, private equity, or hedge funds).  

Alternative assets — The following types of assets constitute alternative investments – hedge funds, currency, real estate and private equity.  

AM’s client segments comprise the following:  

Institutional brings comprehensive global investment services – including asset management, pension analytics, asset/liability management and 
active risk budgeting strategies — to corporate and public institutions, endowments, foundations, not-for-profit organizations and governments 
worldwide.  

Retail provides worldwide investment management services and retirement planning and administration through third-party and direct 
distribution of a full range of investment vehicles.  

Private Banking offers investment advice and wealth management services to high- and ultra-high-net-worth individuals, families, money 
managers, business owners and small corporations worldwide, including investment management, capital markets and risk management, tax and 
estate planning, banking, capital raising and specialty-wealth advisory services.  

FORWARD-LOOKING STATEMENTS  

From time to time, the Firm has made and will make forward-looking statements. These statements can be identified by the fact that they do not 
relate strictly to historical or current facts. Forward-looking statements often use words such as “anticipate,” “target,” “expect,” “estimate,” 
“intend,” “plan,” “goal,” “believe,” or other words of similar meaning. Forward-looking statements provide JPMorgan Chase’s current 
expectations or forecasts of future events, circumstances, results or aspirations. JPMorgan Chase’s disclosures in this Form 10-Q contain 
forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. The Firm also may make forward-
looking statements in its other documents filed or furnished with the Securities and Exchange Commission. In addition, the Firm’s senior 
management may make forward-looking statements orally to analysts, investors, representatives of the media and others.  

All forward-looking statements are, by their nature, subject to risks and uncertainties, many of which are beyond the Firm’s control. JPMorgan 
Chase’s actual future results may differ materially from those set forth in its forward-looking statements. While there is no assurance that any list 
of risks and uncertainties or risk factors is complete, below are certain factors which could cause actual results to differ from those in the 
forward-looking statements:  
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•   local, regional and international business, economic and political conditions and geopolitical events; 

•   changes in laws and regulatory requirements, including as a result of the newly-enacted financial services legislation; 

•   changes in trade, monetary and fiscal policies and laws; 

•   securities and capital markets behavior, including changes in market liquidity and volatility; 

•   changes in investor sentiment or consumer spending or savings behavior; 

•   ability of the Firm to manage effectively its liquidity; 

•   credit ratings assigned to the Firm or its subsidiaries; 

•   the Firm’s reputation; 

•   ability of the Firm to deal effectively with an economic slowdown or other economic or market disruption; 

•   technology changes instituted by the Firm, its counterparties or competitors; 

•   mergers and acquisitions, including the Firm’s ability to integrate acquisitions; 

•   ability of the Firm to develop new products and services, and the extent to which products or services previously sold by the Firm require 
the Firm to incur liabilities or absorb losses not contemplated at their initiation or origination; 

•   acceptance of the Firm’s new and existing products and services by the marketplace and the ability of the Firm to increase market share; 

•   ability of the Firm to attract and retain employees; 

•   ability of the Firm to control expense; 
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Any forward-looking statements made by or on behalf of the Firm speak only as of the date they are made, and JPMorgan Chase does not 
undertake to update forward-looking statements to reflect the impact of circumstances or events that arise after the date the forward-looking 
statements were made. The reader should, however, consult any further disclosures of a forward-looking nature the Firm may make in any 
subsequent Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, or Current Reports on Form 8-K.  

For a discussion of the quantitative and qualitative disclosures about market risk, see the Market Risk Management section of the Management’s 
discussion and analysis on pages 99–102 of this Form 10-Q.  

Item 4 Controls and Procedures  

As of the end of the period covered by this report, an evaluation was carried out under the supervision and with the participation of the Firm’s 
management, including its Chairman and Chief Executive Officer and its Chief Financial Officer, of the effectiveness of its disclosure controls 
and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934). Based on that evaluation, the Chairman and Chief 
Executive Officer and the Chief Financial Officer concluded that these disclosure controls and procedures were effective. See Exhibits 31.1 and 
31.2 for the Certification statements issued by the Chairman and Chief Executive Officer, and Chief Financial Officer.  

The Firm is committed to maintaining high standards of internal control over financial reporting. Nevertheless, because of its inherent 
limitations, internal control over financial reporting may not prevent or detect misstatements.  

Part II Other Information  

Item 1 Legal Proceedings  

The following information updates and restates the disclosures set forth under Part 1, Item 3 “Legal Proceedings” in the Firm’s 2009 Annual 
Report on Form 10-K.  

Mortgage Foreclosure Investigations and Litigation. State and federal officials have announced investigations into the procedures followed by 
mortgage servicing companies and banks, including JPMorgan Chase & Co. and its affiliates, relating to foreclosures. The Firm is cooperating 
with these investigations. Two purported class action lawsuits have also been filed against Washington Mutual Bank and JPMorgan Chase & Co. 
in the United States District Court for the Northern District of Illinois, and against Chase Home Finance, LLC in California state court alleging 
common law fraud and misrepresentation, as well as violations of state consumer fraud statutes.  

These investigations and actions follow the Firm’s decision in late September 2010 to commence a temporary suspension of obtaining mortgage 
foreclosure judgments in the states and territories that require a judicial foreclosure process. Subsequently, the Firm extended this temporary 
suspension to foreclosure sales in those states and territories that require a judicial foreclosure process, and to foreclosures and foreclosure sales 
in the majority of remaining states where a judicial process is not required, but where affidavits signed by Firm personnel may have been used as 
part of the foreclosure process. In mid-October, the Firm also temporarily suspended evictions in the states and territories in which it had 
suspended foreclosures and foreclosure sales, as well as in certain additional states in which an affidavit signed by Firm personnel may have 
been used in connection with eviction proceedings.  

The Firm’s temporary suspension arose out of certain questions about affidavits of indebtedness prepared by local foreclosure counsel, signed by 
Firm employees, and filed or used in mortgage foreclosure proceedings in certain states. While, based on the Firm’s work to date, the Firm 
believes that the information in those affidavits of indebtedness about the fact of default and amount of indebtedness was materially accurate, in 
certain instances, the underlying review and verification of this  
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•   competitive pressures; 

•   changes in the credit quality of the Firm’s customers and counterparties; 

•   adequacy of the Firm’s risk management framework; 

•   adverse judicial or regulatory proceedings; 

•   changes in applicable accounting policies; 

•   ability of the Firm to determine accurate values of certain assets and liabilities; 

•   occurrence of natural or man-made disasters or calamities or conflicts, including any effect of any such disasters, calamities or conflicts on 
the Firm’s power generation facilities and the Firm’s other commodity-related activities; 

•   the other risks and uncertainties detailed in Part 1, Item 1A: Risk Factors in the Firm’s Annual Report on Form 10-K for the year ended 
December 31, 2009, Part II, Item 1A: Risk Factors in the Firm’s Quarterly Report on Form 10-Q for the quarterly period ending June 30, 
2010, and Part II, Item 1A: Risk Factors in this Form 10-Q on pages 200–201. 

Item 3   Quantitative and Qualitative Disclosures about Market Risk 
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information was performed by Firm personnel other than the affiants, or the affidavits may not have been properly notarized.  

Bear Stearns Shareholder Litigation and Related Matters. Various shareholders of Bear Stearns have commenced purported class actions against 
Bear Stearns and certain of its former officers and/or directors on behalf of all persons who purchased or otherwise acquired common stock of 
Bear Stearns between December 14, 2006 and March 14, 2008 (the “Class Period”). During the Class Period, Bear Stearns had between 115 and 
120 million common shares outstanding, and the price of those securities declined from a high of $172.61 to a low of $30 at the end of the 
period. The actions, originally commenced in several federal courts, allege that the defendants issued materially false and misleading statements 
regarding Bear Stearns’ business and financial results and that, as a result of those false statements, Bear Stearns’ common stock traded at 
artificially inflated prices during the Class Period. In connection with these allegations, the complaints assert claims for violations of Sections 10
(b) and 20(a) of the Securities Exchange Act of 1934. Separately, several individual shareholders of Bear Stearns have commenced or threatened 
to commence arbitration proceedings and lawsuits asserting claims similar to those in the putative class actions. In addition, Bear Stearns and 
certain of its former officers and/or directors have also been named as defendants in a number of purported class actions commenced in the 
United States District Court for the Southern District of New York seeking to represent the interests of participants in the Bear Stearns Employee 
Stock Ownership Plan (“ESOP”) during the time period of December 2006 to March 2008. These actions allege that defendants breached their 
fiduciary duties to plaintiffs and to the other participants and beneficiaries of the ESOP by (a) failing to manage prudently the ESOP’s 
investment in Bear Stearns securities; (b) failing to communicate fully and accurately about the risks of the ESOP’s investment in Bear Stearns 
stock; (c) failing to avoid or address alleged conflicts of interest; and (d) failing to monitor those who managed and administered the ESOP. In 
connection with these allegations, each plaintiff asserts claims for violations under various sections of the Employee Retirement Income Security 
Act (“ERISA”) and seeks reimbursement to the ESOP for all losses, an unspecified amount of monetary damages and imposition of a 
constructive trust.  

Bear Stearns, former members of Bear Stearns’ Board of Directors and certain of Bear Stearns’ former executive officers have also been named 
as defendants in two purported shareholder derivative suits, subsequently consolidated into one action, pending in the United States District 
Court for the Southern District of New York. Plaintiffs are asserting claims for breach of fiduciary duty, violations of federal securities laws, 
waste of corporate assets and gross mismanagement, unjust enrichment, abuse of control and indemnification and contribution in connection 
with the losses sustained by Bear Stearns as a result of its purchases of subprime loans and certain repurchases of its own common stock. Certain 
individual defendants are also alleged to have sold their holdings of Bear Stearns common stock while in possession of material nonpublic 
information. Plaintiffs seek compensatory damages in an unspecified amount and an order directing Bear Stearns to improve its corporate 
governance procedures. Plaintiffs later filed a second amended complaint asserting, for the first time, purported class action claims for violation 
of Section 10(b) of the Securities Exchange Act of 1934, as well as new allegations concerning events that took place in March 2008.  

All of the above-described actions filed in federal courts were ordered transferred and joined for pre-trial purposes before the United States 
District Court for the Southern District of New York. Motions to dismiss have been filed in the purported securities class action, the 
shareholders’ derivative action and the ERISA action.  

Bear Stearns Hedge Fund Matters . Bear Stearns, certain current or former subsidiaries of Bear Stearns, including Bear Stearns Asset 
Management, Inc. (“BSAM”) and Bear, Stearns & Co. Inc., and certain current or former Bear Stearns employees are named defendants 
(collectively the “Bear Stearns defendants”) in multiple civil actions and arbitrations relating to alleged losses of more than $1 billion resulting 
from the failure of the Bear Stearns High Grade Structured Credit Strategies Master Fund, Ltd. (the “High Grade Fund”) and the Bear Stearns 
High Grade Structured Credit Strategies Enhanced Leverage Master Fund, Ltd. (the “Enhanced Leverage Fund”) (collectively, the “Funds”). 
BSAM served as investment manager for both of the Funds, which were organized such that there were U.S. and Cayman Islands “feeder funds” 
that invested substantially all their assets, directly or indirectly, in the Funds. The Funds are in liquidation.  

There are currently four civil actions pending in the United States District Court for the Southern District of New York relating to the Funds. 
Two of these actions involve derivative lawsuits brought on behalf of purchasers of partnership interests in the two U.S. feeder funds, alleging 
that the Bear Stearns defendants mismanaged the Funds and made material misrepresentations to and/or withheld information from investors in 
the funds. These actions seek, among other things, unspecified compensatory damages based on alleged investor losses. The third action, brought 
by the Joint Voluntary Liquidators of the Cayman Islands feeder funds, makes allegations similar to those asserted in the derivative lawsuits 
related to the U.S. feeder funds, and seeks compensatory and punitive damages. Motions to dismiss in these three cases have been granted in part 
and denied in part, and discovery is ongoing. The fourth action was brought by  
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Bank of America and Banc of America Securities LLC (together “BofA”) alleging breach of contract and fraud in connection with a May 2007 
$4 billion securitization, known as a “CDO-squared,” for which BSAM served as collateral manager. This securitization was composed of 
certain collateralized debt obligation (“CDO”) holdings that were purchased by BofA from the High Grade Fund and the Enhanced Leverage 
Fund. Bank of America apparently seeks in excess of $3 billion in damages. Defendants’ motion to dismiss in this action was largely denied; an 
amended complaint was filed; and discovery is ongoing in this case as well.  

Ralph Cioffi and Matthew Tannin, the portfolio managers for the Funds, were tried on, and acquitted of, criminal charges of securities fraud and 
conspiracy to commit securities and wire fraud brought by the United States Attorney’s Office for the Eastern District of New York. The United 
States Securities and Exchange Commission (“SEC”) is proceeding with a civil action against Cioffi and Tannin.  

Municipal Derivatives Investigations and Litigation . The Department of Justice (in conjunction with the Internal Revenue Service) and the SEC 
have been investigating JPMorgan Chase and Bear Stearns for possible antitrust, securities and tax-related violations in connection with the 
bidding or sale of guaranteed investment contracts and derivatives to municipal issuers. A group of state attorneys general and the Office of the 
Comptroller of the Currency (“OCC”) have opened investigations into the same underlying conduct. The Firm has been cooperating with all of 
these investigations. The Philadelphia Office of the SEC provided notice to J.P. Morgan Securities LLC (“JPMorgan Securities”), formerly J.P. 
Morgan Securities Inc., that it intends to recommend that the SEC bring civil charges in connection with its investigations. JPMorgan Securities 
has responded to that notice, as well as to a separate notice that that Philadelphia Office of the SEC provided to Bear, Stearns & Co. Inc.  

Purported class action lawsuits and individual actions (the “Municipal Derivatives Actions”) have been filed against JPMorgan Chase and Bear 
Stearns, as well as numerous other providers and brokers, alleging antitrust violations in the reportedly $100 billion to $300 billion annual 
market for financial instruments related to municipal bond offerings referred to collectively as “municipal derivatives.” The Municipal 
Derivatives Actions have been consolidated in the United States District Court for the Southern District of New York. The Court denied in part 
and granted in part defendants’ motions to dismiss the purported class and individual actions, permitting certain claims to proceed against the 
Firm and others under federal and California state antitrust laws and under the California false claims act. Subsequently, a number of additional 
individual actions asserting substantially similar claims, including claims under New York and West Virginia state antitrust laws, have been filed 
against JPMorgan Chase, Bear Stearns and numerous other defendants. Most of these cases have been consolidated in the United States District 
Court for the Southern District of New York. The Firm is seeking to have the balance of these cases consolidated before the same court. 
Discovery is ongoing.  

As previously reported, following JPMorgan Securities’ settlement with the SEC in connection with certain Jefferson County, Alabama (the 
“County”) warrant underwritings and related swap transactions, the County filed a complaint against the Firm and several other defendants in the 
Circuit Court of Jefferson County, Alabama. The suit alleges that the Firm made payments to certain third parties in exchange for being chosen 
to underwrite more than $3 billion in warrants issued by the County and chosen as the counterparty for certain swaps executed by the County. In 
its complaint, Jefferson County alleges that the Firm concealed these third party payments and that, but for this concealment, the County would 
not have entered into the transactions. The County further alleges that the transactions increased the risks of its capital structure and that, 
following the downgrade of certain insurers that insured the warrants, the County’s interest obligations increased and the principal due on a 
portion of its outstanding warrants was accelerated. The Court denied the Firm’s motion to dismiss the complaint in May 2010. The Firm filed a 
mandamus petition with the Alabama Supreme Court, seeking immediate appellate review of this decision. The petition is now fully briefed and 
all proceedings have been stayed pending adjudication of the petition.  

A putative class action was filed on behalf of sewer ratepayers against JPMorgan Chase and Bear Stearns and numerous other defendants, based 
on substantially the same conduct described above (the “Wilson Action”). The plaintiff in the Wilson Action has filed a sixth amended 
complaint. The Firm has moved to dismiss the complaint for lack of standing.  

Two insurance companies that guaranteed the payment of principal and interest on warrants issued by Jefferson County have filed separate 
actions against JPMorgan Chase (and one of the insurers has also named Jefferson County) in New York state court asserting that defendants 
fraudulently misled them into issuing the insurance coverage, based upon substantially the same alleged conduct described above and other 
alleged non-disclosures. One insurer claims that it insured an aggregate principal amount of nearly $1.2 billion in warrants, and seeks 
unspecified damages in excess of $400 million, as well as unspecified punitive damages. The other insurer claims that it insured an aggregate 
principal amount of more than $378 million and seeks recovery of $4 million that it alleges it paid under the policies to date as well as  
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any payments it will make in the future and unspecified punitive damages. JPMorgan Chase has filed motions to dismiss each of these 
complaints, and is awaiting decisions.  

The Alabama Public Schools and College Authority (“APSCA”) brought a declaratory judgment action in the United States District Court for the 
Northern District of Alabama claiming that certain interest rate swaption transactions entered into with JPMorgan Chase Bank, N.A. are void on 
the grounds that the APSCA purportedly did not have the authority to enter into the transactions or, alternatively, are voidable at the APSCA’s 
option because of its alleged inability to issue refunding bonds in relation to the swaption. Following the denial of its motion to dismiss the 
action, JPMorgan Chase Bank, N.A. answered the complaint and filed a counterclaim seeking the amounts due under the swaption transactions. 
Trial is scheduled to commence in February 2011.  

