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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF ILLINOIS

EASTERN DIVISION

LAWRENCE E. JAFFE PENSION PLAN, On
Behalf of Itself and All Others Similarly
Situated,

Lead Case No. 02-C-5893
(Consolidated)

CLASS ACTION

Plaintiff,
Honorable Jorge L. Alonso

HOUSEHOLD INTERNATIONAL, INC., et
al.,

Defendants.

)
)
)
)
)
)
VS. )
)
)
)
)
)
)

DECLARATION OF DANIEL S. DROSMAN IN SUPPORT OF PLAINTIFES’
OMNIBUS MOTION TO EXCLUDE DEFENDANTS’ EXPERTS
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I, Daniel S. Drosman, declare as follows:

1.

I am an attorney duly licensed to practice before all of the courts of the State of

California, and I am also admitted pro hac vice in this Court for this action. |1 am a member of the

law firm of Robbins Geller Rudman & Dowd LLP, Lead Counsel of record for plaintiffs in the

above-entitled action. | have personal knowledge of the matters stated herein and, if called upon, |

could and would competently testify thereto.

2.

Ex.
Ex.

Ex.

Ex.

Ex.

Ex.

Ex.

Ex.

Ex.

Ex.
Ex.

Ex.
Ex.

Ex.
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10:
11:

12:
13:

14:

Attached are true and correct copies of the following exhibits:

Table demonstrating defendants’ experts’ cumulative opinions;

Relevant excerpts from the transcript of the Deposition of Allen Frank Ferrell,
111 taken Feb. 27, 2016;

Household International’s Investor Relations Report, May-August 2002
[Plaintiffs’ Trial Ex. 198];

Household International’s Investor Relations Report, September-October
2002 [Plaintiffs’ Trial Ex. 199];

Household International’s Investor Relations Report, November-December
2001 [Plaintiffs’ Trial Ex. 820];

Household International’s Investor Relations Report, January- February 2002
[Plaintiffs’ Trial Ex. 201];

Household International’s Investor Relations Report, March-April 2002
[Plaintiffs’ Trial Ex. 202];

August 30, 2002 e-mail from Donna L. Taillon to Craig Streem and Thomas
Detelich re: Tom [Plaintiffs’ Trial Ex. 1156];

Relevant excerpts from the transcript of the Deposition of Christopher James
taken Mar. 14, 2016;

Relevant excerpts from the trial transcript from the Household Int’l 2009 trial;

Relevant excerpts from the transcript of the Deposition of Bradford Cornell
taken Mar. 10, 2016;

Sur-Rebuttal Report of Daniel R. Fischel dated Feb. 16, 2016;

Allen Ferrell and Atanu Saha, The Loss Causation Requirement for Rule 10b-
5 Causes of Action: The Implications of Dura Pharmaceuticals, Inc. v.
Broudo [Ex. 8 to the deposition of Allen Ferrell dated Feb. 27, 2016];

CIBC World Markets Industry Update dated Oct. 3, 2002 [Ex. 11 to the
Deposition of Allen Ferrell dated Feb. 27, 2016];
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Ex. 15: A.G. Edwards Specialty Finance Quarterly Report, for Fourth Quarter 2001
dated Jan. 2, 2002 [Ex. 12 to the Deposition of Allen Ferrell dated Feb. 27,
2016];

Ex. 16: Chart entitled Business Descriptions of the Six Members of the Consumer
Finance Index [EX. 5 to the Expert Report of Mukesh Bajaj dated Dec. 10,
20077];

Ex. 17:  Chart of Number of Companies in Industry Subsectors in the S&P Financials
Index, 11/15/00 — 10/11/02 [EX. 4 to the Expert Report of Professor
Christopher M. James dated Oct. 23, 2015]; and

Ex. 18: Email string dated March 13-16, 2016 between Ryan Stoll and Daniel
Drosman re Cornell.

I declare under penalty of perjury under the laws of the United States of America that the

foregoing is true and correct. Executed this 30th day of March, 2016, at San Diego, California.

s/ Daniel S. Drosman
DANIEL S. DROSMAN
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CERTIFICATE OF SERVICE

I hereby certify that on March 30, 2016, | authorized the electronic filing of the foregoing
with the Clerk of the Court using the CM/ECF system which will send notification of such filing to
the e-mail addresses for counsel of record denoted on the attached Service List.

I certify under penalty of perjury under the laws of the United States of America that the
foregoing is true and correct. Executed on March 30, 2016.

s/ Daniel S. Drosman

DANIEL S. DROSMAN

ROBBINS GELLER RUDMAN
& DOWD LLP

655 West Broadway, Suite 1900

San Diego, CA 92101-8498

Telephone: 619/231-1058

619/231-7423 (fax)

E-mail: DanD@rgrdlaw.com

1133307_1
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Jaffe v. Household Int’l, Inc., No
Service List

.02-5893 (N.D. IlI.)

Counsel

E-mail address

Stewart Theodore Kusper

Giovanni Antonio Raimondi

THE KUSPER LAW GROUP, LTD.
20 North Clark Street, Suite 3000
Chicago, IL 60602

(312) 204-7938

Tim S. Leonard

JACKSON WALKER L.L.P.
1401 McKinney Street, Ste. 1900
Houston, TX 77010
(713)752-4439

Stewart.Kusper@Kusperlaw.com
Giovanni.Raimondi@Kusperlaw.com
tleonard@jw.com

Counsel for Defendant David A. Schoenholz

Dawn Marie Canty

Gil M. Soffer

KATTEN MUCHIN ROSENMAN LLP
525 West Monroe Street

Chicago, Illinois 60661

(312)902-5253

dawn.canty@kattenlaw.com
gil.soffer@kattenlaw.com

Counsel for Defendant Willi

am F. Aldinger

David S. Rosenbloom

C. Maeve Kendall

McDERMOTT WILL & EMERY, LLP
227 West Monroe Street

Chicago, IL 60606

(312) 984-2175

drosenbloom@mwe.com
makendall@mwe.com

Counsel for Defendant Gary Gilmer
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Counsel

E-mail address

R. Ryan Stoll

Mark E. Rakoczy

Andrew J. Fuchs

Donna L. McDevitt

Patrick Fitzgerald

SKADDEN, ARPS, SLATE, MEAGHER & FLOM
LLP

155 North Wacker Drive

Chicago, IL 60606

(312)407-0700

Paul D. Clement

D. Zachary Hudson
BANCROFT PLLC

1919 M Street NW, Ste. 470
Washington, DC 20036
(202)234-0090

Thomas J. Kavaler

Jason M. Hall

CAHILL GORDON & REINDEL LLP
80 Pine Street

New York, NY 10005

(212)701-3000

Dane H. Butswinkas

Steven M. Farina

Leslie C. Mahaffey

Amanda M. MacDonald
WILLIAMS & CONNOLLY LLP
725 Twelfth Street NW
Washington DC 20005
202-434-5000

