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Subprime 60-Day Delinquencies by Mortgage Vintage Year
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Figure 1. Homeownership Rate Figure 3. All Mortgage Originations
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Robert J. Shiller, “Understanding Recent Trends in House Prices and Home Ownership”, Yale University, October 2007.
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Company Problem Company Problem
Absolute Capital Client withdrawals suspended; CDO/ KfW Group Covering losses at IKB

subprime losses Lehman Brothers Various subprime/securities/loan losses
Accredited Home Planned sale to Lone Star Fund in LoanGity Closed

Lenders Holding Co.
AlG
Alliance Boots
Allison Transmission

American Home
Investment Morntgage

Ameriquest Mortgage
Co.

Arcelor Finance
A-TEC

Bank of America
Barclays

Basis Capital Funds
Management

Bear Stearns
Braddock Financial

Caliber Global Investment

Catalyst Paper
Caxton Associates
C-Bass

Citigroup
Commerzbank
Countrywide Financial
DAE Aviation
Deutsche Bank

Dillon Read Capital
Management

Dollar General

ECC Capital Corp.
EquiFirst Holdings
First Franklin

First Gulf Bank

First NLC Financial
Services Inc.

Fremont Investment & Loan

Gazprom

Goldman Sachs
Harmony Gold

Harvard Management
HSBC

IKB

Insight Communications
J_P. Morgan Chase

jeopardy
“Mortgage-backed securities, CDO losses”™
KKR-led LBO funding problems
Carlyle-led LBO funding problems
Bankrupt; specialized in
Alt-A mortgages
Closed all retail offices; new sales
through brokers

Bond issue put on hold
Bond issue put on hold
Various subprime/securities/loan losses
Various subprime/securities/loan losses

Client withdrawals suspended; declared
in default by lenders

Hedge fund meltdowns

Closed Galena Street Fund

Closed; subprime losses

Bond sale cancelled

Margin calls from lenders

Margin calls after writedown; seeking
capital

Various subprime/securities/loan losses

Hit by subprime losses

Various subprime/securities/loan losses

Barclays postpones loan

Various subprime/securities/loan losses

Closed by UBS

Private equity deal; terms changed to
lure buyers

Sold mortgage operation to Bear Stearns
Sold by Regions Financial to Barclays
Sold by National City to Merrill Lynch
Bond issue put on hold

Closed

Shut down mortgage unit

Bond issue put on hold

Global Alpha hedge fund declining

Bond issue put on hold

Losses at Sowood

Subprime losses

Hit by subprime losses

Funding preblems with private-equity bid
Various subprime/securities/loan losses

Luminent Mortgage
Macqurie Bank
Magnum Coal

Massachusetts state
pension system

Maxeda

Merrill Lynch

MISC BHD

MortgagelT Holdings Inc.
Myers Industries

NetBank Funding
Services

New Century Financial
Corp

OAC Rosneft
Oddo & Cie
Oneida

Opteum Financial
Services

Option One Mortgage
Corp.
Oreck

Ownit Mortgage
Solutions

Oxygen Media
Quebecor

ResMAE Mortgage Corp.
Royal Bank of Scotland
ServiceMaster

Silverton Casino
Sowood Capital

Stolle Machinery
Stoneridge

Thomson Learning

Tyco
U.S. Foodservice

uBs

Union Investment Asset
Mmgt.

United Capital Asset
Management

Wells Fargo

Y2K Finance

Margin calls

Hedge funds hit by subprime losses
Bond issue put on hold

Losses at Sowood

LBO-related bond issue cancelled
Various subprime/securities/loan losses
Bond issue put on hold

Sold to Deutsche Bank

LBO put on hold

Shutting down

Bankrupt

Bond issue put on hold
Closing three funds
Bank loan cancelled

Shut down some operations, sold the
rest

Sold by H&R Block to Cerberus

Bond sale cancelled
Bankrupt

Bond sale cancelled

Bond sale cancelled

Bankrupt; sold to Citadel

Various subprime/securities/loan losses
LBO-related bond sale cancelled

Bond sale postponed

Closed after losses

Bank loan cancelled

Bond issue put on hold

Bond sale cancelled; underwriters left
holding debt

Bond sale cancelled

LBO-related bond sale postponed;
underwriters left holding debt

Losses at Dillon Read

Client withdrawals halted
on subprime fund

Redemptions suspended

Various subprime/securities/loan losses
Subprime losses

J. Hoefle, “Panic Is in the Air

as Financial System

Implodes”, EIR Economics,

Aug 17. 2007.
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Effective Leverage

$300 Bil.
Credit-Oriented
Hedge Funds

Hedge Fund
Client Assets

.