Interchange Litigation. A group of merchants have filed a series of putative class action complaints in several federal courts. The complaints 
allege that VISA and MasterCard, as well as certain other banks and their respective bank holding companies, conspired to set the price of credit 
card interchange fees, enacted respective association rules in violation of Section 1 of the Sherman Act, and engaged in tying/bundling and 
exclusive dealing. The complaint seeks unspecified damages and injunctive relief based on the theory that interchange would be lower or 
eliminated but for the challenged conduct. Based on publicly available estimates, Visa and MasterCard branded payment cards generated 
approximately $40 billion of interchange fees industry-wide in 2009. All cases have been consolidated in the United States District Court for the 
Eastern District of New York for pretrial proceedings. The amended consolidated class action complaint extended the claims beyond credit to 
debit cards. Defendants filed a motion to dismiss all claims that predated January 2004. The Court granted the motion to dismiss those claims. 
Plaintiffs then filed a second amended consolidated class action complaint. The basic theories of the complaint remain the same, and defendants 
again filed motions to dismiss. The Court has not yet ruled on the motions. Fact discovery has closed, and expert discovery in the case is 
ongoing. The plaintiffs have filed a motion seeking class certification, and the defendants have opposed that motion. The Court has not yet ruled 
on the class certification motion.  

In addition to the consolidated class action complaint, plaintiffs filed supplemental complaints challenging the initial public offerings (“IPOs”) of 
MasterCard and Visa (the “IPO Complaints”). With respect to the MasterCard IPO, plaintiffs allege that the offering violated Section 7 of the 
Clayton Act and Section 1 of the Sherman Act and that the offering was a fraudulent conveyance. With respect to the Visa IPO, plaintiffs are 
challenging the Visa IPO on antitrust theories parallel to those articulated in the MasterCard IPO pleading. Defendants have filed motions to 
dismiss the IPO Complaints. The Court has not yet ruled on those motions.  

Mortgage-Backed Securities Litigation and Regulatory Investigations. JPMorgan Chase and affiliates, Bear Stearns and affiliates and 
Washington Mutual and affiliates have been named as defendants in a number of cases in their various roles as issuer, sponsor and/or 
underwriter in mortgage-backed securities (“MBS”) offerings. These cases include purported class action suits, actions by individual purchasers 
of securities and actions by insurance companies that guaranteed payments of principal and interest for particular tranches. Although the 
allegations vary by lawsuit, these cases generally allege that the offering documents for more than $150 billion of securities issued by dozens of 
securitization trusts contained material misrepresentations and omissions, including statements regarding the underwriting standards pursuant to 
which the underlying mortgage loans were issued.  

In the actions against the Firm as an MBS issuer (and, in some cases, also as an underwriter of its own MBS offerings), three purported class 
actions are pending against JPMorgan Chase and Bear Stearns, and/or certain of their affiliates and current and former employees, in the United 
States District Courts for the Eastern and Southern Districts of New York. Defendants have moved to dismiss two of these actions and expect to 
do so for the remaining one. In addition, Washington Mutual affiliates, Washington Mutual Asset Acceptance Corp. and Washington Mutual 
Capital Corp., are defendants, along with certain former officers or directors of Washington Mutual Asset Acceptance Corp., in two now-
consolidated purported class action cases pending in the Western District of Washington. Defendants’ motion to dismiss was granted in part to 
dismiss all claims relating to MBS offerings in which a named plaintiff was not a purchaser. Discovery is ongoing.  

In other actions brought against the Firm as an MBS issuer (and, in some cases, also as an underwriter): certain JPMorgan Chase entities, several 
Bear Stearns entities, and certain Washington Mutual affiliates are defendants in nine separate individual actions filed by the Federal Home Loan 
Banks of Pittsburgh, Seattle, San Francisco, Chicago and Indianapolis in various state courts around the country; and certain JPMorgan Chase, 
Bear Stearns and Washington Mutual entities are also among the defendants named in separate individual actions commenced by Cambridge 
Place Investment Management Inc. in Massachusetts state court and by The Charles Schwab Corporation (“Schwab”) in state court in California. 

195  

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 241 of 254



Table of Contents  

EMC Mortgage Corporation (“EMC”), a subsidiary of JPMorgan Chase, is a defendant in four pending actions commenced by bond insurers that 
guaranteed payments of principal and interest on approximately $3.6 billion of certain classes of seven different MBS offerings sponsored by 
EMC. Three of those actions, commenced by Assured Guaranty Corp., Ambac Assurance Corporation and Syncora Guarantee, Inc., respectively, 
are pending in the United States District Court for the Southern District of New York. The fourth action, commenced by CIFG Assurance North 
America, Inc., is pending in state court in Texas. In each action, plaintiff claims that the underlying mortgage loans had origination defects that 
purportedly violate certain representations and warranties given by EMC to plaintiffs and that EMC has breached the relevant agreements 
between the parties by failing to repurchase allegedly defective mortgage loans. Each action seeks unspecified damages and an order compelling 
EMC to repurchase those loans.  

In the actions against the Firm solely as an underwriter of other issuers’ MBS offerings, the Firm generally has contractual rights to 
indemnification from the issuers. However, some of these issuers are now defunct, including affiliates of IndyMac Bancorp (“IndyMac Trusts”) 
and Thornburg Mortgage (“Thornburg”). With respect to the IndyMac Trusts, JPMorgan Securities, along with numerous other underwriters and 
individuals, is named as a defendant, both in its own capacity and as successor to Bear, Stearns & Co. Inc. in a purported class action pending in 
the United States District Court for the Southern District of New York brought on behalf of purchasers of securities in various IndyMac Trust 
MBS offerings. The Court in that action has dismissed claims as to certain such securitizations, including all offerings in which no named 
plaintiff purchased securities, and allowed claims as to other offerings to proceed. Separately, JPMorgan Securities, as successor to Bear, Stearns 
& Co. Inc., and other underwriters, along with certain individuals, are defendants in an action pending in state court in California brought by 
MBIA Insurance Corp. (“MBIA”). The action relates to certain securities issued by IndyMac trusts in offerings in which Bear Stearns was an 
underwriter, and as to which MBIA provided guaranty insurance policies. MBIA purports to be subrogated to the rights of the MBS holders, and 
seeks recovery of sums it has paid and will pay pursuant to those policies. Defendants’ motion for judgment on the pleadings was denied. With 
respect to Thornburg, a Bear Stearns subsidiary is a named defendant in a purported class action pending in the United States District Court for 
the District of New Mexico along with a number of other financial institutions that served as depositors and/or underwriters for ten Thornburg 
MBS offerings.  

In addition to the above-described litigation, the Firm has also received a number of subpoenas and informal requests for information from 
federal authorities concerning mortgage-related matters, including inquiries concerning the Firm’s underwriting and issuance of MBS and its 
participation in offerings of certain collateralized debt obligations.  

In addition to the above mortgage-related matters, the Firm is now a defendant in an action commenced by Deutsche Bank, described in more 
detail below with respect to the Washington Mutual Litigations .  

Auction-Rate Securities Investigations and Litigation. Beginning in March 2008, several regulatory authorities initiated investigations of a 
number of industry participants, including the Firm, concerning possible state and federal securities law violations in connection with the sale of 
auction-rate securities. The market for many such securities had frozen and a significant number of auctions for those securities began to fail in 
February 2008.  

The Firm, on behalf of itself and affiliates, agreed to a settlement in principle with the New York Attorney General’s Office which provided, 
among other things, that the Firm would offer to purchase at par certain auction-rate securities purchased from JPMorgan Securities, Chase 
Investment Services Corp. and Bear, Stearns & Co. Inc. by individual investors, charities, and small- to medium-sized businesses. The Firm also 
agreed to a substantively similar settlement in principle with the Office of Financial Regulation for the State of Florida and the North American 
Securities Administrator Association (“NASAA”) Task Force, which agreed to recommend approval of the settlement to all remaining states, 
Puerto Rico and the U.S. Virgin Islands. The Firm has finalized the settlement agreements with the New York Attorney General’s Office and the 
Office of Financial Regulation for the State of Florida. The settlement agreements provide for the payment of penalties totaling $25 million to all 
states. The Firm is currently in the process of finalizing consent agreements with NASAA’s member states; 39 of these consent agreements have 
been finalized to date.  

The Firm also faces a number of civil actions relating to the Firm’s sales of auction-rate securities, including a putative securities class action in 
the United States District Court for the Southern District of New York that seeks unspecified damages, and individual arbitrations and lawsuits 
in various forums brought by institutional and individual investors that, together, seek damages totaling more than $200 million relating to the 
Firm’s sales of auction-rate securities. One action is brought by an issuer of auction-rate securities. The actions generally allege that the Firm and 
other firms manipulated the market for auction-rate securities by placing bids at auctions that affected these securities’ clearing rates or 
otherwise supported the auctions without properly disclosing these activities. Some actions also allege that the Firm misrepresented that auction-
rate securities were short-term instruments. The Firm’s motion to transfer and coordinate before the Southern District all of the active federal 
auction-rate securities cases was granted by the multi-district panel on June 9, 2010.  
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Additionally, the Firm was named in two putative antitrust class actions in the United States District Court for the Southern District of New 
York, which actions allege that the Firm, in collusion with numerous other financial institution defendants, entered into an unlawful conspiracy 
in violation of Section 1 of the Sherman Act. Specifically, the complaints allege that defendants acted collusively to maintain and stabilize the 
auction-rate securities market and similarly acted collusively in withdrawing their support for the auction-rate securities market in 
February 2008. On January 26, 2010, the District Court dismissed both actions. The Second Circuit Court of Appeals consolidated the two 
appeals. That appeal is currently pending.  

City of Milan Litigation and Criminal Investigation. In January 2009, the City of Milan, Italy (the “City”) issued civil proceedings against 
(among others) JPMorgan Chase Bank, National Association (“JPMorgan Chase Bank, N.A.”) and J.P. Morgan Securities Ltd. (together, 
“JPMorgan Chase”) in the District Court of Milan. The proceedings relate to (a) a bond issue by the City in June 2005 (the “Bond”) and (b) an 
associated swap transaction, which was subsequently restructured on a number of occasions between 2005 and 2007 (the “Swap”). The City 
seeks damages and/or other remedies against JPMorgan Chase (among others) on the grounds of alleged “fraudulent and deceitful acts” and 
alleged breach of advisory obligations by JPMorgan Chase (among others) in connection with the Swap and the Bond, together with related 
swap transactions with other counterparties. The civil proceedings continue and there will be an initial hearing on March 9, 2011. JPMorgan 
Chase Bank, N.A. intends to ask for an adjournment on the grounds that it has filed a challenge to the Italian Supreme Court’s jurisdiction over 
JPMorgan Chase Bank, N.A. which has yet to be decided. In January 2009, JPMorgan Chase Bank, N.A. also received a notice from the 
Prosecutor at the Court of Milan placing it and certain current and former JPMorgan Chase personnel under investigation in connection with the 
transactions described above. Since April 2009, JPMorgan Chase Bank, N.A. has been contesting an attachment order obtained by the 
Prosecutor, purportedly to freeze assets potentially subject to confiscation in the event of a conviction. The original Euro 92 million attachment 
has been reduced to Euro 45 million, and JPMorgan Chase Bank, N.A.’s application for a further reduction remains pending. The judge has 
directed four current and former JPMorgan Chase personnel and JPMorgan Chase Bank, N.A. (as well as other individuals and three other 
banks) to go forward to a full trial that started in May 2010. Although the Firm is not charged with any crime and does not face criminal liability, 
if one or more of its employees were found guilty, the Firm could be subject to administrative sanctions, including restrictions on its ability to 
conduct business in Italy and monetary penalties. In the initial hearings, the City successfully applied to join some of the claims in the civil 
proceedings against the individuals and JPMorgan Chase Bank, N.A. to the criminal proceedings. In addition, a consumer association has also 
been given leave to join the criminal proceedings to seek damages from the defendant banks. The trial has resumed and continues with a weekly 
hearing.  

Washington Mutual Litigations. Subsequent to JPMorgan Chase’s acquisition from the Federal Deposit Insurance Corporation (“FDIC”) of 
substantially all of the assets and certain specified liabilities of Washington Mutual Bank, Henderson Nevada (“Washington Mutual Bank”), in 
September 2008, Washington Mutual Bank’s parent holding company, Washington Mutual, Inc. (“WMI”) and its wholly-owned subsidiary, 
WMI Investment Corp. (together, the “Debtors”), both commenced voluntary cases under Chapter 11 of Title 11 of the United States Code in the 
United States Bankruptcy Court for the District of Delaware (the “Bankruptcy Case”). In the Bankruptcy Case, the Debtors have asserted rights 
and interests in certain assets. The assets in dispute include principally the following: (a) approximately $4 billion in trust securities contributed 
by WMI to Washington Mutual Bank (the “Trust Securities”); (b) the right to tax refunds arising from overpayments attributable to operations of 
Washington Mutual Bank and its subsidiaries; (c) ownership of and other rights in approximately $4 billion that WMI contends are deposit 
accounts at Washington Mutual Bank and one of its subsidiaries; and (d) ownership of and rights in various other contracts and other assets 
(collectively, the “Disputed Assets”).  

JPMorgan Chase commenced an adversary proceeding in the Bankruptcy Case against the Debtors and (for interpleader purposes only) the FDIC 
seeking a declaratory judgment and other relief determining JPMorgan Chase’s legal title to and beneficial interest in the Disputed Assets. The 
Debtors commenced a separate adversary proceeding in the Bankruptcy Case against JPMorgan Chase, seeking turnover of the $4 billion in 
purported deposit funds and recovery for alleged unjust enrichment for failure to turn over the funds. The Debtors have moved for summary 
judgment in the turnover proceeding.  

In both JPMorgan Chase’s adversary proceeding and the Debtors’ turnover proceeding, JPMorgan Chase and the FDIC argued that the 
Bankruptcy Court lacks jurisdiction to adjudicate certain claims. JPMorgan Chase moved to have the adversary proceedings transferred to 
United States District Court for the District of Columbia and to withdraw jurisdiction from the Bankruptcy Court to the District Court. That 
motion is fully briefed. In addition, JPMorgan Chase and the FDIC have pending with the United States District Court for the District of 
Delaware an appeal of the Bankruptcy Court’s rulings rejecting the jurisdictional arguments, and that appeal is fully briefed. JPMorgan Chase is  
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also appealing a separate Bankruptcy Court decision that held, in part, that the Bankruptcy Court could proceed with certain matters while the 
first appeal is pending.  

The Debtors submitted claims substantially similar to those submitted in the Bankruptcy Court in the FDIC receivership for, among other things, 
ownership of certain of the Disputed Assets, as well as claims challenging the terms of the agreement pursuant to which substantially all of the 
assets of Washington Mutual Bank were sold by the FDIC to JPMorgan Chase. The FDIC, as receiver, disallowed the Debtors’ claims and the 
Debtors filed an action against the FDIC in the United States District Court for the District of Columbia challenging the FDIC’s disallowance of 
the Debtors’ claims, claiming ownership of the Disputed Assets, and seeking money damages from the FDIC. JPMorgan Chase has intervened in 
the action. In January 2010, the District Court stayed the action pending developments in the Bankruptcy Case. In connection with the stay, the 
District Court denied WMI’s and the FDIC’s motions to dismiss without prejudice.  

In addition, JPMorgan Chase has been sued in an action originally filed in the 122nd State District Court of Galveston County, Texas (the 
“Texas Action”) by certain holders of WMI common stock and debt of WMI and Washington Mutual Bank who seek unspecified damages 
alleging that JPMorgan Chase acquired substantially all of the assets of Washington Mutual Bank from the FDIC at an allegedly too low price. 
The FDIC intervened in the Texas Action and, upon motion by the FDIC and JPMorgan Chase, the District Court transferred the Texas Action to 
the United States District Court for the District of Columbia. Plaintiffs moved to have the FDIC dismissed as a party and to remand the action to 
the state court or, in the alternative, dismissed for lack of subject matter jurisdiction. JPMorgan Chase and the FDIC moved to have the entire 
action dismissed. On April 13, 2010, the United States District Court for the District of Columbia granted JPMorgan Chase’s motion to dismiss 
the complaint, granted the FDIC’s parallel motion to dismiss the complaint and denied plaintiffs’ motion to dismiss the FDIC as a party and to 
remand the case to Texas state court. On July 19, 2010, the Court denied plaintiffs’ motion to reconsider its prior ruling, to vacate the judgment 
in the Texas Action and to permit them to file an amended complaint. On July 20, 2010, the plaintiffs in the Texas Action appealed these 
decisions to the United States Court of Appeals for the District of Columbia.  

Other proceedings related to Washington Mutual’s failure also pending before the United States District Court for the District of Columbia 
include a lawsuit brought by Deutsche Bank National Trust Company, initially against the FDIC, asserting an estimated $6 billion to $10 billion 
in damages based upon alleged breach of various mortgage securitization agreements and alleged violation of certain representations and 
warranties given by certain WMI subsidiaries in connection with those securitization agreements. Deutsche Bank filed an amended complaint on 
August 30, 2010, adding JPMorgan Chase Bank, N.A. as a party. The amended complaint includes assertions that JPMorgan Chase may have 
assumed liabilities relating to the mortgage securitization agreements. A response to the complaint is due on November 22, 2010.  