Luke DeGrand

Tracey L. Wolfe

DEGRAND & WOLFE, P.C.
20 South Clark Street

Suite 2620

Chicago, Illinois 60603
(312) 236-9200

(312) 236-9201 (fax)

rstoll@skadden.com
mrakoczy@skadden.com
Andrew.Fuchs@skadden.com
Donna.McDevitt@skadden.com
Patrick.Fitzgerald@skadden.com
pclement@bancroftplic.com
zhudson@bancroftpllc.com
TKavaler@cahill.com
Jhall@cahill.com
dbutswinkas@wc.com
sfarina@wec.com
Imahaffey@wc.com
amacdonald@wec.com
twolfe@degrandwolfe.com
Idegrand@degrandwolfe.com

Counsel for Defendant Household International Inc.
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Counsel

E-mail address

Michael J. Dowd

Spencer A. Burkholz

Daniel S. Drosman

Luke O. Brooks

Hillary B. Stakem

ROBBINS GELLER RUDMAN & DOWD LLP
655 West Broadway, Suite 1900

San Diego, CA 92101

(619)231-1058

619/231-7423 (fax)

Jason C. Davis

ROBBINS GELLER RUDMAN & DOWD LLP
Post Montgomery Center

One Montgomery Street, Suite 1800

San Francisco, CA 94104

(415)288-4545

(415)288-4534 (fax)

Maureen E. Mueller

ROBBINS GELLER RUDMAN & DOWD LLP
120 East Palmetto Park Road, Suite 500

Boca Raton, FL 33432

(561)750-3000

(561)750-3364 (fax)

miked@rgrdlaw.com
spenceb@rgrdlaw.com
dand@rgrdlaw.com
lukeb@rgrdlaw.com
hstakem@rgrdlaw.com
jdavis@rgrdlaw.com
mmueller@rgrdlaw.com

Lead Counsel for PI

aintiffs

Marvin A. Miller

Lori A. Fanning

MILLER LAW LLC

115 S. LaSalle Street, Suite 2910
Chicago, IL 60603
(312)332-3400

(312)676-2676 (fax)

Mmiller@millerlawllc.com
Lfanning@millerlawllc.com

Liaison Counsel for Plaintiffs
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Defendants’ Experts Proffer Cumulative Opinions

Cumulative Expert Testimony of Ferrell, James and Cornell

Subject
No.

Subject

Ferrell’s Expert Opinions

James’ Expert Opinions

Cornell’s Expert Opinions

Fischel’s quantification
including leakage fails
to reliably estimate
inflation or damages.

“Professor Fischel’s leakage
model . . . fails to reliably
identify economic losses
suffered by investors
attributable . . . to fraud-related
information and instead
attributes damages to the fraud
that were necessarily nonfraud-
related. This flaw is
fundamental to how his leakage
model works and for this
reason alone renders his
analysis of inflation and loss
causation unreliable.” Ferrell
Report, 124; see also Ferrell
Rebuttal Report, 16 (“Professor
Fischel has failed to meet the
burden of reliably establishing
damages caused by the fraud.”
Ferrell Rebuttal Report); 18
(“Professor Fischel’s leakage
model is fundamentally flawed
and cannot produce a reliable
estimate of damages given the
facts and circumstances of this
case.”).

“Simply performing a
regression analysis as Fischel
has done is insufficient to
establish that “no firm-specific,
nonfraud related information
contributed to the decline in
[Household’s] stock price
during the relevant time
period.” Fischel’s failure to
reliably establish this renders
the damages resulting from
application of leakage model
entirely speculative.” James
Rebuttal Report, 147; see also
id., 1131-34 (“Fischel’s
unsupported assumption
renders his analysis of loss
causation and damages entirely
unreliable.™).

“Fischel’s failure to reliably
control for value-relevant,
firm-specific, non-fraud
information during the relevant
period — a necessary
precondition for a leakage
model to produce a reliable
inflation estimate — means that
Prof. Fischel’s Leakage
Model does not reliably
estimate inflation.” Cornell
Report, 123; see id., 117; see
also Cornell Rebuttal Report,
17 (*As a result of all of these
reasons, Prof. Fischel’s
inflation estimates based on his
Leakage Model are
unreliable.”).

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

SuNbg.act Subject Ferrell’s Expert Opinions James’ Expert Opinions Cornell’s Expert Opinions
2. Fischel’s use of a 228- | “The sheer length of Professor | “[T]he academic literature to “The academic articles
trading day event Fischel’s leakage period, which Fischel now cites regarding leakage and event
window is not which spans 228 days, is highlights the implications of | studies that Prof. Fischel now
supported by academic | inconsistent with the academic | that continuous flow of cites in addition to Cornell and
literature. literature that he himself information — the market is Morgan do not support his
cites.” Ferrell Rebuttal Report, | constantly re-evaluating Leakage Model. Indeed, they
19; see also id., 1112-25 (*none | Household’s stock price as recognize the problems with
of the papers Professor Fischel | macroeconomic and regulatory | measuring the price effect of
cites that discusses single-firm | news, some of which may have | the relevant event over a long
event studies advocates an a firm-specific effect, trickles | event window like Prof.
event window of the length of in from a wide variety of Fischel’s 228-trading-day
Professor Fischel’s 228-trading- | sources. . . . Moreover, it leakage period — namely, the
day leakage period window™). underscores the problem with | impact of confounding
using long event windows information entering the
(such as Fischel’s 228-day public mix of information and
Observation Window).” affecting the stock price. . . .
James Rebuttal Report, 110. Those papers do not support
the use of a lengthy event
window to address a single
firm and are not applicable to
the exercise Prof. Fischel
performs.” Cornell Rebuttal
Report, 16; see id., 117-10; see
also Cornell Depo. Tr. 221:2-
223:1; 224:13-225:13.
3. The 228-trading day “[N]one of the papers Professor | “[T]he longer the event “[A]s the leakage period gets

event window results in
compounding of errors.

Fischel cites that discuss single-
firm event studies advocates an
event window of the length of

window, the less certainty a
financial economist has that
he or she is isolating the effect

longer, not only does the
potential for nonfraud
information influencing the

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

SuNbg.act Subject Ferrell’s Expert Opinions James’ Expert Opinions Cornell’s Expert Opinions
Professor Fischel’s 228-trading- | of fraud-related news and not | stock price increase . . . the
day leakage period window. capturing the confounding error in the true value stock
This is for the simple reason effect of firm-specific, price compounds as one
that the academic literature nonfraud news.” James calculates that price for earlier
recognizes that over such Rebuttal Report, 110; James dates in the leakage period. . . .
extended windows, the ability Depo. Tr. 75:21-76:1. Such a wide interval, which
to control for confounding stems from the error
information is severely compounding during his 228-
impaired for a single firm.” trading-day leakage period,
Ferrell Rebuttal Report, 118. demonstrates the unreliability

of the leakage model in this
matter.” Cornell Rebuttal
Report, 1114-15; see also
Cornell Report, 1116-17, 24-
30.

4. Fischel’s single-firm “A simple regression cannot “No single-company linear “The papers [Fischel cites] do
regression analysis is eliminate the stock price effect | regression, like the one that not suggest that one can
flawed. of all nonfraud news over such | Fischel has employed, can simply use a single-firm

an extended period.” Ferrell itself reliably estimate the regression analysis to net out
Rebuttal Report, 118. impact of leakage over an market and industry
extended period during which | movements and then assume
there was a steady flow of that all of the remaining
nonfraud news.” James residual returns, taken as a
Rebuttal Report, 131-33. whole over an extended period
of nearly a year, are the result
of leakage, as Prof. Fischel
does.” Cornell Rebuttal
Report, 7.