5.00—6.0x
Leverage from
“Slreet”

$1.5 Tril -$1.8 Tril.

in
Credit Assets

Senior
Obligations

Financial
Leverage

Invested in
Levered Credit
Instruments

Second lien leveraged
loans

High yield bonds
Subordinate/mezzanine
ABS/MBS/CDOs
Leveraged CDS

Bridge loans/private
equity

Economic
Leverage

/

~

¥ Equals “Effective Leverage”

3

Market Reaction

Forced selling further widens

credit spreads and mark-to-

market losses

@

®

Investment Banks
Margin call on certain credit-
oriented hedge funds and
reduction of credit lines

e
EVENT

Credit-Oriented
Hedge Funds

Forced selling of assets under,

management to meet

margins/delever positions

Y

Fitch Inc., Credit Policy Special Reports, 2005 & 2007.

Possible Credit Market Impact
*  Spread widening
+ Deleveraging (i.e. market value structures)
*  Refinancing risk (i.e. high yield credits)

* Reduced issuance (i.e. ABS/RMBS)
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= Quants' avoidance of the limelight has only amplified the aura of stars like James Simons of
Renaissance Technologies Corp. and David Shaw of D.E. Shaw Group. Large investors such as
pension funds seek the steady returns these funds have produced. Assets in just two common types
of quant funds -- known as "statistical arbitrage" and "market neutral” funds -- have risen
nearly 60% in two years, to $96 billion as of June 30, according to research group Hedgefund.net.
The rise reflects both investment gains and new money.

= Against this backdrop, quant funds' turmoil in late July and early August was all the more
disconcerting. The broader U.S. stock market fell about 4% in that stretch. But Renaissance
Institutional Equities slid 8.7%. Another big quant fund, AQR Capital Management, lost 13%o.
A Goldman Sachs Group Inc. quant fund called Global Equity Opportunities fell about 30%b.
Tykhe Capital LLC saw losses of roughly 20%.

(Wall Street Journal, Sep. 7, 2007)
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Khandani & Lo,