On May 19, 2010, WMI, JPMorgan Chase and the FDIC announced a global settlement agreement among themselves and significant creditor 
groups (the “Global Settlement Agreement”). The Global Settlement Agreement is incorporated into WMI’s proposed Chapter 11 plan (“the 
Plan”) that has been submitted to the Bankruptcy Court. If approved by the Bankruptcy Court, the Global Settlement would resolve numerous 
disputes among WMI, JPMorgan Chase, the FDIC in its capacity as receiver for Washington Mutual Bank and the FDIC in its corporate 
capacity, as well as those of significant creditor groups, including disputes relating to the Disputed Assets. While the Plan confirmation process 
is ongoing, the appeals and proceedings before the United States District Courts for the Districts of Delaware and the District of Columbia are 
stayed.  

Other proceedings related to Washington Mutual’s failure are also pending before the Bankruptcy Court. On May 4, 2010, certain WMI creditors 
who have not agreed to the Global Settlement Agreement filed a motion to convert the Debtors’ cases to a Chapter 7 liquidation or, in the 
alternative, for an order to appoint a trustee to administer the Debtors’ estates. Also, on July 6, 2010, certain holders of the Trust Securities 
commenced an adversary proceeding in the Bankruptcy Court against JPMorgan Chase, WMI, and other entities seeking, among other relief, a 
declaratory judgment that WMI and JPMorgan Chase do not have any right, title or interest in the Trust Securities.  

In a July 20, 2010 hearing in the Bankruptcy Case, the Bankruptcy Court appointed an examiner to investigate, among other things, the claims 
and assets that may be property of the Debtors’ estates that are proposed to be conveyed, released or otherwise compromised and settled under 
the Plan and Global Settlement Agreement. The examiner submitted a preliminary report for the Bankruptcy Court on September 7, 2010, and 
submitted a final report on November 1, 2010. The Bankruptcy Court is scheduled to consider confirmation of the Plan, including the Global 
Settlement Agreement, beginning on December 1, 2010.  

Securities Lending Litigation. JPMorgan Chase Bank N.A. has been named as a defendant in four putative class actions asserting ERISA and 
non-ERISA claims pending in the United States District Court for the Southern District of New  
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York brought by participants in the Firm’s securities lending business. A fifth lawsuit was filed in New York state court by an individual 
participant in the program. Three of the purported class actions, which have been consolidated, relate to losses of plaintiffs’ money in medium-
term notes of Sigma Finance Inc. (“Sigma”). Plaintiffs assert claims under both ERISA and state law. Fact discovery is complete and expert 
discovery is ongoing. In August 2010, the Court certified a plaintiff class consisting of all securities lending participants that held Sigma 
medium-term notes on September 30, 2008, including those that held the notes by virtue of participation in the investment of cash collateral 
through a collective fund, as well as those that held the notes by virtue of the investment of cash collateral through individual accounts.  

The fourth putative class action, as originally filed, concerned losses of money invested in Lehman Brothers medium-term notes and in asset-
backed securities offered by nine other issuers. Plaintiff filed an amended complaint including additional factual allegations regarding Lehman 
Brothers and eliminating claims regarding the other asset-backed securities. The Firm has moved to dismiss the amended complaint. The New 
York state court action, which is not a class action, concerns the plaintiff’s loss of money in both Sigma and Lehman Brothers medium-term 
notes. The Firm has answered the complaint. The Court denied the Firm’s motion to stay this action pending resolution of the proceedings in 
federal court.  

Investment Management Litigation. Four cases have been filed claiming that investment portfolios managed by JPMorgan Investment 
Management Inc. (“JPMorgan Investment Management”) were inappropriately invested in securities backed by subprime residential real estate 
collateral. Plaintiffs claim that JPMorgan Investment Management and related defendants are liable for the loss of more than $1 billion in market 
value of these securities. The first case was filed by NM Homes One, Inc. in federal court in New York. The United States District Court for the 
Southern District of New York granted JPMorgan Investment Management’s motion to dismiss nine of plaintiff’ s ten causes of action. The Court 
granted JPMorgan Investment Management’s request for permission to move to dismiss the remaining cause of action. Plaintiff has moved for 
reconsideration. The second case, filed by Assured Guaranty (U.K.) in New York state court, was dismissed and Assured has appealed the 
Court’s decision. In the third case, filed by Ambac Assurance UK Limited in New York state court, the Court granted JPMorgan Investment 
Management’s motion to dismiss in March 2010, and plaintiff has filed a notice of appeal. The fourth case was filed by CMMF LLP in New 
York state court in December 2009; the Court granted JPMorgan Investment Management’s motion to dismiss the claims, other than claims for 
breach of contract and misrepresentation. Both CMMF and JPMorgan Investment Management have filed notices of appeal. On May 26, 2010, 
the New York Appellate Division heard arguments on the case.  

Lehman Brothers Bankruptcy Proceedings. In March 2010, the Examiner appointed by the Bankruptcy Court presiding over the Chapter 11 
bankruptcy proceedings of Lehman Brothers Holdings Inc (“LBHI”) and several of its subsidiaries (collectively, “Lehman”) released a report as 
to his investigation into Lehman’s failure and related matters. The Examiner concluded that one common law claim potentially could be asserted 
against the Firm for contributing to Lehman’s failure, though he characterized the claim as “not strong.” The Examiner also opined that certain 
cash and securities collateral provided by LBHI to the Firm in the weeks and days preceding LBHI’s demise potentially could be challenged 
under the Bankruptcy Code’s fraudulent conveyance or preference provisions, though the Firm is of the view that its right to such collateral is 
protected by the Bankruptcy Code’s safe harbor provisions. On May 26, 2010, LBHI and its Official Committee of Unsecured Creditors filed an 
adversary proceeding against JPMorgan Chase Bank, N.A. in the United States Bankruptcy Court for the Southern District of New York. The 
complaint asserts both federal bankruptcy law and state common law claims, and seeks, among other relief, to recover $8.6 billion in collateral 
that was transferred to JPMorgan Chase Bank, N.A. in the week preceding LBHI’s bankruptcy. The complaint also seeks unspecified damages 
on the grounds that JPMorgan Chase Bank, N.A.’s collateral requests hastened LBHI’s demise. On August 25, 2010, the Firm moved to dismiss 
the complaint in its entirety. On September 15, 2010, the plaintiffs filed an amended complaint, and on October 19, 2010, the Firm moved to 
dismiss the amended complaint in its entirety. The case is in the early stages, with a trial scheduled for 2012. In addition, the Firm may also face 
claims in the liquidation proceeding pending before the same Bankruptcy Court under the Securities Investor Protection Act (“SIPA”) for 
LBHI’s U.S. broker-dealer subsidiary, Lehman Brothers Inc. (“LBI”). The SIPA Trustee has advised the Firm that certain of the securities and 
cash pledged as collateral for the Firm’s claims against LBI may be customer property free from any security interest in favor of the Firm.  

Enron Litigation. JPMorgan Chase and certain of its officers and directors are involved in several lawsuits that together seek substantial damages 
arising out of the Firm’s banking relationships with Enron Corp. and its subsidiaries (“Enron”). A number of actions and other proceedings 
against the Firm previously were resolved, including a class action lawsuit captioned Newby v. Enron Corp. and adversary proceedings brought 
by Enron’s bankruptcy estate. The remaining Enron-related actions include individual actions by Enron investors, an action by an Enron 
counterparty, and a purported class action filed on behalf of JPMorgan Chase employees who participated in the Firm’s 401(k) plan asserting 
claims  
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under the ERISA for alleged breaches of fiduciary duties by JPMorgan Chase, its directors and named officers. That action has been dismissed, 
and is on appeal to the United States Court of Appeals for the Second Circuit.  

IPO Allocation Litigation. JPMorgan Chase and certain of its securities subsidiaries, including Bear Stearns, were named, along with numerous 
other firms in the securities industry, as defendants in a large number of putative class action lawsuits filed in the United States District Court for 
the Southern District of New York alleging improprieties in connection with the allocation of securities in various public offerings, including 
some offerings for which a JPMorgan Chase entity served as an underwriter. They also claim violations of securities laws arising from alleged 
material misstatements and omissions in registration statements and prospectuses for the initial public offerings and alleged market manipulation 
with respect to aftermarket transactions in the offered securities. Antitrust lawsuits based on similar allegations have been dismissed with 
prejudice. A settlement was reached in the securities cases, which the District Court approved; the Firm’s share of the settlement is 
approximately $62 million. Appeals have been filed in the United States Court of Appeals for the Second Circuit seeking reversal of the decision 
approving the settlement.  

In addition to the various cases, proceedings and investigations discussed above, JPMorgan Chase and its subsidiaries are named as defendants 
or otherwise involved in a number of other legal actions, proceedings and investigations by governmental agencies arising in connection with 
their businesses. The Firm believes it has meritorious defenses to the claims asserted against it in its currently outstanding litigations, 
investigations and proceedings and it intends to defend itself vigorously in all such matters. Additional actions, proceedings or investigations 
may be initiated from time to time in the future.  

In view of the inherent difficulty of predicting the outcome of legal matters, particularly where the claimants seek very large or indeterminate 
damages, or where the cases present novel legal theories, involve a large number of parties or are in early stages of discovery, the Firm cannot 
state with confidence what the eventual outcome of these pending matters will be, what the timing of the ultimate resolution of these matters will 
be or what the eventual loss, fines, penalties or impact related to each pending matter may be. JPMorgan Chase believes, based upon its current 
knowledge, after consultation with counsel and after taking into account its current litigation reserves, that the legal actions, proceedings and 
investigations currently pending against it should not have a material adverse effect on the Firm’s consolidated financial condition. The Firm 
notes, however, that in light of the uncertainties involved in such proceedings, actions and investigations, there is no assurance that the ultimate 
resolution of these matters will not significantly exceed the reserves currently accrued by the Firm; as a result, the outcome of a particular matter 
may be material to JPMorgan Chase’s operating results for a particular period, depending on, among other factors, the size of the loss or liability 
imposed and the level of JPMorgan Chase’s income for that period.  

Item 1A Risk Factors  

For a discussion of certain risk factors affecting the Firm, see Part I, Item 1A: Risk Factors, on pages 4–10 of JPMorgan Chase’s 2009 Annual 
Report on Form 10-K; Part II, Item 1A: Risk Factors, on pages 196-197 of JPMorgan Chase’s Quarterly Report on Form 10-Q for the quarterly 
period ending June 30, 2010; and Forward-Looking Statements on pages 191–192 of this Form 10-Q.  

We may incur additional costs and expenses in ensuring that we satisfy requirements relating to mortgage foreclosures and repurchases.  

In late September 2010, the Firm commenced implementation of a temporary suspension of obtaining mortgage foreclosure judgments in the 
states and territories that require a judicial foreclosure process. Subsequently, the Firm extended this temporary suspension to foreclosure sales in 
those states and territories that require a judicial foreclosure process, and to foreclosures and foreclosure sales in the majority of remaining states 
where a judicial process is not required, but where an affidavit signed by Firm personnel may have been used as part of the foreclosure process. 
In mid-October, the Firm also temporarily suspended evictions in the states and territories in which it had suspended foreclosures and foreclosure 
sales, as well as in certain additional states in which an affidavit signed by Firm personnel may have been used in connection with eviction 
proceedings.  

The Firm’s temporary suspension arose out of certain questions about affidavits of indebtedness prepared by local foreclosure counsel, signed by 
Firm employees, and filed or used in mortgage foreclosure proceedings in certain states. While, based on the Firm’s work to date, we believe that 
the information in those affidavits of indebtedness about the fact of default and amount of indebtedness was materially accurate, in certain 
instances, the underlying review and verification of this information was performed by Firm personnel other than the affiants, or the affidavits 
may not have been properly notarized.  

State and federal officials have announced investigations into the procedures followed by mortgage servicing companies and banks, including 
the Firm and its affiliates, in completing affidavits relating to foreclosures. The Firm is cooperating with these investigations.  
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The Firm is developing new processes to ensure that it satisfies all procedural requirements relating to mortgage foreclosures. The Firm expects 
to incur additional costs and expenses in connection with the implementation of its new foreclosure processes. The Firm intends to resume its 
foreclosure proceedings, foreclosure sales and evictions in some states expeditiously. It is possible that the temporary suspension will also result 
in additional costs and expenses, such as, for example, costs associated with the maintenance of properties while foreclosures are delayed, legal 
expenses associated with re-filing documents or, as necessary, re-filing foreclosure cases or costs associated with the possible fluctuation in 
home prices while foreclosures are delayed. These costs could increase depending on the length of the delay. Finally, the Firm may incur 
additional costs and expenses as a result of legislative, administrative or regulatory investigations relating to its former foreclosure procedures. 
However, the Firm cannot predict at this early stage the ultimate outcome of these matters or the impact that they could have on the Firm’s 
reported financial results, including, for example, servicing costs, legal costs and mortgage banking revenue.  

In addition, in connection with the Firm’s loan sale and securitization activities with Fannie Mae and Freddie Mac (the “GSEs”) and loan sale 
and private-label securitization transactions, the Firm has made representations and warranties that the loans sold meet certain requirements. For 
transactions with the GSEs, these representations include type of collateral, underwriting standards, validity of certain borrower representations 
in connection with the loan, that primary mortgage insurance is in force for any mortgage loan with a loan-to-value ratio (“LTV”) greater than 
80%, and the use of the GSEs’ standard legal documentation. The Firm may be, and has been, required to repurchase loans and/or indemnify the 
GSEs and other private investors for losses due to material breaches of these representations and warranties; however, predominantly all of the 
repurchase demands received by the Firm and the Firm’s losses realized to date are related to loans sold to the GSEs. (For additional information 
about the Firm’s loan sale and securitization-related indemnifications, including a description of how the Firm estimates its repurchase liability, 
see Repurchase liability, on pages 58–61, and Note 22 on pages 174–178 of this Form 10-Q, and Note 31 on pages 230–234 of JPMorgan 
Chase’s 2009 Annual Report).  

The repurchase liability recorded by the Firm is estimated based on several factors, including the level of current and estimated probable future 
repurchase demands made by purchasers, the ability of the Firm to cure the defects identified in the repurchases demands, and the severity of 
loss upon repurchase or foreclosure. While the Firm believes that its current repurchase liability reserves are adequate, the factors referred to 
above, upon which the Firm estimates its repurchase liability, are subject to change in light of market developments, the economic environment 
and other circumstances, some of which are beyond the Firm’s control and, accordingly, there can be no assurance that such reserves will not 
need to be increased in the future.  

The Firm also faces litigation related to securitizations, primarily related to securitizations not sold to the GSEs. (For additional information 
concerning these litigation matters, see pages 195–196 of this Form 10-Q.) The Firm separately evaluates its exposure to such litigation in 
establishing its litigation reserves. While the Firm believes that its current reserves in respect of such litigation matters are adequate, there can be 
no assurance that such reserves will not need to be increased in the future.  

Financial services legislative and regulatory reforms may have a significant impact on our businesses and results of operations.  

Enactment of the Dodd-Frank Wall Street Reform and Consumer Protection Act and the rules and regulations that may be issued by U.S. 
regulators implementing such legislation (as well as actions that may be taken by legislatures and regulatory bodies in other countries) could 
limit our ability to pursue business opportunities we might otherwise consider engaging in, impose additional costs on us, result in significant 
loss of revenue, impact the value of assets we hold, establish more stringent capital, liquidity and leverage requirements, or otherwise 
significantly adversely affect our businesses.  

In addition, increased regulatory focus on consumer protection practices and new and evolving mortgage-modification programs have resulted in 
changes in certain of the Firm’s practices, have increased costs of compliance and, for certain businesses, reduced net income. The Firm is also 
reviewing various of its operating models, business practices, legal entity structures and reporting procedures both in the U.S. and in various 
foreign jurisdictions in which it does business to enhance, and be responsive to, various new legislative and regulatory requirements. There is no 
assurance that as a result of these reviews, the Firm will not be required to make changes in its practices and procedures, and incur additional 
costs and expenses in order to do so.  

Item 2 Unregistered Sales of Equity Securities and Use of Proceeds  

During the third quarter of 2010, there were no shares of common stock of JPMorgan Chase & Co. issued in transactions exempt from 
registration under the Securities Act of 1933, pursuant to Section 4(2) thereof.  

Under the stock repurchase program authorized by the Firm’s Board of Directors, the Firm is authorized to repurchase up to $10.0 billion of the 
Firm’s common stock plus the 88 million warrants issued in 2008 under the U.S. Treasury’s Capital Purchase Program. In the second quarter of 
2010, the Firm resumed common stock repurchases. During the three and nine months ended September 30, 2010, the Firm repurchased, 
respectively, 57 million shares and 60 million shares, for $2.2 billion and $2.3 billion, at an average price per share of $38.52 and $38.53. The 
Firm’s current share repurchase activity is intended to offset sharecount increases resulting from employee stock-based incentive awards and is 
consistent with the Firm’s goal of maintaining an appropriate sharecount. The Firm did not repurchase any of the warrants. As of September 30, 
2010, $3.9 billion of authorized repurchase capacity remained with respect to the common stock, and all of the authorized repurchase capacity 
remained with respect to the warrants.  

The Firm has determined that it may, from time to time, enter into written trading plans under Rule 10b5-1 of the Securities Exchange Act of 
1934 to facilitate the repurchase of common stock and warrants in accordance with the repurchase program. A Rule 10b5-1 repurchase plan 
allows the Firm to repurchase its equity during periods when it would not otherwise be repurchasing common stock – for example during 
internal trading “black-out periods.” All purchases under a Rule 10b5-1 plan must be made according to a predefined plan established when the 
Firm is not aware of material nonpublic information.  
                          