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

Subject
No.

Subject

Ferrell’s Expert Opinions

James’ Expert Opinions

Cornell’s Expert Opinions

Definition of firm-
specific, nonfraud
information.

““Other factors’ that are firm
specific, in the sense that they
are not captured by Professor
Fischel’s model, that can impact
a stock’s price, would include
nonfraud-related information
relevant to Household . . .
[T]his would include
information that impacts
narrower segments of the
financial services industry
important to Household and
that is not captured by
Professor Fischel’s industry
index. . . . In this regard, the
fact that Household was a
consumer finance company that
targeted its lending products to
subprime consumers is of
particular importance.” Ferrell
Report, 1127-28; Ferrell
Rebuttal Report, 133 (“one
would expect news that
disproportionately affects
narrower lines of business
especially relevant to
Household compared to the
average effect on firms in the
S&P 500 Financials Index . . .

Non-fraud information is
information “released during
the Observation Window that I
would expect to have affected
Household’s stock price, and
that of similar subprime
lenders, more negatively than
such information would have
affected the stock prices of the
broader set of financial
institutions represented by
Fischel’s S&P Financials
Index.” James Rebuttal
Report, 18; see also James
Report, 1111, 20, 23-24; see
also James Depo. Tr. 14:16-
17:4; 249:5-12.

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

Subject .
No. Subject

Ferrell’s Expert Opinions

James’ Expert Opinions

Cornell’s Expert Opinions

to have a firm-specific effect”);
see also Ferrell Depo. Tr.
193:2-6; 194:1-4 (“non-fraud
information includes
information that is affecting
disproportionally a subgroup of
the industry index”).

6. Household and other
consumer finance
companies with a
subprime focus were
affected differently
than the broader set of
financial services
companies in the S&P
Financials Index.

“Household was one of five
consumer finance companies
included in the S&P Financials
Index that Professor Fischel
uses to control for industry
factors in his model. His
model’s index also contains a
broader set of financial
services companies. ... This s
important because companies
such as these may be affected
differently or to a different
extent by economic and
regulatory trends than
Household and its closest
peers.” Ferrell Report, 141.

“The effect on Household and
narrower industry sub-segments
such as consumer finance,
credit card, auto finance, or
subprime is ‘“firm-specific’ in

“In his regression analysis,
Fischel attempts to control for
the effect of macroeconomic
and regulatory changes on
Household’s industry using the
S&P Financials Index.
Analysis of that index reveals
it to be quite broad, including
a handful of companies
similar to Household as well
as many others with different
characteristics.” James
Report, 121.

“Given the differences in
business and portfolio mix
between Household and many
of the companies in the S&P
500 and S&P Financials
Indices, | would expect
Household’s stock price to be
affected more negatively than

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

Subject
No.

Subject

Ferrell’s Expert Opinions

James’ Expert Opinions

Cornell’s Expert Opinions

the context of Professor
Fischel’s model, which controls
only for the average effect
during his control period of
economic forces on the general
economy (using the S&P 500
Index) and the financial
services sector broadly defined
(using the S&P Financials
Index). Indeed, discussion by
market observers indicates that
changes in the economic and
regulatory environment — firm-
specific, nonfraud-related
information — could have
adversely affected Household
and companies most like it
during the leakage period.”
Ferrell Report, 143; Ferrell
Rebuttal Report, 1133-34;
Ferrell Depo. Tr. 144:10-145:7
(testifying that Fischel’s model
“controls for industry in the
sense of he’s controlled for
S&P 500 financials. It would
not include industry effects
such as the subprime group”);
290:8-291:6.

those indices by the
macroeconomic downturn
and regulatory changes
affecting the subprime sector
that occurred during the
Observation Window.” James
Report, 123; see also James
Rebuttal Report, 113, 9; James
Depo. Tr. 264:9-265:6.

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

SuNbg.act Subject Ferrell’s Expert Opinions James’ Expert Opinions Cornell’s Expert Opinions
7. Changes in the “[D]iscussion by market “Given the economic
macroeconomic and observers indicates that downturn and regulatory
regulatory environment | changes in the economic and changes affecting financial
are firm-specific. regulatory environment — firm- | institutions with subprime
specific, nonfraud-related customers that occurred
information — could have during the Observation
adversely affected Household | Window, | would expect
and companies most like it companies like Household,
during the leakage period.” with a subprime customer
Ferrell Report, 143; Ferrell base, to be disproportionately
Rebuttal Report, 1133-34. negatively affected.” James
Report, 1111, 23 (“I would
expect Household’s stock price
to be affected more negatively
than [the S&P 500 and S&P
Financials Indices] by the
macroeconomic downturn
and regulatory changes
affecting the subprime sector
that occurred during the
Observation Window.”); see
also 1124, 43; see also James
Rebuttal Report, 19; James
Depo. Tr. 266:15-23.
8. Concerns about a “[D]uring the class period the “While it was ultimately

“double-dip” recession.

United States experienced an
economic downturn . . .
concerns about the speed of
recovery and fears of a double-

determined with hindsight that
the recession began earlier,
based on real-time data
available, financial markets

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

Subject
No.

Subject

Ferrell’s Expert Opinions

James’ Expert Opinions

Cornell’s Expert Opinions

dip recession persisted
throughout the leakage
period.”

“[T]he recession was
particularly hard on financial
institutions, such as
Household, serving primarily
subprime customers.” Ferrell
Report, 1144-46 (quoting a June
20, 2002 CIBC World Markets
analyst report and a July 18,
2002 Salomon Smith Barney
analyst report).

were just beginning to
understand at the start of the
Observation Window that the
U.S. economy was in
recession.” James Report,
f125.

“[T]oward the end of the
Observation Window,
economists expressed
concerns regarding the
possibility of a double-dip
recession.” James Report,
f126.

“The expectation of regulators
that economic downturns
would be particularly difficult
for subprime lenders is
consistent with the
performance of and
contemporaneous commentary
regarding that sector during the
Observation Window. Indeed,
financial institutions such as
Household, whose customers
were comprised primarily of
subprime borrowers, were
more negatively affected than

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

Subject
No.

Subject

Ferrell’s Expert Opinions

James’ Expert Opinions

Cornell’s Expert Opinions

others.” James Report, 128-
29 (quoting a June 20, 2002
CIBC World Markets analyst
report and a July 18, 2002
Salomon Smith Barney analyst
report); see also James Depo.
Tr. 127:17-128:6; 181:15-25.

Concerns about credit

quality.

“[Cloncerns regarding credit
quality plagued Household
throughout the leakage
period.” Ferrell Report, 147
(quoting January 2, 2002 A.G.
Edwards analyst report).

“Analysts looked to
macroeconomic data such as
bankruptcy filings,
unemployment data, consumer
confidence, used car prices,
and announcements regarding
peers’ credit performance to
assess likely changes in
Household’s credit quality.”
Ferrell Report, 148 (citing
February 1, 2002 Bernstein
Research analyst report
discussing the “Manheim Used
Vehicle Value Index”).