“What Happened to the Quants in August 20077?”, MIT, 2007

Deciles by Market Capitalization
Date All
Smallest Decile2 Decile3 Decile4 Decile5 Decile6 Decile7 Decile8 Decile9 Largest S&P 500
7/30/2007 -0.28% 0.08% 7.85% -1.43% 0.29% 0.91% 1.04% 1.51% 2.05% 0.71% 1.77% 1.03%
7/31/2007 0.77% 4.41% 1.12% 2.20% -2.53% 0.09% -3.19% 1.94% -1.23% 0.22% 1.46% -1.26%
8/1/2007 6.10% 1.78% -5.55% 1.39% 3.79% -3.52% -2.83% -2.52% -8.06% -0.90% 0.43% 073%
8/2/2007 3.54% -3.04% -0.46% -2.68% -3.97% -10.79% 8.63% 6.12% -2.97% -0.77% -1.22% 0.48%
8/3/2007 -3.79% -2.49% -3.12% 0.24% 3.52% 0.05% -2.49% -4.35% -2.29% -2.74% -0.10% -2.65%
8/6/2007 -3.33% -7.06% -1.57% -4.12% 5.47% -5.47% -4.75% -2.86% 1.06% 3.08% 2.01% 2.42%
8/7/2007 3.00% 1.03% -6.55% -11.65% -6.01% -2.79% 1.42% -4.08% -6.86% -2.67% -4.64% 0.62%
8/8/2007 3.52% -5.30% -10.36% -14.58% -17.07% -8.65% -8.94% -13.85% -5.06% -5.91% 11.33% 1.44%
8/9/2007 3.66% -7.42% -15.46% -11.08% -12.72% -1578% -13.06% -17.33% -10.32% -5.22% 11.43% -2.95%
8/10/2007 -1.32% 14.62%  24.32% 31.58%  35.08%  30.67%  30.07%  26.79% 18.73% 9.55% 23.67% 0.04%
8/13/2007 5.42% -1.24% -2.53% -4.26% -6.20% -0.88% -5.15% -8.04% -8.58% -4.99% -3.05% -0.03%
8/14/2007 4.85% 3.64% -1.02% 1.35% 2.23% -1.12% 2.74% -1.16% 0.66% 0.87% 0.33% -1.81%
8/15/2007 3.52% 4.74% -2.42% -2.33% -0.69% -3.89% -0.97% -5.36% -2.29% -4.73% -1.53% -1.36%
8/16/2007 -5.03% -2.16% 0.59% -2.36% -2.39% -3.95% -6.94% -5.08% 1.08% -7.31% -3.24% 0.33%
8/17/2007 14.30% 9.94% 0.41% 5.04% 5.32% -2.07% 0.47% -1.56% 1.24% 0.44% 1.53% 2.46%
8/20/2007 15.02% 7.02% 1.42% 5.40% 2.03% 1.74% 4.88% 2.22% 1.57% 4.67% 4.58% -0.03%
8/21/2007 4.98% 0.43% 0.02% -1.80% 0.09% -2.54% -0.33% -0.20% 0.74% 0.43% 0.24% 0.11%
8/22/2007 -3.39% -1.23% -2.07% -2.05% -0.67% -3.31% -0.74% -2.26% 1.57% 0.37% -1.51% 1.18%
8/23/2007 -0.14% 2.79% 2.79% -0.64% 1.51% 4.15% 1.04% -1.33% 1.28% 1.23% 1.31% -0.11%
8/24/2007 2.47% -1.13% -0.26% 0.92% 3.70% -0.23% -0.29% 0.37% -1.42% 2.43% 1.73% 1.16%
B8/27/2007 4.38% 2.80% 0.46% 0.78% 5.01% -0.63% 1.58% 2.85% 2.84% 0.10% 2.99% -0.85%
8/28/2007 1.64% 1.26% 0.34% -2.45% -2.56% -1.99% -1.33% -1.77% -1.88% 0.99% -3.04% -2.34%:
8/29/2007 5.79% 0.31% 5.07% 8.32% 7.75% -2.14% 5.67% 6.39% 3.63% 3.94% 7.06% 2.22%
8/30/2007 4.27% 0.16% 2.46% 1.61% 3.55% 0.41% -0.11% -0.16% 0.47% -0.19% 2.01% -0.41%
8/31/2007 B6.75% 3.86% 3.80% -2.21% 0.21% 2.08% -0.32% -2.68% 0.02% 0.58% 1.46% 1.12%

11



Q TREBOERBEIR~ADEE

Equity Market Neutral EiE&~ D &% (3)

BEOEFEHAFIZI—VDET = LALYD LR EREMEHER/A~D T
= —EANYUITFURDRBIERD O AVRETHIGDEAN—FRRIZHEX

AUM in TASS Equity Hedge Funds and Mean, Median, and Asset-Weighted 60-Month Rolling

the Profitability of the Contrarian Trading Strategy Autocorrelations for TASS Long/Short Equity Hedge and
1995 to 2007 Equity Market Neutral Funds, December 1994 to June 2007
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Khandani & Lo, “What Happened to the Quants in August 2007?”, MIT, 2007 12
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Chart 1: U.S. Consumer Delinquency Rates
(>60 days delinquent, % of outstandings)
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Securitized subprime mortage loans

Credit card receivables
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Figure 1.7. Monthly Mortgage Rate Resets

(First reset in billions of U.S. dollars)
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Source: Credit Suisse.
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Chart 4: United States: Stock of Unsold New Homes
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