                    Dollar value of remaining   
For the nine months ended   Total shares     Average price paid     authorized repurchase   
September 30, 2010   repurchased     per share (a)     (in millions) (b)   
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First quarter      —    $ —    $ 6,221   
  

Second quarter      3,491,900       38.73       6,085   
  

July      16,297,562       38.05       5,465   
August      32,204,621       38.62       4,222   
September      8,015,650       39.07       3,908   
  

Third quarter      56,517,833       38.52       3,908   
  

Year-to-date      60,009,733     $ 38.53     $ 3,908   
  

(a)   Excludes commission costs. 
  

(b)   The amount authorized by the Board of Directors excludes commissions cost. 
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Participants in the Firm’s stock-based incentive plans may have shares withheld to cover income taxes. Shares withheld to pay income taxes are 
repurchased pursuant to the terms of the applicable plan and not under the Firm’s share repurchase program. Shares repurchased pursuant to 
these plans during the third quarter of 2010 were as follows:  

Item 3 Defaults Upon Senior Securities  

None  

Item 4 Submission of Matters to a Vote of Security Holders  

Not applicable.  

Item 5 Other Information  

Steven D. Black, Vice Chairman, has advised the Firm that he plans to leave the Firm early in 2011 and has stepped down from the Firm’s 
Operating Committee and Executive Committee.  

Item 6 Exhibits  
31.1 — Certification  
31.2 — Certification  
32 — Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002  
101.INS XBRL Instance Document (a)(b)  
101.SCH XBRL Taxonomy Extension Schema Document (b)  
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document (b)  
101.LAB XBRL Taxonomy Extension Label Linkbase Document (b)  
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document (b)  
101.DEF XBRL Taxonomy Extension Definition Linkbase Document (b)  
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For the nine months ended   Total shares     Average price paid   
September 30, 2010   repurchased     per share   
  

First quarter      2,444     $ 41.88   
  

Second quarter      393       30.01   
  

July      173       36.45   
August      36       37.09   
September      84       39.79   
  

Third quarter      293       37.49   
  

Year-to-date      3,130     $ 39.98   
  

  

(a)   Pursuant to Rule 405 of Regulation S-T, includes the following financial information included in the Firm’s Quarterly Report on Form 10-
Q for the quarter ended September 30, 2010, formatted in XBRL (eXtensible Business Reporting Language) interactive data files: (i) the 
Consolidated Statements of Income for the three and nine months ended September 30, 2010 and 2009, (ii) the Consolidated Balance 
Sheets as of September 30, 2010, and December 31, 2009, (iii) the Consolidated Statements of Changes in Stockholders’ Equity and 
Comprehensive Income for the nine months ended September 30, 2010 and 2009, (iv) the Consolidated Statements of Cash Flows for the 
nine months ended September 30, 2010 and 2009, and (v) the Notes to Consolidated Financial Statements. 

  

(b)   Filed herewith. 
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SIGNATURE  

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized.  
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         JPMORGAN CHASE & CO.     
         (Registrant)     
               
               
Date: November 8, 2010    By   /s/ Louis Rauchenberger     
         

   

Louis Rauchenberger     
               
         Managing Director and Controller     
         [Principal Accounting Officer]     
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INDEX TO EXHIBITS  
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EXHIBIT NO.   EXHIBITS 

       
31.1    Certification 
       
31.2    Certification 
       
32    Certification Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002† 
       
101.INS    XBRL Instance Document†† 
       
101.SCH    XBRL Taxonomy Extension Schema Document†† 
       
101.CAL    XBRL Taxonomy Extension Calculation Linkbase Document†† 
       
101.LAB    XBRL Taxonomy Extension Label Linkbase Document†† 
       
101.PRE    XBRL Taxonomy Extension Presentation Linkbase Document†† 
       
101.DEF    XBRL Taxonomy Extension Definition Linkbase Document†† 

  

†   This exhibit shall not be deemed “ filed”  for purposes of Section 18 of the Securities Exchange Act of 1934, or otherwise subject to the 
liability of that Section. Such exhibit shall not be deemed incorporated into any filing under the Securities Act of 1933 or the Securities 
Exchange Act of 1934. 

  

††   As provided in Rule 406T of Regulation S-T, this information shall not be deemed “filed” for purposes of Section 11 and 12 of the 
Securities Act of 1933 and Section 18 of the Securities Exchange Act of 1934 or otherwise subject to liability under those sections. 
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JPMorgan Chase & Co.  

CERTIFICATION  

     I, James Dimon, certify that:  

Date: November 8, 2010  

   

1.   I have reviewed this quarterly report on Form 10-Q of JPMorgan Chase & Co.; 

2.   Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make 
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered 
by this report; 

3.   Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects 
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

4.   The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) 
and 15d-15(f)) for the registrant and have: 

  (a)   Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by 
others within those entities, particularly during the period in which this report is being prepared; 

  (b)   Designed such internal controls over financial reporting, or caused such internal controls over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

  (c)   Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

  (d)   Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most 
recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to 
materially affect, the registrant’s internal control over financial reporting; and 

5.   The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent function): 

  (a)   All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

  (b)   Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal 
control over financial reporting. 

      
/s/ James Dimon      
   

James Dimon      
Chairman and Chief Executive Officer      

Case 1:09-cv-01656-RMC   Document 55-9    Filed 11/22/10   Page 252 of 254



Exhibit 31.2  
JPMorgan Chase & Co.  

CERTIFICATION  

     I, Douglas L. Braunstein, certify that:  

Date: November 8, 2010  

   

1.   I have reviewed this quarterly report on Form 10-Q of JPMorgan Chase & Co.; 

2.   Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make 
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered 
by this report; 

3.   Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects 
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

4.   The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) 
and 15d-15(f)) for the registrant and have: 

  (a)   Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by 
others within those entities, particularly during the period in which this report is being prepared; 

  (b)   Designed such internal controls over financial reporting, or caused such internal controls over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

  (c)   Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

  (d)   Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most 
recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to 
materially affect, the registrant’s internal control over financial reporting; and 

5.   The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent function): 

  (a)   All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

  (b)   Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal 
control over financial reporting. 

      
/s/ Douglas L. Braunstein      
   

Douglas L. Braunstein      
Executive Vice President and Chief Financial Officer      
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Exhibit 32  
JPMorgan Chase & Co.  

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

In connection with the Quarterly Report of JPMorgan Chase & Co. on Form 10-Q for the period ended September 30, 2010 as filed with the 
Securities and Exchange Commission on the date hereof (the “Report”), each of the undersigned officers of JPMorgan Chase & Co., certify, 
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:  

This certification accompanies this Form 10-Q and shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 
1934, or otherwise subject to the liability of that Section.  

   

1.   The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

2.   The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of JPMorgan 
Chase & Co. 

          
      
Date: November 8, 2010  By:   /s/ James Dimon     
    James Dimon    
    Chairman and Chief Executive Officer    
  
      
Date: November 8, 2010  By:   /s/ Douglas L. Braunstein     
    Douglas L. Braunstein    

    
Executive Vice President and Chief Financial 
Officer  
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IN THE UNITED STATES DISTRICT 
FOR THE NORTHERN DISTRICT OF 

DALLAS DIVISION 

U. S. Cl.1STRICT COUR-T--~-' 
OURTNORTHERN DISTRICT OF TEXAS 

XAS FILED 

WICHITA FALLS OFFICE * 
I I OOV~~~ ~ 
',' NA

l1
NCY OO.~ HERTY. CLERK d 

, By _ ---n/j,t I 
ASSOCIATES, * 

v. 

BANC ONE 

* 
Plaintiff * 

* 
* 
* 

CORPORATION, et al., * 
* 

Defendants. * 

~ OeDutlj " '- --'4-.;:"'~ ___ " ___ .,.) 

civil No. 3:90-CV-1301-H 

ENV1!lt ON DOCKET /1313 PURSUANT 
TOI F. R. C. P. RULES 
58 AND 79&. 

MEMORANDUM OPINION AND ORDER 

Before the Court are Defendants Banc One Corporation's 

and Bank One Texas, N.A.'s (collectively "Bank One Defendants") 

Motion for Summary Judgment, with supporting materials, filed 

~October 12, 1993; Plaintiff's opposition thereto, with supporting 

materials, filed November 1, 1993; Bank One Defendants' Reply, 

filed November 5, 1993; Plaintiff's Motion for Partial Summary 

AJUdgment, with supporting materials, filed October 12, 1993; Bank 

One Defendants' Response thereto, filed November 1, 1993; 

Plaintiff's Reply, with supporting materials, filed November 5, 

~ 1993; Bank One Defendants' Motion In Limine, file November 3, 

1993; Plaintiff's Opposition thereto, with supporting materials, 

·filed November 5, 1993; and Bank One Defendants' letter Reply, 

filed November 8, 1993. 

I • BACKGROUND 

In 1983, Plaintiff, Wichita Falls Office Associates 

("WFOA"), entered into a sale-leaseback agreement regarding an 

office building at 718 Scott, Main Tower, Wichita Falls, Texas, 
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("the building") with MBank, Wichita Falls ("MBank"). Under the 

sale portion of the agreement, MBank sold the building to WFOA 

and provided WFOA with financing for the building's acquisition.' 

WFOA immediately leased the whole building back to MBank under a 

Master Net Lease Agreement. See Plaintiff's Motion, Document 

Appendix 1. Under the Master Net Lease Agreement, MBank was 

responsible for subletting space in the building that it did not 

use and for collecting rent from the sUbtenants; MBank was also 

responsible for maintenance of the building and property taxes 

related to the building. Thus, under the sale-leaseback 

agreement, WFOA owned the building and owed payments on the note 

to MBank. MBank was a tenant in the building and owed payments 

and other duties under the lease to WFOA under the terms of the 

Master Net Lease Agreement. 

On March 30, 1989, the Comptroller of the Currency 

declared MBank insolvent and appointed the FDIC its receiver. 

See Defendants' Motion at p. 10, ~ 15. The same day, the FDIC-

Receiver sold almost all of the assets of the defunct MBank to 

the Deposit Insurance Bridge Bank ("Bridge Bank") pursuant to the 

terms of a Purchase and Assumption Agreement ("P&A Agreement"). 

The P&A Agreement excluded all the "Leased Bank Premises" of the 

former MBank from the sale of assets, including the lease of the 

building at 718 Scott, Main Tower. The P&A Agreement gave Bridge 

Bank 120 days in which to determine whether it wished to accept 

The financing consisted of a twelve-million three
hundred-thousand dollar ($12,300,000) non-recourse note secured 
by a first mortgage on the building. 

2 
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an assignment from the FDIC-Receiver of any of the lease 

agreements for the Leased Bank Premises. 2 

The P&A Agreement also provided that, "[t]he Assuming 

Bank shall, during its period of occupancy of any Leased Bank 

Premises, pay all operating costs with respect thereto and comply 

with all relevant terms of the applicable lease agreemen1: (s) 

entered into by the Failed Bank." P&A Agreement, p. 15, §4.4(d), 

Plaintiff's Motion, Document Appendix 2. Under the P&A 

Agreement, Bank One had a duty to "promptly vacate" all leased 

property for which it refused to accept the assignment of the 

lease. P&A Agreement, p. 15, §4.4(e), Plaintiff's Motion, 

Document Appendix 2. 

On July 5, 1989 Bridge Bank changed its name to Bank 

One, Texas, N.A. ("Bank One") as part of an agreement between the 

Banc One Corporation ("Banc One") and the FDIC. Under this 

agreement, Banc One agreed to purchase Bridge Bank. This 

purchase agreement was solidified in 1990 when Banc One entered a 

definitive agreement to purchase the common and preferred shares 

of Bank One from FDIC Corporate. Plaintiff's Motion, p. 2. This 

purchase was completed in late 1991. Id. 

On September 12, 1989, Bank One notified the FDIC that 

it was declining the option to accept the assignment of the 

Master Net Lease Agreement. Defendants' Motion, p. 15, ~ 29. On 

2 The "Leased Bank Premises" are defined in section 1. 10 of 
the P&A Agreement as "the banking houses, drive-in banking 
facilities and teller facilities (staffed or automated) together 
with appurtenant parking, storage and service facilities leased 
by the Failed bank as of Bank Closing." 

3 
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the same day, Banc One Corporation vice President Tom Rainey 

wrote to WFOA regarding Bank One's decision to not accept the 

assignment of the lease agreements ("Rainey Letter"). 3 On 

September 28, 1989, the FDIC-Receiver wrote WFOA to inform it 

3 As the Rainey Letter is the focal point of much of the 
controversy in this case, the Court includes the Rainey letter in 
full: 

Dear Mr. Pardue: 
As I believe you are aware, BANC ONE TEXAS SERVICE 

CORPORATION, as the interim operator of the Deposit 
Insurance Bridge Bank, formerly the MBanks, has the 
obligation to the Federal Deposit Insurance Corporation to 
review and evaluate all existing contracts including real 
estate leases. The additional requirements of our agreement 
with the FDIC are to consider the need for those properties 
to BANK ONE, TEXAS; and to renegotiate those desirable to be 
retained to current market and need. 

with respect to the property located at 718 Scott, Main 
Tower, we believe it not consistent with the needs and 
business objectives of BANK ONE, TEXAS going forward. While 
I am sure it was necessary for our predecessor, it is not 
considered appropriate to our long range goals. 

The purpose of this letter is to give you advance 
notice that sometime during september, 1989, you will 
receive official notification from the FDIC that the 
existing lease agreement has been disaffirmed. We will need 
a period of time, not yet determined, to notify customers of 
our decision, arrange for alternative locations to serve 
their banking needs, remove our furnishings, etc. As soon 
as that time period can be determined, you will be 
immediately advised. During the transition period, should 
we carryover beyond September 20, 1989, we will continue to 
pay rentals in effect during september, 1989; and generally 
abide by the other requirements of the former lease 
agreement. I truly hope you will agree that an orderly 
close-out with rentals being kept current is in our mutual 
best interest. 

On behalf of BANK ONE, TEXAS, I appreciate the 
consideration you have given us and hope we might find the 
opportunity to renew our business relationship in the future 
when all consolidation is complete and we begin our 
anticipated expansion. 

4 

Yours very truly, 

Thomas E. Rainey 
Vice President 
BANC ONE CORPORATION 
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that FDIC-Receiver was disaffirming the lease.' See Plaintiff's 

Motion, Document Appendix 12. There is no evidence that WFOA 

responded to either the Rainey Letter or the FDIC's disaffirmance 

of the lease until October 5, 1989. 5 

On October 2, 1989, Bank One, Texas, Senior Vice 

President Bobby Hashaway wrote a letter to WFOA which stated that 

Bank One was not bound by the Master Net Lease Agreement even 

though Bank One was delivering a payment for rent ("Hashaway 

Letter,,).6 Bank One then delivered roughly $52,000 for rent for 

WFOA argues that the FDIC letter did not specify a date 
on which the disaffirmance was to take effect. The Court finds 
to the contrary that the letter clearly states on its face that 
the disaffirmance was immediately effective; the letter states, 
"The Receiver has determined that the [Master Net Lease] is a 
burden to the receivership and hereby disaffirms the subject 
lease." (emphasis added). See Plaintiff's Motion, Document 
Appendix 12. 

5 While the Court was not presented with a letter from 
WFOA dated October 5, 1989, such a letter was referred t:o in a 
letter dated October 10, 1989. See Plaintiff's Motion, Document 
Appendix 26. 

6 The Hashaway letter read as follows: 

Gentlemen: 
Under separate cover Bank One Texas, N.A. ("Bank One") 

has delivered to you the sum of $52,201.55 which represents 
rental for premises occupied by Bank One in Scott Tower --
718 Scott, Wichita Falls, Texas for the month of October, 
1989. 

Delivery of such check by Bank One shall not constitute 
a ratification by Bank One of the prior lease with an 
insolvent MBank ("the MBank Lease") covering all or part of 
such premises or any proposed lease agreement with respect 
to all or part of such premises, or constitute an agreement 
on the part of Bank One to be bound by the terms of the 
MBank Lease or any such proposed lease agreement. Payment 
and acceptance of such rental shall be without prejudice to 
the respective rights of Bank One or the landlord under the 
MBank Lease with regard to the disaffirmance of the MBank 
Lease by the Federal Deposit Insurance corporation as 

5 
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October. 7 

WFOA sent the Bank One Defendants a response on October 

10, 1989.' See Plaintiff's Motion, Document Appendix 26. In 

Receiver for such insolvent MBank. 
Very truly Yours. 
Bank One, Texas, N.A. 

By: Bobby Hashaway 
Senior Vice President 

7 Bank One claims to have arrived at the $52,000 figure 
by computing the square footage rental rate of the Master Net 
Lease Agreement and multiplying that sum by the number of square 
feet Bank One actually occupied. See Defendants' Motion, p. 16, 
~ 35. 

, The October 10, 1989 letter read as follows: 

Dear Mr. Rainey: 

Re: 8th and Scott 
Wichita Falls, Texas 

We have not heard from you concerning our letter of 
October 5. On certain issues, we need immediate clarification of 
you position. 

Your September 12 letter to us clearly states: 
"we will continue to pay rentals in effect 
during September, 1989, and generally abide 
by the other requirements of the former lease 
agreement." 

You go on to say that it is in our mutual best interest for 
"rentals to be kept current." 