“[D]eteriorating consumer
credit quality was of primary
concern throughout the
Observation Window.” James
Report, 131 (quoting January
2, 2002 A.G. Edwards analyst
report).

“Financial industry experts
understand that, among other
things, delinquencies and
defaults are influenced by
borrowers’ inability to repay.
... Given the importance of
assessing ability to repay, it is
not surprising that market
analysts look to data such as
unemployment and consumer
bankruptcies to estimate
future credit losses. Indeed,
my review of analyst reports
reveals that market participants

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

SuNbg.act Subject Ferrell’s Expert Opinions James’ Expert Opinions Cornell’s Expert Opinions
were looking to such factors, as
well as credit-related
announcement by peers, to
assess Household’s prospects
during the Observation
Window.” James Report,
11132-33; see also 1137 (“market
participants looked to indicators
such as the Manheim Used
Vehicle Value Index.” (citing
February 1, 2002 Bernstein
Research analyst report)).

10. Household’s auto “Household’s auto lending “Household’s auto lending
lending segment was business . . . raised particular | segment, which had been a
particularly hard hit. concern . ...” Ferrell Report, | source of recent growth, was

1147. particularly hard hit during
the Observation Window.”
James Report, 135.

11. Concerns regarding “Concerns regarding “Household was plagued by
liquidity, access to Household’s liquidity, access concerns regarding liquidity
capital markets and to capital markets and and cost of funds throughout
widening bond spreads. | widening bond spreads were the remainder of the

discussed by analysts Observation Window.” James
throughout the period.” Ferrell | Report, 1138-39; James
Report, 149; Ferrell Depo. Tr. Rebuttal Report, 117.
290:8-291:6.

12. Fitch’s downgrade of “Household’s debt rating was | “Fitch’s downgrade of

Household’s debt.

downgraded due in part to
questions regarding its balance

Household’s debt rating in
early 2002, due in part to a

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

SuNbg.act Subject Ferrell’s Expert Opinions James’ Expert Opinions Cornell’s Expert Opinions
sheet flexibility in light of its more pessimistic view of the
subprime exposure.” Ferrell consumer finance sector and
Report, 149 (citing January 15, | concerns regarding its
2002 Credit Suisse First Boston | near/subprime lending
analyst report). portfolio, had negative

implications for Household’s
cost of funds.” James Report,
{138 (citing January 15, 2002
Credit Suisse First Boston
analyst report).

13. Household was “[Clompanies such as “During the Observation

subjected to increased
regulatory scrutiny
during the leakage
period.

Household felt increasing
regulatory pressure directed at
firms with subprime exposure”
such as “regulatory scrutiny of
and capital requirements for
subprime lenders” which
“increased during the leakage
period.” Ferrell Report, 1150-
52.

Window, the regulatory
environment was changing in
ways relevant to Household
and its close peers. New
regulations and regulatory
discussions covered areas such
as increased capital
requirements for and scrutiny
of subprime lenders’ portfolio
....7 James Report, 143-48.

“Subprime lenders were
particularly hard hit as
regulatory scrutiny increased
and new regulations called for
higher capital requirements.”
James Report, 1153-54.

1131513 1
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Cumulative Expert Testimony of Ferrell, James and Cornell

SuNbg.act Subject Ferrell’s Expert Opinions James’ Expert Opinions Cornell’s Expert Opinions
14. Capital One’s “[M]arket observers saw “Analysts inferred additional
announcement that it announcements regarding regulatory scrutiny from
was entering into a Household’s peers as providing | competitor announcements
MOU had a negative incremental information regarding regulatory actions.
impact on Household. | regarding the regulatory For example, concern
environment that had regarding the regulatory
implications for Household” environment and its
such as Capital One’s implication for Household
announcement that it was increased following Capital
entering into a MOU with the | One’s July 17, 2002,
national banking authorities. announcement regarding a
Ferrell Report, 152 (quoting Memorandum of
July 18, 2002 Fox-Pitt, Kelton | Understanding with national
report). banking authorities.” James
Report, 154 (quoting July 18,
2002 Fox-Pitt, Kelton report).
15. Potential impact of new | “Analysts also noted the “Concerns regarding new
FFIEC guidelines. increased capital requirements | FFIEC guidelines affected
for and increased regulatory credit card issuers like
scrutiny of subprime lenders, Household toward the end of
and their adverse effect on the Observation Window . . ..”
Household’s stock price,” James Report, 155 (quoting
including new FFIEC October 3, 2002 CIBC World
guidelines. Ferrell Report, 51 | Markets report).
(quoting October 3, 2002 CIBC
World Markets report).
16. Potential impact of “The rules with respect to what | “Other regulatory

changes to predatory
lending laws.

constituted predatory lending
were changing as well, and

developments affecting
subprime lenders during the

1131513 1
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there was speculation
regarding future regulatory
changes throughout the
leakage period. Analysts
expressed concern regarding
potential changes in
Household’s business practices
in light of the increasingly
political nature of the issue and
potentially tighter regulation
going forward. . . . [W]hile
information regarding past
violations of predatory lending
regulations could be corrective
of the fraud, information about
prospective changes in the law
(which could not have been
disclosed at an earlier time) is
not corrective as it is not
information that Household
could have provided to
investors earlier.” Ferrell
Report, 153; see also Ferrell
Rebuttal Report, 154
(“discussion of future
legislative changes that will
impact the future profitability of
Household’s subprime lending
business cannot be construed as

Observation Window included
changes to subprime lending
practices resulting from what
was perceived to constitute
‘predatory lending’ practices.”
James Report, 1149, 50-52
(quoting May 10, 2002
Bernstein Research report).

“[T]here was concern that
Household’s practices would
have to change in the future as
a result of regulatory changes —
both actual and potential —
including changes to the
definition of what comprises
‘predatory lending.” It is
important to differentiate the
impact of news related to past
infractions (which is fraud
related) from the impact of
news related to regulatory
changes (which is not).”
James Report, 1156-57.

1131513 1
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revealing past misconduct by
Household”).

“Analyst comments also speak
to the dynamic landscape with
respect to predatory lending,
and make clear this nonfraud
component — changes in the law
and political climate, and
speculation regarding
corresponding changes in
Household’s business practices
— depressed Household’s stock
price during the leakage
period.” Ferrell Report, 154
(quoting May 10, 2002
Bernstein Research report).

17.

Fischel’s analysis does
not account for the
nonfraud component of
firm-specific news.

“Even assuming, as Professor
Fischel asserts, that factors such
as liquidity, capital access, and
bond spreads were affected by
the fraud during his leakage
period, this does not establish
the absence of nonfraud
contributions to those factors.”
Ferrell Rebuttal Report, 139
(quoting November 14, 2002
CBS MarketWatch report).

“Fischel points to selected
statements from market
analysts and Defendants
purportedly discussing fraud-
related causes for Household’s
funding challenges
(specifically, decreased
liquidity, reduced capital
market access, and widening
bond spreads) that contributed
negatively to its stock price
performance during the

1131513 1
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“For example, an analyst quoted
by CBS MarketWatch in
November 2002 attributed
Household’s stock price decline
to difficulty raising funds in the
commercial paper market . . . in
light of rising credit
delinquencies.” Ferrell
Rebuttal Report, 140.