On the basis of this letter, Wichita Falls Office A.ssociates 
has not taken action on issues such as securing insurance, 
maintenance contracts, etc. Your own people have stated in 
writing that your move from this location will not occur until 
1990. 

The "rental in effect during september 1989" is $89,166.66. 
Yet on October 2, we received only $52,201.07, and there: was not 
even a letter of explanation. The remaining $36,965.59 is past 
due. 

The "other requirements of the former lease agreement" 
include insurance, maintenance, payment of taxes, etc. It seems 
clear that you have committed to provide for these areas, but 
your refusal to pay the correct rental, in light of your 
September 12 letter, causes me to wonder about your other 
obligations. 

6 
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that letter, WFOA stated its belief that the Bank One Defendants 

were bound by the terms of the Master Net Lease Agreement. WFOA 

specifically asked for the $36,965.59 difference between the 

amount of money Bank One paid for rent in October and the amount 

called for under the Master Net Lease. WFOA also demand,ed that 

Bank One comply with the other terms of the lease. 

WFOA sent another letter on October 13, 1989, in which 

it reiterated that it expected Bank One to comply with the terms 

of the Master Net Lease and in which it expressed dismay at Bank 

One's cancellation of the building service contract. See 

Plaintiff's Motion, Document Appendix 26. 

On November 14, 1989, WFOA commenced this action' 

against Bank One Defendants and the FDIC, claiming that the Bank 

One Defendants had breached a duty of good faith and fair 

dealing, had tortiously interfered with WFOA's business 

relationships, and had breached Master Net Lease Agreement. 

On July 31, 1990, WFOA filed a Motion to enjoin Bank 

As you know, Wichita Falls Office Associates will be 
contesting the lease disaffirmance in our instance. But during 
this interim period, it is important that the property be 
maintained and the 20 subtenants be cared for. During this 
period, please advise me whether or not we can rely on the 
September 12 letter. If we do not hear from you immediately, we 
will assume that you are complying with the lease, at least 
during the interim period. 

Yours truly, 
Wichita Falls Office Associates 
David E. Pardue, Jr. 
General Partner 

, The case was originally filed in the united States 
District Court for the Northern District of Texas, Wichita Falls 
Division. The case was transferred to this Court on May 29, 
1990, pursuant to 28 U.S.C. § 1406(a). 

7 
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One from leaving the building. The Motion was denied on October 

12, 1990. 

Bank One continued to occupy the premises until 

December, 1990, or January, 1991. Bank One continued to pay 

approximately $52,000 per month in rent throughout its occupation 

of the building. See Defendants' Motion at p. 18, ~ 41. The 

difference between the amount demanded under the Master Net Lease 

Agreement and the amount that Bank One actually paid was 

approximately $36,000 per month until December 31, 1989, and 

approximately $100,000 thereafter. See Plaintiff's Motion, p. 8, 

~ 3. It is this difference per month for fifteen months, 

combined with the cost of the services called for under the 

Master Net Lease Agreement which is at the heart of the contract 

claims in this case. 

When Bank One vacated the premises, it took with it 

four items to which WFOA claims ownership rights: (1) a sweeper 

manufactured by the Tenant Corporation; (2) a key machine; (3) a 

hydraulic airlift; and (4) a vault door. The removal of these 

four items constitutes the basis for Plaintiff's waste and 

conversion claim. 

On June 6, 1991, the Court granted summary judgment in 

favor of the Bank One Defendants and dismissed each of WFOA's 

claims against the Bank One Defendants. On October 25, 1991, the 

Court entered a final judgment in favor of Bank One Defendants. 

WFOA appealed to the Fifth Circuit. On December 4, 1992, the 

Fifth Circuit reversed and remanded, holding that WFOA's 

8 
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opportunity to conduct discovery had been prematurely terminated. 

wichita Falls Office Assoc. v. Banc One Corp., 978 F.2d 915 (5th 

Cir. 1992), cert. denied 113 S.ct. 2340 (1993). 

On June 17, 1993, Plaintiff filed its First Amended 

Complaint. In its First Amended Complaint, WFOA reasserted its 

claims for breach of contract and breach of duty of good faith 

and fair dealing. WFOA dropped its claim for tortious 

interference with existing and prospective contractual relations, 

but added a new claim for waste and conversion. 

The Bank One Defendants now move for summary judgment 

on all claims. Plaintiff moves for summary judgment on the claim 

of breach of contract. The Bank One Defendants also moved in 

limine to restrict the Court's consideration of supporting 

material filed by Plaintiff. The Court will deal first with the 

Motion in Limine, then will deal with each SUbstantive claim in 

turn. 

II. MOTION IN LIMINE 

The Bank One Defendants object to Plaintiff's use of 

FDIC's Response to Plaintiff's First Request for Admissions 

("FDIC Admissions") in support of Plaintiff's Motion. ~rhe Bank 

One Defendants base their objection on the theory that admissions 

by the FDIC, as a third-party, are not binding on the Bank One 

Defendants. The Court fails to see the relevance of Bank One 

Defendants' argument. Plaintiff has submitted the FDIC 

Admissions merely as evidence to support its Motion. As such, 

the Court treats the FDIC Admissions the same way it treats 

9 
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affidavits and deposition testimony. 

Bank One Defendants' Motion In Limine is DENIED. The 

Court will give due consideration to all evidence submitted in 

support of the parties' respective motions. '° 

III. SUMMARY JUDGMENT STANDARD 

In proper circumstances, awarding summary judgment is 

not disfavored in the federal courts: "[s]ummary judgment 

reinforces the purpose of the Rules, to achieve the just, speedy, 

and inexpensive determination of actions, and, when appropriate, 

affords a merciful end to litigation that would otherwise be 

lengthy and expensive." Fontenot v. Upjohn Co., 780 F. 2d 1190, 

1197 (5th Cir. 1986). 

Summary judgment is proper when the pleadings and 

evidence on file show that no genuine issue exists as to any 

material fact and that the moving party is entitled to judgment 

or partial judgment as a matter of law. See Fed. R. civ. P. 56. 

Before a court may grant summary judgment, the moving party must 

demonstrate that it is entitled to judgment as a matter of law 

because there is no actual dispute as to an essential element of 

the non-movant's case. See Topalian v. Ehrman, 954 F.2d 1125 

(5th cir.), cert. denied, ___ U.S. ___ , 113 S. ct. 82 (1992). 

The threshold inquiry, therefore, is whether there are "any 

genuine factual issues that properly can be resolved only by a 

10 In so holding, the Court- does not make any COlllll\ent 
regarding Bank One Defendants' Motion In Limine as relat.ed to the 
admissibility of the FDIC Admissions at trial. The Motion In 
Limine, with respect to the introduction of evidence at trial 
will be decided at the pre-trial conference. 

10 
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finder of fact because they may reasonably be resolved in favor 

of either party." Anderson v. Liberty Lobby. Inc., 477 U.S. 242, 

251 (1986). Of course, "the sUbstantive law will identify which 

facts are material." Id. at 248. 

The Supreme Court has explained that a movant for 

summary judgment need not support the motion with evidence 

negating the opponent's case; rather, once the movant establishes 

that there is an absence of evidence to support the non--movant' s 

case, the burden is on the non-movant to make a showing 

sufficient to establish each element as to which that party will 

have the burden of proof at trial. See Celotex Corp. v .. Catrett, 

477 U.S. 317, 322-25 (1986). 

Once the burden shifts, the non-moving party must "come 

forward with 'specific facts showing that there is a genuine 

issue for trial. '" Matsushita Elec. Indus. Co. v. Zenith Radio 

corp., 475 U.S. 574, 587 (1986) (emphasis in original) (quoting 

Rule 56(e»; see also Fontenot, 780 F.2d at 1195-98. A party 

must do more than simply show some "metaphysical doubt as to the 

material facts." Matsushita, 475 U.S. at 586. Stated another 

way, "[i)f the record, taken as a whole could not lead a rational 

trier of fact to find for the non-moving party, there is no 

genuine issue for triaL" Friou v. Phillips Petroleum Co., 948 

F.2d 972, 974 (5th Cir. 1991) (citing Matsushita, 475 U.S. at 

587). In determining whether a genuine issue exists for trial, 

all of the evidence must be viewed in the light most favorable to 

the motion's opponent. Gremillion v. Gulf Coast Catering Co., 

11 
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904 F.2d 290,292 (5th cir. 1990). 

IV. CAUSES OF ACTION 

Plaintiff's First Amended Complaint states four causes 

of action: (1) breach of contract on the theory of third-party 

beneficiary; (2) breach of contract on the theory that the Rainey 

letter of September 12, 1989, created a contract; (3) breach of a 

duty of good faith and fair dealing; and (4) waste and 

conversion. Plaintiff moves for summary judgment on the two 

breach of contract claims, but maintains that there are issues of 

fact regarding the latter two issues, duty of good faith and fair 

dealing and waste and conversion. The Bank One Defendants move 

for summary judgment on all issues. The Court will address each 

issue in turn. 

A. BREACH OF CONTRACT -- THIRD PARTY BENEFICIARY 

Plaintiff presents five arguments regarding its status as a 

third-party beneficiary; four of these arguments contain facially 

fatal flaws and can be dismissed quickly by the Court. The 

fifth, while on point, does not support a finding of Plaintiff's 

status as an intended third-party beneficiary. 

First, Plaintiff asserts that admissions by the FDIC 

conclusively show that the FDIC intended to make Plaintiff a 

third-party beneficiary. Plaintiff's assertion is irrelevant as 

Plaintiff's third-party beneficiary status is to be determined by 

"the terms of the contract." Resolution Trust corp. v. Kemp, 951 

F.2d 657, 662 (5th Cir. 1992); Talman Home Fed. S. & L. v. 

American Bankers Ins., 924 F.2d 1347, 1351-52 (5th Cir. 1991) 

12 
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(third-party beneficiary inquiry limited to "the four corners of 

the written instrument"); Bruner v. Exxon Co .. U.S.A., 752 S.W.2d 

679, 683 (Tex.App. - Dallas 1988, writ denied). FDIC admissions 

are not terms of the contract. Hence, the Court will not 

consider the FDIC Admissions in determining whether Plaintiff was 

an intended third-party beneficiary. 

Plaintiff next argues that the Bank One Defendants are 

bound to the substantive terms of the contract and that the Bank 

One Defendants failed to comply with the substantive terms. In 

particular, Plaintiff argues that section 4.4(d) of the P&A 

Agreement incorporates the Master Net Lease Agreement into the 

P&A Agreement. See Plaintiff's Motion at p. 10, ~ 14. The 

sUbstantive terms of the P&A Agreement, however, are not 

currently in controversy. The issue currently in controversy is 

to whom are the Bank One Defendants bound, if they are in fact 

bound at all. The P&A Agreement is a contract between the FDIC 

and Bank One. Unless Plaintiff has standing to sue on t:he P&A 

Agreement, the sUbstantive terms of the contract are irrelevant 

for purposes of these motions. 

In a related argument, Plaintiff argues that under 

FIRREA, lessors are protected during the time preceding FDIC's 

disaffirmance of the lease. 12 U.S.C. §1821(e) (4) (A)-(B)." 

11 section 1821(e) (1) provides: 

(A) If the conservator or receiver disaffirms or 
repudiates a lease under which the insured depository 
institution was the lessee, the conservator or receiver 
shall not be liable for any damages (other than damages 
determined pursuant to subparagraph (B» for the 

13 
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Defendants respond that FIRREA was not in effect at the time of 

the signing of the P&A Agreement, and, hence, FIRREA is not 

applicable. The Court need not delve into the applicabi.lity of 

FIRREA or the issue of the effective date of the disaffirmance 

because the terms of FIRREA itself place no burden on Bank One 

Defendants; FIRREA addresses only the relationship between the 

FDIC and the lessors. While FIRREA may protect lessors, nowhere 

does it burden parties other than the FDIC. FIRREA is not 

applicable to the Bank One Defendants. 

Plaintiff then argues that Bank One was in privity with 

the Master Net Lease agreement by virtue of accepting occupancy 

of the bank premises under the P&A Agreement. In support of this 

argument, Plaintiff cites to the First Circuit case of ~awson v. 

FDIC, No. 92-2429, 1993 U.S. App. Lexis 21,199 (1st Cir. Aug. 23, 

1993). Lawson does not support Plaintiff's argument. In Lawson, 

disaffirmance or repudiation of such lease. 

(B) Nothwithstanding subparagraph (A), the lessor 
under a lease to which such subparagraph applies shall-

(i) be entitled to the contractual rent accruing 
before the later of the date--

(I) the notice of disaffirmance or 
repudiation is mailed; or 
(II) the disaffirmance or repudiation becomes 
effective, 

unless the lessor is in default or breach of the 
terms of the lease; 
(ii) have no claim for damages under any 
acceleration clause or other penalty provision in 
the lease; and 
(iii) have a claim for any unpaid rent, 
subject to all appropriate offsets and defensE~s, 
due as of the date of the appointment which shall 
be paid in accordance with this subsection and 
subsection (i) of this section. 

14 
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the First Circuit held that the FDIC was not liable for interest 

on a certificate of Deposit for the unexpired duration of the CD 

after the FDIC had returned the CD owner's principal and accrued 

interest. The First Circuit additionally recognized tha.t the 

assuming bank in that case complied with the sUbstantive terms of 

the P&A Agreement, and, hence, there was absolutely no basis for 

any action against it. The First Circuit did not address the 

question of whether, if the assuming bank had failed to comply 

with the terms of the P&A Agreement, the CD owners would have 

standing to enforce the P&A Agreement, and the First Circuit did 

not address the question of privity.12 Plaintiff has failed to 

provide any support for its argument that the Bank One Defendants 

were in privity to the Master Net Lease Agreement. 

The first relevant argument related to the 

enforceability of the P&A Agreement that Plaintiff presents is 

the argument that it has standing to enforce the P&A Agreement 

because it was a third-party beneficiary of the P&A Agreement. 

In support of this argument, Plaintiff states that the express 

language of the P&A Agreement recognized WFOA as a third-party 

12 The only other case cited by Plaintiff in support of 
its privity argument is equally inapplicable. In capital 
Guidance Associates IV v. NCNB Texas National Bank, 1991 WL 
210740 (S.D Tex. 1991), Magistrate Judge stacy denied a motion 
for summary judgment by the assuming bank Defendant NCNB. Unlike 
this case, the FDIC in that case had never disaffirmed the 
disputed contract and the assuming bank admitted that it was 
bound by the lease agreement. 

In this case, FDIC sent a letter disaffirming the lease 
on September 28, 1989. Additionally, the Bank One Defendants 
contest the applicability of the Master Net Lease Agreement. 
Capital Guidance is not helpful to Plaintiff. 

15 
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beneficiary. Bank One Defendants respond that the express 

language of the P&A Agreement affirmatively denies WFOA third-

party beneficiary status. 

The parties agree that Texas law governs the question 

of third-party beneficiary status. Plaintiff's Brief at p. 8; 

Defendants' Brief at p. 6-7. "Under Texas law, only actual 

parties to a contract or intended third-party beneficiaries can 

claim the benefit of the contract." Resolution Trust Corp. v. 

Kemp, 951 F.2d 657, 662 (5th Cir. 1992) (emphasis in original); 

Bruner v. Exxon Co., U.S.A., 752 S.W.2d 679, 682-83 (Tex App. -

Dallas 1988, writ denied).l3 

The determination of whether a third-party beneficiary 

is intended or incidental is a determination of law, to be 

decided by the Court. Kemp, 951 F.2d at 662. There is a 

rebuttable presumption that a non-party beneficiary of a contract 

is not an intended third-party beneficiary. corpus Christi Bank 

& Trust v. Smith, 525 S.W.2d 501,503-04 (Tex. 1975); ~runer, 

752 S.W.2d at 683 The burden is on the third-party to rebut 

that presumption. Kemp, 951 F.2d at 662. In order to rebut the 

presumption, the third-party "must prove from the terms of the 

contracts that the contracting parties made the contrac1ts for the 

13 There are three types of third-party beneficiaries: (1) 
donor beneficiaries; (2) creditor beneficiaries; and (3) 
incidental beneficiaries. Bruner v. Exxon Co., U.S.A., 752 
S.W.2d 679, 683 (Tex. App.--Dallas 1988, writ denied). Donor 
beneficiaries and creditor beneficiaries are intended 
beneficiaries and may enforce a contract to which they are a 
third-party beneficiary; an incidental beneficiary may not. 
Bruner, 752 S.W. 2d at 683. 
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benefit of the third party and intended to benefit the third 

party at the time the parties entered into the contracts." 

Kemp, 951 F.2d at 662 (emphasis in original). If the language of 

the contract does not clearly reveal the intent of the 

contracting parties to benefit the third-party, then the third-

party beneficiary is considered incidental to the contract and 

cannot enforce the terms of the contract. Moreover, "'if two 

contracting parties expressly provide that some third party who 

will be benefitted by performance shall have no legally 

enforceable right, the courts should effectuate the express 

intent by denying the third party any direct remedy.'" Brunswick 

Corp. v. Bush, 829 S.W.2d 352, 355 (Tex. App. - Ft. Worth 1992, 

no writ) (quoting with approval In Re Gulf Oil/Cities Servo 

Tender Offer Litig., 725 F.supp. 712, 733 (S.D.N.Y. 1989)); 

Conoco. Inc. V. Republic Ins. Co., 819 F.2d 120 123 (5th Cir. 

1987) . 

Plaintiff claims that it is an intended beneficiary of 

the P&A Agreement, and that as such, it has the right t() enforce 

the agreement. In support of this argument, Plaintiff points to 

section 4.4(d) of the P&A Agreement. Section 4.4(d) provides: 

The Assuming Bank shall, during its period of 
occupancy of any Leased Bank Premises, pay all 
operating costs with respect thereto and comply with 
all relevant terms of the applicable lease agreement(s) 
entered into by the Failed Bank, including without 
limitation, the payment of all rent, taxes, fees, 
charges, utilities, insurance and assessments to the 
Receiver or lessor, as the case may be. 

The key phrases under Plaintiff's argument are "comply 

with all relevant terms of the applicable lease" and "to the 
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Receiver or lessor." Plaintiff argues that the former phrase 

makes an explicit reference to an outside agreement. Plaintiff 

further argues that it is the "lessor" referred to in the latter 

phrase. As such, Plaintiff argues, the P&A Agreement explicitly 

and on its face recognizes Plaintiff as an intended beneficiary. 

Plaintiff cites a number of cases in support of its argument. 

Plaintiff's Brief at p. 8-11 (citing Collins Constr. Co. v. 

Taylor, 372 S.W.2d 548 (Tex. civ. App. 1963, writ ref'd n.r.e.); 

Cumis Ins. Soc'y v. Republic Nat'l Bank, 480 S.W.2d 762 (Tex. 

civ. App. 1972, writ ref'd n.r.e.); Hellenic Investment. Inc. v. 

Kroger Co., 766 S.W.2d 861 (Tex. civ. App.--Houston [1st Dist.] 

1989, no writ); Vapor Corp. v. Welker, 582 S.W.2d 858 ('I'ex. civ. 

App. 1979, no writ)). 

Defendants argues that Plaintiff is an incidental 

beneficiary. In support of their argument, Defendants point to 

section 12.5 of the P&A Agreement. section 12.5 reads: 

Subject to the limitations of section 12.6 of this 
Article XII, all terms and conditions of this Agreement 
shall be binding on the successors and assigns of the 
Receiver and the Assuming Bank. Except as otherwise 
specifically provided in this Agreement, nothing 
expressed or referred to in this Agreement is intended 
or shall be construed to give any Person other than the 
Receiver, the Corporation and the Assuming Bank any 
legal or equitable right, remedy or claim under or in 
respect of this Agreement or any provisions contained 
herein, it being the intention of the enti ties hen~to 
that this Agreement, the obligations and statements of 
responsibilities hereunder, and all other conditions 
and provisions hereof are for the sole and exclusive 
benefit of the Receiver, the Corporation and the 
Assuming Bank and for the benefit of no other Person. 
It is specifically understood and expressly agreed that 
the Corporation is an intended third party beneficiary 
of this Agreement and may enforce the Assuming Bank's 
obligations to the corporation hereunder directly and 
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without the need for any consent, assistance or 
intervention of the Receiver. 

Defendants argue that section 12.5 clearly sta.tes that 

the intent of the parties at the time of contracting was to limit 

the benefits of the contract to the Receiver, the Corporation and 

the Assuming Bank. Plaintiff responds that the phrase "'Except as 

otherwise specifically provided" in section 12.5 was an explicit 

reference to section 4.4(d). 

The Court is persuaded by Defendants' argument. The 

Court finds that section 12.5 clearly states that the P&A 

Agreement was intended to exclusively benefit "the Receiver, the 

Corporation and the Assuming Bank." A necessary corollary of 

this reading of section 12.5 is that the P&A Agreement was not 

intended to benefit Plaintiff. since the Court views this as an 

explicit expression of the parties intentions, the Couri: finds 

that Plaintiff, as a third-party, has no direct remedy on the P&A 

Agreement. Brunswick Corp. v. Bush, 829 S.W.2d 352, 355 (Tex. 

App. - Ft. Worth 1992, no writ) (quoting with approval In Re Gulf 

Oil/Cities Servo Tender Offer Litig., 725 F.Supp. 712, 733 

(S.D.N.Y. 1989)); Conoco, Inc. v. Republic Ins. Co., 819 F.2d 120 

123 (5th Cir. 1987). 

The Court concludes that the phrase "except as 

otherwise specifically provided" relied on by Plaintiff does not 

specifically refer to section 4.4(d), and certainly does not 

refer to section 4.4(d) in a clear enough manner overcome the 

presumption against intended third-party beneficiaries. 

Further, the cases which Plaintiff cites in support of 

19 

Case 1:09-cv-01656-RMC   Document 55-10    Filed 11/22/10   Page 20 of 28



its argument are distinguishable from the current case. Some of 

the cases cited by Plaintiff support the argument that section 

4.4(d), standing alone, could be construed to grant all "lessors" 

intended third-party status. See ~ Collins Construction co, 

372 S.W.2d at 550 (granting intended third-party beneficiary 

status to a member of the public based on clauses in the highway 

construction contract that required the construction company to 

be responsible for all damage to property during the course of 

construction). None of the cases cited by Plaintiff, however, 

involved a contract which contained an express statement of the 

contracting parties' intent and an explicit disavowal of third

party beneficiaries. As noted above, this case does involve a 

contract with an express statement of the contracting parties' 

intent. 

Moreover, the P&A Agreement specifically provided that 

"the Corporation" was a third-party beneficiary by stating "It is 

specifically understood and expressly agreed that the Corporation 

is an intended third party beneficiary." Clearly the parties 

understood the relevance of third-party beneficiaries and how to 

designate such beneficiaries as intended. The parties did not so 

designate Plaintiff. 

Under the Texas test for third-party beneficiary 

status, Plaintiff is merely an incidental beneficiary, not 

entitled to enforce the provisions of the P&A Agreement. Bank 

One Defendants' Motion for Summary Judgment is GRANTED on the 

issue of third-party beneficiary. 

20 

Case 1:09-cv-01656-RMC   Document 55-10    Filed 11/22/10   Page 21 of 28



B. BREACH OF CONTRACT -- INDEPENDENT CONTRACT 

Plaintiff argues that the Rainey letter constituted 

either an acceptance of an oral offer made by Plaintiff during 

negotiations in August, 1989, or it constituted a unilateral 

contract by which the Bank One Defendants agreed to abide by the 

terms of the Master Net Lease. Defendants respond that there was 

no offer outstanding at the time the Rainey letter was written so 

that the Rainey letter could not have been an acceptance of an 

outstanding offer. Defendant further argues that the Rainey 

letter was neither intended to be an acceptance of an outstanding 

offer nor was it intended to be a unilateral contract. Finally, 

Defendants argue that even if the Rainey letter is construed to 

be an acceptance of an outstanding offer or the basis for a 

unilateral contract, that the letter was too vague to constitute 

a binding contract. 

Defendants have the better argument. 

"In order to be legally binding, a contract must be 

sufficiently definite in its terms so that a court can understand 

what the promisor undertook .... The material terms of the 

contract must be agreed upon before a court can enforce the 

contract. Where an essential term is open for future 

negotiations, there is no binding contract." T.O. stanley Boot 

Co., Inc. v. Bank of EI Paso, 847 S.W.2d 218 (Tex. 1992) (cites 

omitted). In the case of a lease, the "lease contract must state 

its duration or refer to a certain date of expiration." Virani 

v. Syal, 836 S.W.2d 749, 751 (Tex. App. -- Houston [1st Dist.] 
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1992, writ denied). 

The Court finds that the Rainey letter was too vague 

and indefinite to constitute a lease contract. The fatal blow to 

Plaintiff's argument is the lack of a definite time frame. 

Virani v. Syal, 836 S.W.2d at 751. While it is arguable that the 

phrases used in the Rainey letter adopted the terms of the Master 

Net Lease, the indefinite manner in which it did so, combined 

with the lack of a clear time commitment render the whole letter 

unenforceable as a contract. Thus, whether the Rainey letter is 

viewed as an acceptance of an oral offer, an offer to contract, 

or an independent unilateral contract, the contract is 

unenforceable. 

Since Plaintiff is not an intended third-party 

beneficiary to the P&A Agreement and since there was no agreement 

between WFOA and Bank One under which Bank One could be bound to 

the terms of the Master Net Lease Agreement, the Court finds that 

Bank One was not bound by the terms of the Master Net Lease 

Agreement. 

Plaintiff presents no other indication of an agreement 

between the parties regarding the lease of space in the building 

at 718 Scott. Thus, Bank One was occupying the premises at 718 

Scott without a lease agreement. "If a tenant is holding a 

premises for no certain time as provided by a contract, he is 

merely a tenant at will." Virani v. Syrl, 836 S.W.2d at 751 

(citing Holcomb v. Lorino, 124 Tex. 446, 79 S.W.2d 307, 310 

(1935)). See also 149 Tex. Jur., Landlord and Tenant, § 27. 
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Bank One occupied the premises at 718 Scott Street from October, 

1989, until December, 1990, or January, 1991, as a tenant at 

will. 

Since Bank One was a tenant at will, the proper measure 

of damages is the "reasonable rental value of the premises." 64 

Tex. Jur., Restitution and Constructive Trusts §37; 49 Tex Jur. 

§159; Robb v. San Antonio St. Ry., 18 S.W. 707 (Tex. 1891). 

Reasonable rental value, in this case, means the 

reasonable rental value of the space actually occupied and used 

by the Bank One Defendants. As found above, Bank One was 

occupying the property wholly independent of the Master Net 

Lease; the terms of the Master Net Lease which bound MBank to pay 

for all of the space in the building at 718 Scott are not 

enforceable against Bank One by Plaintiff and are inapplicable to 

the determination of reasonable rental value. As a tenant at 

will, Bank One is only responsible for paying reasonable rental 

value for the space which it occupied. 

The reasonable rental value of the premises occupied 

may be a factual issue. 

Bank One Defendants' Motion for Summary Judgment is 

GRANTED IN PART and DENIED IN PART. Specifically, the Court 

finds that Bank One was not bound by the terms of the Master Net 

Lease Agreement; Bank One occupied the property at 718 Scott as 

a tenant at will from October I, 1989 until it moved out. As a 

tenant at will, Bank One is liable for reasonable rental value 

for the space that it occupied. What constitutes reasonable 
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rental value may be a fact question to be determined at trial. 

C. HOLDOVER TENANT 

Plaintiff argues that Bank One was a holdover tenant. 

Plaintiff is again mistaken. 

Under well established Texas common law, a landlord has 

the option to treat a tenant remaining in possession of the 

premises after expiration of a lease as either a trespasser, or 

as a holdover tenant under the terms of the original lease. 

Bockelmann v. Marynick, 788 S.W.2d 569,571 (Tex. 1990). Thus, 

Plaintiff argues that it had the option of treating Bank One as 

either a trespasser or a holdover tenant under the terms of the 

Master Net Lease Agreement. Plaintiff further argues that by 

allowing Bank One to remain on the premises for fifteen months, 

it exercised the option to treat Bank One as a holdover tenant. 

Plaintiff's argument assumes that Bank One was a party to a 

lease at some time and that Bank One remained on the leased 

premises after the lease expired. In particular, Plaintiff's 

argument assumes that Bank One was a party to the Master Net 

Lease Agreement. As discussed above, Bank One was never a party 

to or bound by the Master Net Lease Agreement, and hence, cannot 

be a holdover tenant. 

D. DUTY OF GOOD FAITH AND FAIR DEALING 

The Bank One Defendants move for summary judgment on 

Plaintiff's claim against them for allegedly breaching a duty of 

good faith and fair dealing owed to Plaintiff. 

"The duty of good faith and fair dealing does not exist 
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in Texas unless intentionally created by express language in a 

contract or unless a special relationship of trust and confidence 

exists between the parties to the contract." Lovell v. Western 

National Life Insurance Co., 754 S.W.2d 298, 302 (Tex. App.-

Amarillo 1988, writ denied) (citing Arnold v. National County 

Mutual Fire Insurance Co., 754 S.W.2d 165, 167 (Tex. 1987); see 

Texas National Bank v. Sandia Mortgage Co., 872 F.2d 692, 698 

(5th Cir. 1989); English v. Fischer, 660 S.W.2d 521, 522 (Tex. 

1983); Thigpen v. Locke, 363 S.W.2d 247, 253 (Tex. 1962). 

This standard "presuppose[s] the existence of a 

contract." Matter of Troy Dodson Const. Co., 993 F.2d 1211, 1215 

(5th Cir. 1993) (emphasis in original). 

Clearly, Bank One owed no duty of good faith and fair 

dealing to WFOA because there was never a contract between Bank 

One and WFOA. Bank One Defendants' Motion for Summary Judgment 

is GRANTED on the claim of good faith and fair dealing. 

E. SINGLE SATISFACTION RULE 

Bank One Defendants present extensive arguments on the 

applicability of the single satisfaction rule to this case. 

Without making any decision on the underlying merits of 

Defendants' argument, the Court finds Defendants' arguments 

premature. 

F. CONVERSION AND WASTE 

In its First Amended Complaint, Plaintiff alleges that 

Bank One Defendants took with them four items to which they were 

not entitled and that the taking constituted waste and conversion 
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of Plaintiff's property.. Defendants move for summary judgment on 

the claim, arguing first that the claim is barred by the statute 

of limitations, and second that Defendants had the right to take 

the items with them. 

The Court finds that Plaintiff's claim for waste and 

conversion relates back to the original complaint; thus under 

Federal Rule of civil Procedure 15(c), the claim is not barred by 

the statute of limitations. 

The Court further finds that there may be disputed 

issues of material fact regarding Plaintiff's claim. Defendants' 

Motion for Summary Judgment as it relates to the claim for waste 

and conversion is DENIED. 
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v. CONCLUSION 

Defendants' Motion In Limine is DENIED. Plaintiff's 

Motion for Summary Judgment is DENIED. Defendants' Motion for 

summary Judgment is GRANTED IN PART and DENIED IN PART. 

Specifically, Defendants' Motion for Summary Judgment on the 

issue of WFOA's third-party beneficiary status is GRANTED; 

Defendants' Motion for Summary Judgment on the issue of the 

Rainey letter creating a contract is GRANTED; Defendants' Motion 

for summary Judgment on the issue of good faith and fair dealing 

is GRANTED; and Defendants' Motion for Summary Judgment on the 

issue of waste and conversion is DENIED. 

SO ORDERED. 

DATED: November~, 1993. 
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INTRODUCTION 

Defendant Federal Deposit Insurance Corporation, in its capacity as Receiver for 

Washington Mutual Bank (“FDIC-Receiver”), respectfully submits this memorandum in support 

of its motion pursuant to Rule 12(b)(6) of the Federal Rules of Civil Procedure to dismiss the 

Complaint filed by Plaintiff North Carolina Department of Revenue (“NCDOR”) and in 

opposition to the motion to dismiss filed by Defendant JPMorgan Chase Bank, N.A. (“JPMC”). 

NCDOR seeks to collect taxes allegedly owed by Washington Mutual Bank 

(“WaMu”) that arose for tax years 1998 through 2001 and 2007.  On September 25, 2008, 

however, WaMu was closed and placed in an FDIC receivership.  FDIC-Receiver transferred 

substantially all of WaMu’s assets and liabilities to JPMC in a Purchase and Assumption 

(“P&A”) Agreement.  Among the liabilities transferred were those on the books and records of 

the bank at the time it failed.  The tax liabilities at issue in this case were on WaMu’s books and 

records prior to its closure.  Nevertheless, in its motion to dismiss, JPMC attempts to transfer the 

liability to FDIC-Receiver. 

NCDOR’s Complaint against FDIC-Receiver should be dismissed.  First, any 

liability for North Carolina taxes arising before WaMu closed was not retained by FDIC-

Receiver but transferred to JPMC.  The Purchase and Assumption Agreement is matter of public 

record, and the Court may apply it on a motion to dismiss.1

                                                           
1  The Court may consider facts alleged in the complaint, documents incorporated in the complaint, 

and matters of which the Court may take judicial notice.  Paylor v. Winter, 600 F. Supp. 2d 
117, 123 (D.D.C. 2009).  In deciding the motion to dismiss, the Court may consider the P&A 
Agreement because NCDOR cites to and relies on it in its Complaint.  Compl. ¶¶ 7, 8, 10, 31; 
see Gustave-Schmidt v. Chao, 226 F. Supp. 2d 191, 196 (D.D.C. 2002); Krooth & Altman v. 
North Am. Life Assur. Co., 134 F. Supp. 2d 96, 99 (D.D.C. 2001).  The P&A Agreement is 
available at http://www.fdic.gov/about/freedom/Washington_Mutual_P_and_A.pdf.  

  Second, under North Carolina’s own 

law, any tax liabilities for 1998 through 2001 are years beyond the statute of limitations and 
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should be dismissed.  Finally, NCDOR’s claim to collect tax penalties from FDIC-Receiver 

should be dismissed because federal law prohibits the collection of such penalties from FDIC-

Receiver.   

BACKGROUND AND SUMMARY OF ALLEGATIONS 

NCDOR’s Proposed Tax Assessment 

NCDOR alleges that it audited “the books and records of [WaMu]” to conclude 

that for tax years 1998 through 2001 and 2007 (Compl. ¶¶ 18-19), WaMu has the following 

alleged outstanding North Carolina tax liabilities: 

Tax Year Tax Assessed Penalty/Interest Interest Less Paid Total 

1998 $7,220.00  $4,726.55  $11,946.55 

1999 $17,048.00 $1,705.00 $9,793.79  $28,546.79 

2000 $27,373.00 $541.50 $2,677.92 ($21,958.00) $8,634.42 

2001 $203,739.00 $50,934.75 $85,294.27  $339,968.02 

2007 $1,177.740.00 $269,195.03 $55,541.51 ($100,959.87) $1,401,516.67 

Total $1,433,120.00 $322,376.28 $158,034.04 ($122,917.87) $1,790,612.45 

 

The 1998 through 2001 liabilities arise from corporate income tax obligations, while the 2007 

assessment is for corporate franchise tax.2

NCDOR issued Notices of Assessment dated December 29, 2008 for these 

liabilities that arose in prior years.