“[M]arket analysts also
discussed increasing costs of
issuing debt (i.e., debt spreads)
for consumer finance
companies during the leakage
period. These widening
spreads were not specific to
Household, undermining any
assertion that they were purely
fraud-related.” Ferrell Rebuttal
Report, 1141-42 (quoting
October 9, 2002 Deutsche Bank
report).

Observation Window.
However, he ignores
nonfraud causes for these
same firm-specific factors.”
James Rebuttal Report, 135.

“[T]rends such as reduced
access to the commercial
paper market and widening
bond spreads for consumer
finance companies,
particularly those with a
subprime focus, increased
Household’s cost of funds
during the Observation
Window, negatively impacting
its profitability. Indeed,
Household’s access to
commercial paper decreased
and bond spreads (a cost of
borrowing) increased
throughout the Observation
Window.” James Rebuttal
Report, §17.

“Contemporaneous market
analysis indicates a belief that
these factors contributed to
Household’s stock price

1131513 1
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decline during the Observation
Window. For example, an
article by CBS MarketWatch
dated November 14, 2002
points to precisely these
nonfraud causes of
Household’s extended
decline.” James Rebuttal
Report, 118 (quoting
November 14, 2002 CBS
MarketWatch report).

“[T]he fact that other
consumer lending firms,
particularly those with a
subprime focus, were facing
similar issues undermines any
assertion that this was simply
a fraud-related phenomenon.
... Contemporaneous analyst
comment point to widening
spreads for consumer finance
stock generally . . . bond
spreads for certain Subprime
Lenders experienced an even
more dramatic increase than
did Household’s bond spreads
in late 2002. Widening debt
spreads during the Observation

1131513 1
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Window were particularly
problematic for Household.”
James Rebuttal Report, 1136-
37 (quoting October 9, 2002
Deutsche Bank report).

“[E]ven assuming that fraud-
related factors contributed to
Household’s funding
challenges, there is evidence
that significant nonfraud
causes also contributed . . . .”
James Rebuttal Report, 143;
see also id., 1138-42; James
Depo. Tr. 245:19-246:18.

18. Household’s
deteriorating credit
quality reflected firm-
specific, nonfraud
information.

“Professor Fischel ignores
evidence presented in my Initial
Report that the deteriorating
credit quality of Household’s
loan portfolios reflected
significant firm-specific,
nonfraud information that could
have negatively impacted
Household’s stock price during
his leakage period. In
particular, he claims that certain
purportedly ‘positive
announcements Household
made during the Leakage

“Fischel points to
announcements by Household
of positive performance
relative to expectations set in
this difficult environment in an
attempt to somehow establish
that the performance of
Household’s assets did not
contribute negatively to
Household’s stock price
decline during the Observation
Window.” James Rebulttal
Report, 144. “Contrary to
Fischel’s indications,

1131513 1
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Period’ somehow demonstrate
that ‘the Company did not
disclose negative firm-specific,
nonfraud related information
about its business performance
that can explain its
underperformance.”” Ferrell
Rebuttal Report, 144. “[E]ven
if the announcements
themselves had been viewed
positively by the market . . .
Professor Fischel ignores that
they were made in the context
of expectations given in a
weakening economic
environment. . .. The fact that
Household exceeded market
expectations in this difficult
environment does not show . . .
that firm-specific, nonfraud
factors — such as the effect of
the tough environment on
Household’s business
performance — did not
negatively affect Household’s
stock price over his leakage
period as a whole. . . .
[IJmportant credit measures at
Household (performing loans

however, neither beating
expectations that were set in
the context of this difficult
environment nor
management’s optimism
about its ability to successfully
navigate the difficult
conditions establishes a net
positive effect of operating
results on Household’s stock
price.” Id., 145 (citing
“Household Reports Record
Quarterly and Full-Year Net
Income,” PR Newswire,
January 16, 2002; “Household
Reports Record First Quarter
Net Income,” PR Newswire,
April 17, 20027).

“[A]nalysis of Household’s
operating results indicates that
its business performance did
suffer. Analysis. ..
demonstrates that the
performance of Household’s
assets deteriorated throughout
the Observation Window”
including an increase in
“customer delinquency rate,”

1131513 1
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and collectible receivables)
declined during Professor
Fischel’s leakage period. . . .
Indeed, the fact that
Household’s asset quality
declined throughout Professor
Fischel’s leakage period as the
stock price declined suggests
that business results did not
have a positive impact over the
period.” Id., 146 (citing
“Household Reports Record
Quarterly and Full-Year Net
Income,” PR Newswire, January
16, 2002; “Household Reports
Record First Quarter Net
Income,” PR Newswire, April
17, 2002).

and “net charge-offs” of
consumer receivables and auto
finance. James Rebuttal
Report, 146; see also James
Report, 131.

19.

Fischel’s regression
model may include the
effect of market and
industry events.

A regression analysis like
Professor Fischel’s “does
estimate the average
relationship over a specified
period between the dependent
and the independent
variable(s).” Ferrell Rebuttal
Report, 131.

“For example, suppose a
disclosure revealed that the type

“Fischel summarily dismisses
any characterization of
industry news that may have
disproportionately [negatively]
affected Household as firm-
specific in the context of his
model, claiming simply that he
has ‘controlled for’ industry
information ‘via regression
analysis.”” James Rebuttal
Report, 123. “Fischel’s claim
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of subprime lending Household
heavily engaged in was going to
be significantly less profitable
going forward due to adverse
legislative changes and,
moreover, that these changes
would also affect only a handful
of other firms that were also
substantially engaged in similar
subprime lending. The effect
that will be “‘controlled for’
from this disclosure in
Professor Fischel’s regression
analysis will be the effect this
disclosure regarding subprime
lending has on average for all
the firms in his broad industry
control, that is, the S&P
Financials Index — which
comprises approximately 80
firms, the vast majority of
which are not engaged in
subprime lending. In this
scenario Household would be
more affected by the disclosure
than would be “controlled for’
in the regression given the
nature of the industry control.
This disproportionate impact

is inconsistent with . . . his
own prior testimony in this
matter in which he explicitly
recognizes that an industry
event (in the example, a
regulatory change) can have a
firm-specific effect.” Id., 124
(quoting Fischel Depo. Tr.
200:18-201:17).

Fischel’s event study “attempts
to control for market and
industry factors [but] is not
capable of correcting for the
entire effect of such factors on
a specific firm on each day.
Specifically, the linear
regression technique assumes
that the sensitivities of a
company’s stock return to
market and industry
information on each day of
interest are the same as those
estimated over the control
period — which are themselves
average sensitivities over the
entire control period. That
relationship does not hold on
each and every day, including
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would show up in the residual | when market or industry news
or “firm-specific’ return in on a particular day affects only
Professor Fischel’s regression | some of the companies in the
analysis (a residual which then | industry index employed.
gets automatically attributed to | Therefore, what the
fraud-related information in regression model measures as
his leakage model). Professor | ‘firm-specific’ returns on
Fischel clearly recognizes this. | each day may in fact include
Ferrell Rebuttal Report, 132 the effect of market and
(quoting Fischel Depo. Tr. industry events. James
March 21, 2008 200:18- Rebuttal Report, 124
201:17); see also Ferrell (emphasis in original); see also
Rebuttal Report, 1133-34. id., 1131-34.