   

3

                                                           
2  Under North Carolina law, an annual franchise tax is imposed on a corporation doing 

business in North Carolina.  The tax is determined on the basis of “the books and records of 
the corporation” at the close of the income year.  N.C. Gen. Stat. § 105-122(a) (emphasis 
added). 

  See N.C. Gen. Stat. § 105-241.9 (procedure for proposing 
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tax assessments).  Each Notice of Assessment states that “[t]he assessment is based on the 

information furnished to our Field Auditor.  Penalty and interest as computed in the field audit 

report has been assessed.”  (Compl. Ex. B at 2-5, 11.)  The 2007 franchise tax assessment notice 

bears an additional notation that “[p]ending overpayments were applied to underpayments as 

requested” by WaMu.  Id. at 11. 

The WaMu Receivership  

On September 25, 2008, the Office of Thrift Supervision closed WaMu and 

appointed the FDIC as its receiver.  See OTS Order 2008-36; Compl. ¶ 9.  FDIC-Receiver 

succeeded to all the rights, titles, powers, privileges, and operations of WaMu with respect to the 

bank, its assets, and its valid obligations.  See 12 U.S.C. § 1821(d)(2).  The powers and duties of 

FDIC-Receiver include the ability to “transfer any asset or liability of the institution in default 

. . . without any approval, assignment, or consent with respect to such transfer.”  12 U.S.C. 

§ 1821(d)(2)(G)(i)(II).   

                                                           

3  The 2007 Form 10-K for WaMu’s holding company, Washington Mutual Inc. (“WMI”), 
states that as of December 31, 2007, “the liability recorded for uncertain tax positions, 
excluding associated interest and penalties, was approximately $500 million. . . . This 
liability represents an estimate of tax positions that the Company has taken in its tax returns 
which may ultimately not be sustained upon examination by the tax authorities.”  WMI 2007 
Form 10-K (Feb. 29, 2008) at 49; see also id. at 16 (stating that the term “the Company” 
refers to WMI and its subsidiaries, including WaMu).  The 2007 Form 10-K also reflected 
accruals of $149 million for the potential payments of interest on unrecognized tax benefits 
and $47 million for the potential payments of tax penalties as of that date.  Id. at 150.  The 
Court may take “judicial notice of the contents of relevant public disclosure documents 
required to be filed with the SEC.”  Kramer v. Time Warner, Inc., 937 F.2d 767, 774 (2d Cir. 
1991);  accord, e.g., In re XM Satellite Radio Holdings Sec. Litig., 479 F. Supp. 2d 165, 174 
n.8 (D.D.C. 2007).  The WMI 2007 Form 10-K is publicly available at 
http://www.sec.gov/Archives/edgar/data/933136/000104746908002083/a2182890z10-k.htm. 
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At the same time as its appointment on September 25, 2008, FDIC-Receiver exercised its 

transfer power by executing a Purchase and Assumption (“P&A”) Agreement with JPMC with 

respect to WaMu’s assets and liabilities.  Section 2.1 of the P&A Agreement, which governs 

JPMC’s assumption of WaMu’s liabilities, provides as follows: 

Liabilities Assumed by Assuming Bank 

Subject to Sections 2.5 and 4.8, [JPMC] expressly assumes at 
Book Value . . . and agrees to pay, perform, and discharge all of 
the liabilities of [WaMu] which are reflected on the Books and 
Records of [WaMu] as of Bank Closing, . . . except as listed on the 
attached Schedule 2.1, and as otherwise provided in this 
Agreement.[4

In addition, Section 12 of the P&A Agreement sets forth the scope of the 

indemnification obligations between FDIC-Receiver and JPMC with respect to WaMu’s assets 

and liabilities.  Section 12.1(b) provides that FDIC-Receiver is not obligated to indemnify JPMC 

for any “claims with respect to any liability or obligation of [WaMu] that is expressly assumed 

by [JPMC] pursuant to this Agreement.”  P&A Agreement § 12.1(b)(2).  By the same token, 

under Section 12.4(a), JPMC agrees to indemnify FDIC-Receiver for “claims based on any and 

]  

P&A Agreement § 2.1 (emphasis added).   

The P&A Agreement broadly defines books and records.  For example, “Records” 

include “any document, microfiche, microfilm and computer records (including but not limited 

to magnetic tape, disc storage, card forms and printed copy) of the Failed Bank generated or 

maintained by the Failed Bank that is owned by or in the possession of the Receiver at Bank 

Closing.”  P&A Agreement at 6. 

                                                           

4  None of the referenced provisions and schedule are relevant to the issue presented here.  
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all liabilities or obligations of [WaMu] assumed by [JPMC] pursuant to this Agreement.”  Id. 

§ 12.4(a).   

NCDOR’s Administrative Claim and Complaint 

On December 31, 2008, NCDOR filed a proof of claim against FDIC-Receiver for 

WaMu’s tax liabilities through FDIC-Receiver’s administrative claims process.  See 12 U.S.C. 

§§ 1821(d)(3)-(13).  FDIC-Receiver disallowed NCDOR’s claim on January 25, 2010, stating 

that NCDOR’s “claim and liability for that claim transferred to JPMorgan Chase” under the 

September 25, 2008 P&A Agreement.   

NCDOR filed its Complaint on March 26, 2010, reasserting its claim against 

FDIC-Receiver and naming JPMC as a defendant “in the alternative” in the event the Court 

determined that liability for its tax claims had passed to JPMC under the P&A Agreement.  See 

Compl. ¶ 41.5

                                                           
5 NCDOR also asserts a claim for relief against the FDIC in its corporate capacity “to the 

extent the assets and funds of FDIC-Receiver are insufficient to pay the Claim of Revenue.”  
Compl. ¶ 35.  FDIC Corporate is a separate legal entity from FDIC-Receiver, and will 
respond to the Complaint separately.  See, e.g., Nat’l Trust for Historic Pres. in U.S. v. FDIC, 
21 F.3d 469, 471 (D.C. Cir. 1994) (per curiam). 

   

 Even if NCDOR were to prevail on its claim against FDIC-Receiver, it would receive only a 
general creditor Receivership Certificate, rather than a distribution, until FDIC-Receiver 
determines there are sufficient assets to pay distributions on proven claims and claimants 
holding Receivership Certificates with a greater statutory priority are paid in full.  “[T]he 
FDIC may use receiver’s certificates as its manner of payment because requiring cash 
payments would subvert the comprehensive scheme of FIRREA, including 12 U.S.C. 
§ 1821(i)(2)’s limitation on an unsecured general creditor’s claim to only a pro rata share of 
the proceeds from liquidation of the financial institution’s assets.”  Battista v. FDIC, 195 
F.3d 1113, 1116 (9th Cir. 1999).  Accord, e.g., McAllister v. RTC, 201 F.3d 570, 581 (5th 
Cir. 2000) (court “note[s] in closing that appellants were issued [Receivership] certificates 
for the full value of their . . . benefits. Those certificates entitle [appellants] to exactly what 
they bargained for . . . .”); RTC v. Titan Fin. Corp., 36 F.3d 891, 892 (9th Cir. 1994) (holding 
that “a failed institution or its receiver may use a Certificate of Award to pay creditors,” and 
that a creditor is not entitled to “cash or its equivalent”); Nasoordeen v. FDIC, No. 08-05631, 

(Footnote continued on next page) 
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ARGUMENT 

I. NORTH CAROLINA TAX LIABILITY TRANSFERRED TO JPMC 
UNDER THE P&A AGREEMENT.  

Under the terms of FDIC-Receiver’s P&A Agreement with JPMC, any North 

Carolina tax liability that arose before WaMu closed was transferred to JPMC.  Any such tax 

liability accrued at the end of a taxable period in 1998 through 2001 and 2007, not when it was 

assessed in late 2008.  As a matter of law, North Carolina corporate franchise and income tax 

accrue based on the “books and records” of the bank.  The liabilities on WaMu’s books and 

records on or before the time WaMu closed on September 25, 2008 were transferred to JPMC 

under the terms of the P&A Agreement.  The transfer of WaMu’s tax liabilities to JPMC 

extinguished FDIC-Receiver’s potential liability for those taxes.  As a result, NCDOR should 

look to JPMC for any pre-receivership taxes obligations.   

A. Tax Liability Accrues At The End Of A Taxable Period, Not 
When It Is Assessed.  

Tax liability accrues at the end of the taxable period, rather than the date of 

assessment.  See, e.g., In re Bayly Corp., 163 F.3d 1205, 1209 (10th Cir. 1998) (citing cases); 

Matter of Swift, 129 F.3d 792, 799 n.41 (5th Cir. 1997) (“Assessment is an effective tool for 

notifying a taxpayer of additional tax liabilities. . . .  It also creates a concrete and specific risk 

that penalties and interest will be assessed.  An assessment does not create or change the 

                                                           

(Footnote continued from prior page) 
2010 WL 1135888, at *4 (C.D. Cal. Mar. 17, 2010) (“[W]ere plaintiffs to prevail on their 
claims” against the FDIC as receiver, “they would obtain receivership certificates in the 
amount of their recovery.”); Chicago Title & Trust Co. v. Timotijevic, No. 02-C-2165, 2004 
WL 691754, at *2-3 (N.D. Ill. Mar. 29, 2004) (payment by Receivership Certificate is 
payment in full); Franklin Bank v. FDIC, 850 F. Supp. 845, 847-48 (N.D. Cal. 1994) 
(payment by Receivership Certificate is payment in full) (relying on Midlantic Nat’l 
Bank/North v. Fed. Reserve Bank, 814 F. Supp. 1195 (S.D.N.Y. 1993)). 
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taxpayer’s initial tax obligation that was owed, however.”); In re Columbia Gas Transmission 

Corp., 37 F.3d 982, 994 (3d Cir. 1994); In re Midland Indus. Serv. Corp., 35 F.3d 164, 167 (5th 

Cir. 1994); City of New York v. FDIC, 40 F. Supp. 2d 153, 162 n.9 (S.D.N.Y. 1999); Hatcher v. 

Comm’r, 45 T.C.M. (CCH) 1244, 1983 WL 14173 (T.C. Apr. 7, 1983); Broadwell Realty Corp. 

v. Coble, 231 S.E.2d 656, 659 (N.C. 1977) (“Taxes are generally deemed to accrue when all 

events have occurred which fix the amount of the tax and the taxpayer’s liability therefor.”).  

Thus, the fact that formal notice of NCDOR’s assessment was issued after WaMu closed is 

immaterial.   

Here, the tax assessed was for years 1998 through 2001 and 2007.  The relevant 

taxable period is the “income year.”  See N.C. Gen. Stat. § 105-130.2 (defining “income year”); 

see also id. §§ 105-122 (franchise tax); 105-130.17 (corporate income tax).  Under the basic 

principles of tax law described above, the liability for these years ended at the end of their 

respective income years.  Therefore, any liability from WaMu for these years arose years before 

the bank closed.   

B. North Carolina Corporate Income And Franchise Tax Accrues 
Based On The “Books And Records” Of The Corporation.  

North Carolina law requires that corporate franchise taxes be computed on the 

basis of the corporation’s “books and records.”  N.C. Gen. Stat. § 105-122(a).  As to franchise 

tax, every corporation doing business in North Carolina must “annually make and deliver to the 

Secretary [of Revenue] . . . a full, accurate, and complete report and statement . . . containing the 

facts and information required by the Secretary as shown by the books and records of the 

corporation at the close of the income year.”  Id. (emphasis added).  As to income tax, 

corporations were required to pay a percentage of the State net income of 7.25 percent in 1998, 

7 percent in 1999, and 6.9 percent after 1999.  Id. § 105-130.3.  That net income must “be 
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computed in accordance with the method of accounting it regularly employs in keeping its 

books.”  Id. § 105-130.15(a).   

In order to “ascertain[] the correctness of any return . . . or determin[e] the 

liability of any person for a tax,” NCDOR is empowered to conduct a field audit “to examine . . . 

any books, papers, records, or other data which may be relevant or material to such inquiry.”  

N.C. Gen. Stat. § 105-258; see, e.g., Clinchfield R. Co. v. Lynch, 605 F. Supp. 1005, 1012 

(E.D.N.C. 1985) (describing field audit “where both the taxpayer’s physical plant and his records 

are reviewed”); Wal-Mart Stores East, Inc. v. Hinton, 676 S.E.2d 634, 640-41 (N.C. App. 2009) 

(describing audit process).  Here, NCDOR conducted just such a field audit prior to the proposed 

assessment.  See Compl. Ex. B at 2-5, 11 (stating that the assessments are “based on the 

information furnished to our Field Auditor”); see also Compl. ¶¶ 7-8.  Indeed, the tax 

assessments reflect that WaMu assisted in the audit by furnishing information to the Field 

Auditor.  See Compl. Ex. B.  The request, noted on the 2007 franchise tax assessment, that 

“pending overpayments” to the franchise tax be “applied to underpayments” further shows pre-

closure discussions between WaMu and NCDOR regarding the fact that the 2007 franchise tax 

had been underpaid.  See Compl. Ex. B at 6-11. 

In addition, Generally Accepted Accounting Principles (“GAAP”) require that 

companies establish adequate reserves for contingent tax liability.  See United States v. Textron 

Inc. & Subsidiaries, 577 F.3d 21, 23 (1st Cir. 2009) (“The calculation of such reserves entails 

preparing work papers describing [the taxpayer]’s potential liabilities for further taxes; these 

underpin the tax reserve entries in its financial statement and explain the figures chosen to the 

independent auditor who certifies that statement as correct.”).  The work papers supporting these 

reserves must “contain an overall evaluation of the sufficiency of the corporation’s reserve for 
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contingent tax liabilities, including an item-by-item analysis of the corporation’s potential 

exposure to additional liability, . . . [and]  highlight[] those areas in which the corporate taxpayer 

has taken a position that may, at some later date, require the payment of additional taxes.”  

United States v. Arthur Young & Co., 465 U.S. 805, 813 (1984).  Thus, because GAAP required 

WaMu to support its contingent liability calculations and its establishment of a reserve to cover 

its potential exposure to additional liability, its pre-closure state tax work papers would contain 

supporting documentation related to the NCDOR field audit and the computation of its corporate 

income and franchise tax liabilities for the years in question.  Such documentation would include 

reserve calculations, line item accruals, and discussion of any uncertain tax positions that could 

give rise to contingent state tax liability.   

C. The P&A Agreement Transferred The Tax Liabilities On 
WaMu’s Books And Records As Of September 25, 2008.  

In its June 21, 2010 motion to dismiss, JPMC takes the position that the tax 

liabilities at issue here were not reflected in WaMu’s pre-closure books and records and thus 

remained with FDIC-Receiver under the P&A Agreement.6

                                                           
6 In doing so, JPMC attempts to rewrite the P&A Agreement by limiting transferred liabilities 

to “final, confirmed assessments.”  JPMC Mot. at 10.  Of course, that is not what the P&A 
Agreement says; the Agreement actually provides for transfer of “all of the liabilities of the 
Failed Bank which are reflected on [WaMu’s] Books and Records.”  P&A Agreement § 2.1 
(emphasis added).   

  See JPMC Mot. at 9-16.  In support 

of this position, JPMC submits a declaration from its Managing Director for Tax, C. Jack Read, 

who previously served as WaMu’s Director of State and Local Tax, Planning and Consulting.  

Read states his familiarity with WaMu’s tax policies and accounting practices and that “[a]s of 

September 25, 2008, none of the accounting records of [WaMu] or its subsidiaries reflected the 
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tax assessments that NCDOR describes in its ‘Notices of Tax Assessment’ dated December 29, 

2008.”  Read Decl. ¶ 6 (emphasis added).   

Read’s declaration, however, relies on the implicit assumption that a tax liability 

is not reflected on a company’s books and records until an assessment is made.  At the very least, 

WaMu possessed the information that was the basis of NCDOR’s tax assessments, as North 

Carolina law requires NCDOR to determine liability based on WaMu’s records.  But perhaps 

more importantly, Read paints an incomplete picture of WaMu’s tax accounting by limiting his 

review to a narrow, self-defined class of “accounting records.”  Read Decl. ¶ 6.  As defined in 

the P&A Agreement, however, the term “records” is not limited to accounting records, but is 

drawn far more broadly to encompass “any document, microfiche, microfilm and computer 

records . . . of the Failed Bank generated or maintained by the Failed Bank.”  P&A Agreement 

at 6.7

                                                           

7  Indeed, the P&A Agreement specifically distinguishes between “Records” and “Accounting 
Records” in a way that indicates that the latter is only a subset of the former.  Compare P&A 
Agreement at 2 (defining “Accounting Records”) with id. at 6 (defining “Records”). 

  By making no representations regarding the contents of this broader category of “records,” 

Read avoids any mention, inter alia, of work papers relating to contingent state tax liability 

reserves or records of information provided in connection with field audits, both of which (as 

“records” of WaMu) would be further evidence that the tax liabilities in question had accrued at 

the end of the taxable period and were reflected on WaMu’s books and records prior to its 

closure, regardless of when they were formally assessed.  In fact, the Court could easily credit 

Read’s testimony and nevertheless find that the North Carolina tax liabilities were reflected on 

WaMu’s pre-closure books and records.   
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D. Transfer Of WaMu’s Tax Liabilities Extinguished FDIC-
Receiver’s Potential Liability.  

When FDIC-Receiver exercised its statutory power under the Financial 

Institutions Reform Recovery and Enforcement Act of 1989 (“FIRREA”) (Pub. L. 101-73) to 

“transfer” these tax liabilities to JPMC, see 12 U.S.C. § 1821(d)(2)(G)(i)(II), it did so fully, and 

did not retain any aspect of the tax liabilities assumed by Chase.  Nothing in the statute or the 

P&A Agreement even hints that FDIC-Receiver remained obligated for the transferred liabilities.  

Nor would such an interpretation comport with FIRREA’s statutory objectives to allow FDIC-

Receiver to resolve failed banks as expeditiously as possible.8

The FDIC-Receiver’s power to transfer a failed institution’s liabilities is 

consistent with the general principle that when an entity purchases the assets of an ongoing 

business and expressly or impliedly assumes the related liabilities, the acquiring entity succeeds 

to the pre-sale debts and obligations of the business, thereby extinguishing the liability of the 

seller.  See, e.g., United States v. First N. Dakota Nat’l Bank, 137 F.3d 1077, 1080 (8th Cir. 

1998); Hatco Corp. v. W.R. Grace & Co., 59 F.3d 400, 406 (3d Cir. 1995); In re Chicago, 

Milwaukee, St. Paul, & Pac. R. Co., 789 F.2d 1281, 1282-83 (7th Cir. 1986); United States v. 

Sunoco, Inc., 637 F. Supp. 2d 282, 288 (E.D. Pa. 2009); Goodman v. Challenger Int’l, Ltd., No. 

94-1262, 1995 WL 402510, at *3-4 (E.D. Pa. July 5, 1995) (“[W]here the purchaser expressly or 

impliedly assumes the seller’s liabilities . . . courts have determined that the transferor is no 

   

                                                           

8 See, e.g., Freeman v. FDIC, 56 F.3d 1394, 1398 (D.C. Cir. 1995); E.I. du Pont de Nemours 
& Co. v. FDIC, 32 F.3d 592, 595 (D.C. Cir. 1994) (“A purchase and assumption must be 
made with great speed, usually overnight, in order to preserve the going concern value of the 
failed bank and avoid an interruption in banking services.”) (internal quotation marks and 
citation omitted).   
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longer responsible for the transferred liability, including the conducting of litigation over that 

liability.”) (citing cases).9

Courts discussing the transfer power of the FDIC-Receiver have also assumed 

that FDIC-Receiver’s liability ends when the transferee’s liability begins.  Put differently, prior 

cases contemplate that a liability is held by either FDIC-Receiver or the assuming institution, not 

both.

   

10

                                                           

9 In other situations where a third party assumes an obligation to perform under an agreement, 
i.e., situations not involving the sale of an ongoing business, the original obligor generally is 
not relieved of its obligations to the extent the assuming party does not perform, unless the 
obligee consents to the assumption.  To interpret FDIC-Receiver’s transfer power under 
Section 1821(d)(2)(G) as not relieving it of the transferred liability would be inconsistent 
with the statutory language, which permits FDIC-Receiver to transfer “any . . . liability of the 
institution . . . without any approval . . . or consent.”  12 U.S.C. § 1821(d)(2)(G)(i)(II).  
FDIC-Receiver’s liability-transferring power is not so constrained.  See, e.g., Freeman, 56 
F.3d at 1398-99; Courtney v. Halleran, 485 F.3d 942, 948-49 (7th Cir. 2007).   

10 Indeed, some provisions of the P&A Agreement would make little sense if JPMC and FDIC-
Receiver both held concurrent liability.  For instance, Section 12.1(b)(14) of the Agreement 
provides that FDIC-Receiver will not indemnify JPMC for any “claims based on, related to, 
or arising from any . . . liability assumed by the Assuming Bank.”  Concurrent liability would 
essentially render this provision a nullity.  

  See, e.g., Acevedo v. First Union Nat’l Bank, 357 F.3d 1244, 1248 (11th Cir. 2004) 

(rejecting argument that P&A agreement provision “shift[ed] the liability” for a particular asset 

“back to the FDIC”);  Hennessy v. FDIC, 58 F.3d 908, 913 (3d Cir. 1995) (describing liabilities 

retained by FDIC-Receiver after signing P&A agreement as only “the liabilities not assumed by 

[the assuming institution]”); FDIC v. Condit, 861 F.2d 853, 855 (5th Cir. 1988) (concluding that 

FDIC-Receiver “maintained no direct interest in [transferred assets] after the purchase and 

assumption transaction was consummated”); Danilyuk v. JP Morgan Chase Bank, N.A., No. 10-

0712, 2010 WL 2679843, at *3 (W.D. Wash. July 2, 2010) (“There is no dispute that the FDIC 

had the authority to transfer certain Washington Mutual liabilities to Chase through the P & A 
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Agreement while retaining others.”).  That principle follows from the substantial discretion that 

Section 1821(d)(2)(G)(i)(II) grants FDIC-Receiver to determine “which assets and liabilities of a 

failed thrift should be sold and transferred, and which it should keep.”  Payne v. Sec. Sav. & 

Loan Ass’n, F.A., 924 F.2d 109, 111 (7th Cir. 1991).   

Here, JPMC purchased an ongoing banking operation.  In connection with that 

purchase, FDIC-Receiver transferred to JPMC, and JPMC expressly assumed, substantially all of 

WaMu’s liabilities.  These liabilities included tax liabilities, like those in this case, that were 

reflected in WaMu’s books and records.  FDIC-Receiver was thereby relieved of its liability for 

these obligations, while only JPMC remained liable.  Consequently, the Complaint should be 

dismissed against FDIC-Receiver. 

II. NORTH CAROLINA’S TAX ASSESSMENTS FOR 1998 
THROUGH 2001 ARE BARRED BY THE STATUTE OF 
LIMITATIONS.  

The North Carolina tax assessments from 1998 through 2001 should be dismissed 

as barred by North Carolina’s own statute of limitations.  “A defendant may raise the affirmative 

defense of statute of limitations via a Rule 12(b)(6) motion when the facts that give rise to the 

defense are clear from the face of the complaint.”  Turner v. Afro-Amer. Newspaper Co., 572 F. 

Supp. 2d 71, 72 (D.D.C. 2008) (internal quotation marks and citation omitted); see also Smith-

Haynie v. District of Columbia, 155 F.3d 575, 578 (D.C. Cir. 1998) (dismissing complaint on a 

Rule 12(b)(6) motion where statute of limitations bar was evident on face of complaint).  “If ‘no 

reasonable person could disagree on the date’ on which the cause of action accrued, the court 

may dismiss a claim on statute of limitations grounds.”  DePippo v. Chertoff, 453 F. Supp. 2d 30, 

33 (D.D.C. 2006).  Moreover, because a complaint must state a plausible – not merely possible – 

claim for relief to survive a motion to dismiss, Ashcroft v. Iqbal, 129 S. Ct. 1937, 1949-50 
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(2009), a plaintiff’s “bare assertion” of timeliness is not enough once “defendants have 

highlighted the apparent untimeliness of the complaint,” Bishop v. Lucent Techs., Inc., 520 F.3d 

516, 520 (6th Cir. 2008). 

Under North Carolina law, with limited exceptions that do not clearly apply here, 

the statute of limitations for NCDOR proposing a tax assessment runs “three years” after either 

the due date of a tax return or after the taxpayer files the return.  N.C. Gen. Stat. § 105-241.8(a).  

For the years in question, the due date of a tax return under North Carolina law was two and a 

half months after the close of the financial year.  Id. §§ 105-122 (franchise tax), 105-130.17(b) 

(corporate income tax).  NCDOR “must propose an assessment within the statute of limitations 

for proposed assessments unless the taxpayer waives the limitations period in writing.”  Id. 

§ 105-241.9(b); see also, e.g., In re Ernst & Young LLP, 684 S.E.2d 151, 155 (N.C. 2009).   

Here, the due dates of the returns for years 1998 through 2001 were more than 

three years before the proposed assessment for those years dated December 29, 2008.  Indeed, 

the latest return for these years would have been in 2002, see N.C. Gen. Stat. §§ 105-122, 105-

130.17(b), more than six years before the proposed assessment.  Under its own law, NCDOR 

“must” propose the assessment within the three year statute of limitations.  N.C. Gen. Stat. 

§ 105-241.9(b).  The face of the complaint shows that the proposed assessments at the end of 

December 2008 were years beyond the statute of limitations for assessments for 1998 through 

2001.  NCDOR nowhere alleges that WaMu waived the statute of limitations in writing.11

                                                           

11  Any written waiver of the limitations period for proposed tax assessments by WaMu prior to 
its closure would, of course, be further evidence that the tax liabilities were on WaMu’s 
books and records and, hence, transferred to JPMC.  

  See 

17 N.C. Admin. Code 1C.0307 (outlining procedure for written waiver).  Nor does NCDOR 
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allege that any of the exceptions to the statute of limitations apply here.  Therefore, because “the 

dates included in the complaint show that the limitations period has been exceeded and the 

complaint fails to ‘sketch a factual predicate’ that would warrant the application of either a 

different statute of limitations period or equitable estoppel, dismissal is appropriate.”  Santana-

Castro v. Toledo-Davila, 579 F.3d 109, 114 (1st Cir. 2009) (internal quotation marks and citation 

omitted).  The alleged tax liabilities for years 1998 through 2001, amounting to an alleged 

$389,095.78, should be dismissed under North Carolina’s own statute of limitations.   

III. TAX PENALTIES AGAINST FDIC-RECEIVER ARE BARRED BY 
12 U.S.C. § 1825(b)(3).  

FDIC-Receiver is exempt from all tax-related penalties and fines, because 12 

U.S.C. § 1825(b)(3) provides a “complete defense” to such claims.  King v. Long Beach 

Mortgage Co., 672 F. Supp. 2d 238, 246 (D. Mass. 2009).  In particular, Section 1825(b)(3) 

provides that FDIC-Receiver: 

shall not be liable for any amounts in the nature of penalties or 
fines, including those arising from the failure of any person to pay 
any real property, personal property, probate, or recording tax or 
any recording or filing fees when due. 

12 U.S.C. § 1825(b)(3) (emphasis added).  Part of Congress’s objective in passing Section 

1825(b)(3) was to address the very types of tax penalties seen in the instant case.  See, e.g., 

Hennessy, 58 F.3d at 924 n.11 (Section 1825(b)(3) particularly “concern[s] exemptions from 

taxes”); FDIC v. Bergan, 534 N.W.2d 250, 253 (Mich. Ct. App. 1995) (Section 1825(b)(3) 

provides FDIC-Receiver with “immunity from ‘penalties’ . . . in the context of taxation”) 

(internal quotation marks and citation omitted).   

The meaning and applicability of the statutory text is clear.  As this Court has 

previously explained, “[t]he plain meaning of the statutory provision can admit of no other 

construction than that Congress intended to fully exempt the FDIC from any kind of penalties 
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that arise from delinquency in tax payment, regardless of the identity of the ‘person’ who is at 

fault.”  County of Fairfax, Va. v. FDIC, No. 92-0858, 1993 WL 62247, at *3 (D.D.C. Feb. 26, 

1993).  The bar against penalties applies even if they arose prior to the receivership.  Irving 

Indep. Sch. Dist. v. Packard Props., 970 F.2d 58, 62 (5th Cir. 1992) (“[T]he FDIC cannot be 

forced to pay penalties, including any penalties imposed because of the failure of the previous 

owners to pay taxes.”).  And the bar applies regardless of when the penalties were actually 

assessed.  In re County of Orange, 262 F.3d 1014, 1021-22 (9th Cir. 2001) (“[T]he FDIC is not 

liable for [penalties].  This is true whether the redemption penalties were assessed before or after 

the FDIC became receiver.”).12

The plain reading of Section 1825(b)(3) allows the FDIC to fulfill the statutory 

goals embodied in FIRREA.  FIRREA was passed to allow the FDIC “to dispose of the bulk of 

claims against failed financial institutions expeditiously and fairly.” H.R. Rep. No. 101-54(I) at 

419 (1989), as reprinted in 1989 U.S.C.C.A.N. 86, 215.  Section 1825(b)(3) is an essential tool 

to rapidly resolve failed institutions: 

 

By immunizing the FDIC as receiver from personal liability for 
penalties, prohibiting any involuntary lien from attaching to 
receivership property, and precluding the levy, foreclosure, or 
forced sale of such property, Congress has plainly afforded the 
FDIC needed discretion and latitude to perform its critical 
receivership function with relative impunity. . . . The FDIC as 
receiver is insulated from personal liability, and receivership 

                                                           

12 RTC Commercial Assets Trust 1995-NP3-1 v. Phoenix Bond & Indem. Co., 169 F.3d 448 
(7th Cir. 1998), is not to the contrary.  In Phoenix Bond, a private assignee of property from 
the RTC argued that Section 1825(b)(3) extinguished certain tax liens on the property based 
on pre-receivership penalties.  Id. at 456.  The court rejected the assignee’s argument, but 
noted that the statute should be read to “relieve RTC and its successors of personal liability 
for the listed charges.”  Id. at 458 (emphasis in original).  Here, NCDOR seeks to hold FDIC-
Receiver personally liable for the corporate franchise taxes, something even Phoenix Bond 
recognizes is not possible. 
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property is accorded immunity, so that the FDIC may dispose of 
these assets in a manner and within a time frame informed by its 
sound discretion, without liability for penalties or concern for 
forced sale, attachment of involuntary liens, and the like while the 
receivership is in place. 

Carrollton-Farmers Branch Indep. Sch. Dist. v. FDIC, 776 F. Supp. 1180, 1186-87 (N.D. Tex. 

1991).  But “[i]t is self-evident that if the FDIC could be visited by the sins of its predecessor . . . 

the policy aim of Congress could be completely frustrated.”  In re Charter Executive Ctr. Ltd., 

34 B.R. 131, 135 (Bankr. S.D. Fla. 1983).  Moreover, the purposes of the tax penalties – to 

punish tardy payments and deter inappropriate tax avoidance – would not be served by levying 

penalties against FDIC-Receiver.  See, e.g., FDIC v. Claycomb, 945 F.2d 853, 861 (5th Cir. 

1991) (noting that a penalty assessed against the FDIC “could have no deterrent effect, and 

would only serve to punish innocent creditors of the failed institution by diminishing available 

assets”); cf. Simonson v. Grandquist, 369 U.S. 38, 40-41 (1962) (observing in bankruptcy 

context that “[t]ax penalties are imposed at least in part as punitive measures against persons 

who have been guilty of some default or wrong. Enforcement of penalties against the estates of 

bankrupts, however, would serve not to punish the delinquent taxpayers, but rather their entirely 

innocent creditors.”). 

There can be no question that NCDOR seeks to recover unrecoverable penalties.  

NCDOR specifically labels many of the requested amounts as “PENALTY/INTEREST.”  

Compl. Ex. B.  Thus, apart from any liability to NCDOR for the outstanding tax liabilities and 

accrued interest, Section 1825(b)(3) precludes liability for the associated penalties, which 

comprise $322,376.28 of NCDOR’s total claim.   
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CONCLUSION 

For the foregoing reasons, FDIC-Receiver’s motion should be granted.   
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FEDERAL DEPOSIT INSURANCE 
CORPORATION, as receiver for 
Washington Mutual Bank; JPMORGAN 
CHASE BANK, National Association; and 
WASHINGTON MUTUAL MORTGAGE 
SECURITIES CORPORATION, 
 
  Defendants. 
 

 
 
 
 
 
 
 
Case No. 1:09-cv-1656 (RMC) 
 
 
 

 
[PROPOSED] ORDER GRANTING JPMORGAN CHASE BANK, N.A. AND 
WASHINGTON MUTUAL MORTGAGE SECURITIES CORPORATION’S 

MOTION TO DISMISS AND MOTION FOR PARTIAL SUMMARY JUDGMENT 
 

Upon consideration of the Memorandum of Points and Authorities of 

JPMorgan Chase Bank, N.A. (“JPMC”) and Washington Mutual Mortgage Securities 

Corp. (“WMMSC”) in Support of their Motion to Dismiss and Motion for Partial 

Summary Judgment, all opposition thereto, and the Reply Memorandum in further 

support thereof, the Court concludes that the Amended Complaint failes to state a claim 

on which relief can be granted and that JPMC and WMMSC are entitled to judgment as a 

matter of law that any liabilities from this litigation that were not on the general ledger, 

subsidiary ledgers, and supporting schedules of Washington Mutual Bank as of 

September 25, 2008 fall on the FDIC either directly or as indemnitor for JPMC.  

Therefore, it is this _____ day of ______________________, 2011, hereby 
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ORDERED, that JPMorgan Chase Bank, N.A. and Washington Mutual 

Mortgage Securities Corp.’s Motion to Dismiss and Motion for Partial Summary 

Judgment be, and the same hereby are, GRANTED, and it is further 

ORDERED, that Count I of the above-captioned action is dismissed with 

prejudice, and it is further 

ORDERED, that declaratory judgment be, and the same hereby is, 

entered on Count II of the above-captioned action in the form described above. 

 

      _____________________________ 

             United States District Judge
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