20. “Controlling” for ““[Clontrolling for’ market and | ““[C]ontrolling for’ market

market and industry
effects is not equivalent
to “eliminating” such
information.

industry effects through
regression analysis is not
equivalent to eliminating the
stock price effect of anything
that can be labeled ‘market
and industry information’ (i.e.,
information that affects not only
Household but also some other
firms in the market as a whole
or firms within its industry
disproportionately).” Ferrell
Rebuttal Report, 132.

and industry news via a linear
regression, as Fischel has
done, is different than
removing the effect of market
and industry news from the
regression’s ‘firm-specific’
returns, which is what Fischel
assumes in his damages model.
... A linear regression does
not always accurately account
for the effect of market and
industry news in calculating
“firm-specific’ returns.” James
Rebuttal Report, 127-30.
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21. Fischel’s leakage “Professor Fischel imposes the | Fischel makes “two primary
model overestimates $23.94 inflation cap on his adjustments. One is to ignore
actual damages. leakage model — where $23.94 | the effect of the constant term
is equal to the sum of all of the | in the — in the regression and to
residual stock price changes replace that with the risk-free
during the leakage period. rate — a measure of the risk-
Without this ad hoc cap, free rate. And second, he
Professor Fischel’s leakage employs a cap on the residual
model would commit him to the | decline.” James Depo. Tr.
untenable position of estimating | 44:23-45:5.
damages per share in excess of
the actual economic losses
according to his very own
analysis.” Ferrell Report, 121;
Ferrell Rebuttal Report, 165;
see also Ferrell Depo. Tr.
157:6-22; 305:2-22.
22. Definition of “fraud- “[F]raud-related . . . is new “[F]raud-related information
related” information. information to the market that | would be . . . as I understand
would result in a stock price the findings of the jury with
reaction that is statistically respect to certain alleged
significant . ...” Ferrell Depo. | misstatements.” James Depo.
Tr. 178:2-179:7; 182:12-183:4 | Tr. 63:8-19; 65:19-66:3
(same); 56:1-21 (“the fraud that | (“fraud-related . . . would be
was found by the jury is whatever pertains — disclosures
specifically identified by the pertain to the findings of the
jury on the jury verdict form. jury regarding certain
My understanding . . . is that misstatements™); 66:13-25
that constitutes the entirety of | (fraud-related “would have to
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the fraud at issue in this case. | be new information. It would
That is, the 17 material have to be related to
misrepresentations and information that corrects a
omissions, as found by the misstatement that is identified
jury.”); see also id. at 155:6-12. | by the jury, if it be, for
example, “‘We don’t engage in
predatory lending.””).
23. Fischel attributes all Fischel’s leakage model “Fischel’s attribution of

residual price declines
to the disclosure of
fraud-related
information.

“attributes damages to the fraud
that were necessarily nonfraud-
related.” Ferrell Report, 124;
see also Ferrell Rebuttal Report,
124 (“Fischel [makes] the
assumption that there could not
have been similar ‘leakage’ of
firm-specific, nonfraud
information over his leakage
period just as he assumes to be
the case with fraud-related
information.”); Ferrell Depo.
Tr. 186:20-187:1 (“Professor
Fischel’s model . . . simply
assumes that all the price
reactions that he can’t describe
in his misspecified model is due
to so-called leakage.”).

Household’s residual stock
price changes to the fraud on
days when no fraud-related
news was disclosed — a critical
assumption of his Leakage
Model — is pure assertion and
speculation.” Cornell Report,
116, 18.

24, Fischel’s leakage
model is unsupported

by academic literature.

“The academic literature does
not support Professor Fischel’s
unique formulation of a leakage

“I am not aware of any
academic support for the
conclusion that Prof. Fischel
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model in this matter.” Ferrell draws regarding his Leakage
Rebuttal Report, 19; see also Model. Prof. Fischel’s
id., 12; Ferrell Depo. Tr. at implementation of the Leakage
23:11-13 (“I believe his model Model in this matter fails to
is unreliable and flawed and adequately account for value-
inconsistent with academic relevant, firm-specific, non-
literature.”). fraud information.” Cornell
Report, 1116, 17; see also
Cornell Depo. Tr. 231:17-
232:6.

25. Fischel’s leakage “Another potentially important “Fischel’s discussion of firm-
model fails to account | firm-specific, nonfraud factor, specific, nonfraud factors in
for statistical noise. also not explained by the his September 2015 Report is

estimation of the impact on conclusory and does not
Household’s stock price from establish that his Leakage
market and industry factors in Model adequately accounts for
Professor Fischel’s model, that nonfraud factors, including
can impact a stock’s price is firm-specific, nonfraud
firm-specific statistical (or information (confounding
random) noise. ... Firm- information) and other factors
specific random noise by such as statistical noise, or
definition would not be trading volatility, and thus
explained by Professor does not produce reliable
Fischel’s model.” Ferrell estimates of inflation and
Report, 129. damages.” Cornell Report,
{16.

26. Fischel improperly “Professor Fischel’s leakage “Prof. Fischel’s September
attributes to the fraud model includes 171 days during 2015 Report does not address
the residual price the leakage period for which the 171 days during the

1131513 1
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movements on 171
days without
statistically significant
price changes.

his event study does not find a
statistically significant stock
price return. ... Professor
Fischel has provided no reliable
basis for including this stock
price decline in his leakage
model, let alone one consistent
with accepted economic
principles.” Ferrell Report,
71112; see also id., 117; Ferrell
Rebuttal Report, 1148-49.

Observation Window for
which his model does not find
a statistically significant stock
price change, yet this Leakage
Model attributes those price
changes to the fraud. | am
aware of no academic
literature that would support
this attribution.” Cornell
Report, §18.

27. Fischel improperly
attributes to the fraud
the residual price
movements on 15
statistically significant
days with no fraud-
related information.

“For 15 of the remaining 26
days, Professor Fischel finds no
fraud-related information. In
light of this, Professor
Fischel’s attribution of this
decline on these days to fraud-
related information is
unreliable and without a
proper basis . ...” Ferrell
Report, 126; see also Ferrell
Rebuttal Report, 18 (“The
Second Rebuttal Report fails to
provide any support attributing
fraud-related information to the
price declines on the 15
purported statistically

“Prof. Fischel’s September
2015 Report identifies 15
statistically significant price
declines during the
Observation Window for
which his review of the public
mix of information finds no
value-relevant, firm-specific
information (fraud-related, or
otherwise), yet this Leakage
Model attributes those price
changes to the fraud. I am
aware of no academic
literature that would support
this attribution.” Cornell
Report, 119.
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significant declines with no
firm-specific information
days.”).
28. Fischel’s leakage “The literature addresses such “[T]he papers to which Prof.

model fails to employ
the two techniques for
addressing confounding
information: short
event windows or
multi-firm studies.

confounding information in two
ways, neither of which
Professor Fischel has
implemented in his leakage
model. The first way is to
define the event window over a
relatively short time period —
usually no more than a few
days.” Ferrell Rebuttal Report,
117; see id., 1718-19.

“[T]hese articles that discuss
longer event windows employ a
second critically important
methodology to attempt to
control for confounding
information, which Professor
Fischel’s leakage model does
not enjoy the benefit of:
estimating the effect of the
event for a large number of
firms. The multiple-firm
approach is important in
controlling for confounding
information because the effect

Fischel cites attempt to control
for confounding information in
at least one of two ways. They
either advocate short event
windows . . . . or conduct
multi-firm studies.” Cornell
Rebuttal Report, 9.

“Prof. Fischel employs
neither technique to address
confounding information.
Instead, he includes in his
event window all 228 days
from his first identified
Specific Disclosure on
November 15, 2001 through
his last identified Specific
Disclosure on October 11,
2002, and assumes that any
and all deviations of the actual
returns from the returns
predicted by his single-firm
event study are fraud-related.
This is unsupported by
academic literature, including
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of confounding information
across many firms is positive
for some firms, negative for
others, and on average, will not
tend to bias the results in either
direction.” Ferrell Rebuttal
Report, 120 (emphasis in
original); see also {121-22; 23
(“Professor Fischel’s leakage
model does not employ either
of the two methodologies
employed in the literature that
he cites — that is, using a narrow
event window or conducting a
study with multiple firms —to
attempt to limit the influence of
confounding information in this
matter.”).

the papers he cites in the
November 2015 Fischel
Report.” Cornell Rebuttal
Report, §10.

1131513 1

27




Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page 1 of 47 PagelD #:82024

EXHIBIT 2



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page 2 B aogUp&84048n Plan
Frank Ferrell, 1|

vs. Household International, Inc.

Page 1 Page 2
1 IN THE UNITED STATES DISTRICT COURT 1
2 FOR THE NORTHERN DISTRICT OF ILLINOIS 2
3 No. 1:02-CV-05893 3
4 e 4
5 LAWRENCE E. JAFFE PENSION PLAN, on behalf 5 February 27, 2016
6 of itself and all others similarly situated, 6 9:02 a.m.
7 Plaintiffs, 7
8 VS. 8
9 HOUSEHOLD INTERNATIONAL, INC., et al., 9
10 Defendants. 10 Videotaped deposition of FRANK ALLEN
11 i 11 FERRELL, IlI, held at the offices of Skadden Arps
12 VIDEOTAPED DEPOSITION OF 12 LLP, 500 Boylston Street, Boston, Massachusetts,
13 FRANK ALLEN FERRELL, Il 13 pursuant to Agreement before Janet Sambataro, a
14 Saturday, February 27, 2016 9:02 a.m. 14 Registered Merit Reporter, Certified Realtime
15 Skadden Arps LLP 15 Reporter, Certified LiveNote Reporter, and a
16 500 Boylston Street, Boston, MA 02116 16 Notary Public within and for the Commonwealth of
17 17 Massachusetts.
18 18
19 19
20 20
21 Reported by: 21
22 Janet Sambataro, RMR, CRR, CLR 22
23 Job No. 10022056 23
24 24
25 25
Page 3 Page 4
1 APPEARANCES: 1 APPEARANCES: (Continued)
2 2
3 3 SKADDEN ARPS SLATE MEAGHER & FLOM, LLP
4 ROBBINS, GELLER, RUDMAN & DOWD LLP 4 (By Patrick Fitzgerald, Esquire, and
5  (By Luke O. Brooks, Esquire) 5  Andrew J. Fuchs, Esquire)
6 Post Montgomery Center 6 155 N. Wacker Drive
7 One Montgomery Street 7 Chicago, lllinois 60606
8  San Francisco, California 94104 8  312.407.0700
9 415.288.4534 9 patrick.fitzgerald@skadden.com
10 lukeb@rgrdlaw.com 10 andrew.fuchs@skadden.com
11 Counsel for the Plaintiffs 11 Counsel for the Defendant, Household
12 12 International, Inc.
13 -and - 13
14 14  -and-
15 ROBBINS, GELLER, RUDMAN & DOWD LLP 15
16 (By Michael J. Dowd, Esquire) 16 WILLIAMS & CONNOLLY
17 655 W. Broadway 17 (By Steven M. Farina, Esquire, and
18 San Diego, California 92101 18 Leslie Cooper Mahaffey, Esquire)
19 619.231.1058 19 725 Twelfth Street, N.W.
20  miked@rgrdlaw.com 20  Washington, D.C. 20005
21 Counsel for the Plaintiffs 21 202.434.5526
22 22 sfarina@wc.com
23 23 Imahaffey@wc.com
24 - Continued - 24 Counsel for the Defendant, Household International,
25 25 Inc.
Page 1.4

www.aptusCR.com



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page 3 \pfHcErI8UAE 82046 Plan
Frank Ferrell, Il

vs. Household International, Inc.

Page 29 Page 30
1 my instructions and supervision. | did have 1 MR. BROOKS: In other cases.
2 Cornerstone, for some of the non-fraud 2 A. So with the clarification, | want to
3 information, | asked them to sort of put in the 3 clarify for the record, not in this case.
4 block quotes that | had selected. There was some | 4 BY MR. BROOKS:
5 editing, grammatical work that they helped me on. | 5 Q. And does that include Mike Keable at
6 But with those caveats, | wrote the report. 6 Lexecon?
7 Q. You know Professor Fischel personally. 7 A. Yes.
8 Correct? 8 Q. And what is your opinion of Mike Keable
9 A. ldo. 9 as an economist?
10 Q. And you have a contract to do work for 10 A. 1like Mike and I think -- I think --
11 his company, Lexecon. Is that right? 11 and I think highly of Mike.
12 A. |do have a contract with Lexecon. 12 Q. Is he reliable?
13 Q. And that contract gives Lexecon a right 13 A. In the cases I've worked on, | found
14 of first refusal to support your expert work. Is 14 him to be reliable.
15 that right? 15 Q. Do you think he's talented?
16 A. Yes. 16 A. ldo.
17 Q. And you often use Lexecon's support 17 Q. Do you think he's honest?
18 staff to support your expert work. Correct? 18 A. ldo.
19 A. Yes. 19 Q. Do you think that -- withdrawn.
20 Q. And, in fact, you're currently using 20 And have you worked with Peter Clayburgh
21 Lexecon support staff to support some of your 21 before?
22 expert work. Right? 22 A. | have.
23 A. Yes. 23 Q. And what do you think of Mr. Clayburgh?
24 MR. FITZGERALD: Objection to form. 24 A. |like him, and I think he's smart.
25 You mean in other cases? 25 Q. Is he reliable?
Page 31 Page 32
1 A. Inthe -- 1 don't have as much 1 Q. And do you think Professor Fischel is
2 experience with him that | have with others, but 2 honest?
3 in the few matters | worked with him, | found him 3 A. ldo.
4 to be reliable on the cases that | worked on. 4 Q. So turning to Paragraph 14 in your
5 Q. Did you find him to be talented? 5 report, Exhibit 1 here, this is your assignment.
6 A. Yes. 6 Correct?
7 Q. And honest? 7 A. The assignment in this report is
8 A. Yes. | wouldn't work with somebody | 8 reflected in Paragraph 14.
9 didn't think was honest. 9 Q. And who defined the assignment?
10 Q. And have you worked with David 10 A. Counsel for Household.
11 Strahlberg? 11 Q. And | see that you cited the appellate
12 A. I know I've talked to him. It's 12 order in Footnote 21 in that paragraph. Do you
13 possible | worked on a case with him, but I don't |13 see that?
14 recall, offhand, working with him on a case. 14 A. ldo.
15 Again, | could be misremembering. It's possible |15 Q. And that's the Seventh Circuit's
16 that he was involved in some capacity on a matter | 16 appellate order in this case. Right?
17 that | was involved in, but | don't have a 17 A. Yes.
18 specific recollection of him working on a case. 18 Q. And was your assignment informed by the
19 Q. What is your opinion of 19 appellate order?
20 Professor Fischel as an economist? 20 A. Well, as | said, the assignment was
21 A. Ithink he is very smart and talented, 21 defined by counsel for Household. And that was
22 and | like him. 22 to assess Professor Fischel's second supplemental
23 Q. Would you say he's brilliant? 23 report. And in the second supplemental report,
24 A. | would say he's a brilliant legal 24 he references the appellate order, is my memory.
25 academic. 25 Q. Was the scope of your work informed by

Page 29..32

www.aptusCR.com



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page 40fHcErI8UAE# 82044 Plan
Frank Ferrell, Il

vs. Household International, Inc.

Page 33 Page 34
1 the appellate order? 1 surreply report. | looked at underlying
2 MR. FITZGERALD: Objection to form. Go 2 documents, and | met with counsel.
3 ahead. 3 Q. When did you meet with counsel?
4 A. I'msorry. So in the sense that | was 4 A. So | met with counsel yesterday. And |
5 asked to assess the second supplemental report, 5 met with counsel several times in person before
6 and my memory is Professor Fischel references the | 6 that, as well.
7 appellate order in how he defines his scope in 7 Q. To prepare for the deposition?
8 the second supplemental report. 8 A. Correct.
9 BY MR. BROOKS: 9 Q. How many times?
10 Q. Did you read the appellate order? 10 A. So | met with counsel in Chicago a few
11 A. ldid. 11 days ago. | remember meeting with counsel -- I'm
12 Q. Did you read it carefully? 12 just going to blank on the location, but | did
13 A. Yes. 13 also, prior to Chicago, meet with counsel in
14 Q. Do you believe that you adhered to the 14 person, as well. So that's three meetings. So
15 Seventh Circuit's opinion in performing your 15 there might be a fourth. I just-- | don't have
16 analysis? 16 aclear recollect --
17 A. That calls for a legal opinion. I'm 17 Q. How long --
18 not going to offer a legal opinion. All | can 18 A. -- aclear recollection.
19 say is this was the scope of my assignment, as 19 Q. How long was the meeting before the
20 defined by counsel for Household. 20 Chicago meeting?
21 Q. What did you do to prepare for the 21 A. |wantto say a day or a part of a day.
22 deposition today? 22 Q. How about the meeting in Chicago?
23 A. | reviewed my reports. | reviewed 23 A. So | -- so that was two days, but just
24 Professor Fischel's reports. | listened to 24 to be clear, | met -- | believe it was two days.
25 Professor Fischel's deposition. | reviewed the 25 | can be misremembering the exact length of time.
Page 35 Page 36
1 1doremember meeting with counsel in Chicago for | 1 A. | mean, it varied.
2 aday and then the second day | was listening to 2 Q. What was the most?
3 Professor Fischel. 3 A. So counsel present here were at some of
4 Q. So you met on Tuesday and listened to 4 the meetings, and the other person that comes to
5 Professor Fischel's deposition on Wednesday? 5 mind is Ryan Stoll from Skadden Arps.
6 A. Yes. And now you reminded me. | 6 Q. So five or six?
7 actually didn't meet the entire day. | flew out 7 A. Well, just to be clear, all five or six
8 Tuesday morning. So | actually -- now that | 8 were not present in every meeting. So it was --
9 remember, | got to Chicago midday on Tuesday. 9 but those -- as well as counsel for HSBC. But
10 And then you can remind -- my memory is that -- |10 [I'm not saying they were all present for every
11 then that Professor Fischel was deposed the 11 meeting. That's not accurate.
12 following day, the Wednesday. 12 Q. Do you know Dr. Mukesh Bajaj?
13 Q. That's my memory too. 13 A. |do not.
14 Was anyone at these meetings, other than 14 Q. Do you understand he was Household's
15 counsel for the defendants? 15 prior expert in this case on loss causation and
16 A. Yes. 16 damages?
17 Q. Who else was there? 17 A. | believe that's right.
18 A. There was -- | don't know. I'm not 18 Q. You read his reports and transcripts,
19 exactly clear on how you define counsel for 19 right?
20 defendants. But counsel from HSBC was there as | 20 A. ldid.
21 well. 21 Q. So you know he was their expert, don't
22 Q. Anyone else? 22 you?
23 A. No. 23 A. Yes. | was just pausing, because |
24 Q. How many lawyers were at these 24 don't remember how he characterized who he was --
25 meetings, approximately? 25 whether he was retained by counsel or by
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1 Household directly; but yes, he performed those 1 year. But again, assessing his work is outside
2 types of analysis. 2 the scope of these two reports.
3 Q. Soyou read all of his reports. Is 3 Q. So I'm not asking you whether it was in
4 that right? 4 the scope of your reports. I'm asking whether
5 A. Yes. 5 there was anything you disagreed with from a
6 Q. And you read his trial testimony. 6 methodological perspective about Dr. Bajaj's
7 Correct? 7 reports?
8 A. Idid. 8 MR. FITZGERALD: | object. Going down
9 Q. You read his deposition testimony. 9 the line of inquiry, if he's not retained to
10 Correct? 10 analyze Dr. Bajaj's testimony, you have an
11 A. ldid. 11 expert, asking him to do it on the fly doesn't
12 Q. And was there anything that stood out 12 seem to me to be appropriate.
13 to you about his methodology that was incorrect, 13 MR. BROOKS: Are you going to instruct
14 in your opinion? 14 him not to answer? | think I'm entitled to ask.
15 MR. FITZGERALD: Objection to scope 15 MR. FITZGERALD: You're asking him to
16 here. 16 critique somebody he wasn't asked to critique
17 A. So you can look at Paragraph 14 in my 17 before on the fly, which | don't think is
18 original report and Paragraph 7 of my second 18 appropriate.
19 report. That was not within the scope of my 19 MR. BROOKS: You can instruct him not
20 assignment. So you can direct me to particular 20 to answer. | don't think it's proper. But |
21 portions of what he said, but it was something 21 don't want to get in a big discussion with you.
22 that | did not focus on. 22 MR. FITZGERALD: Why don't we move on
23 BY MR. BROOKS: 23 from this. Let me talk to co-counsel at a break
24 Q. You read all his stuff. Right? 24 as to what the understanding is, so we can
25 A. 1did read it back in the summer, last 25 revisitit. |justdon't-- | just don't think
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1 you have a right to take an expert who is 1 but I don't have a recollection of that.
2 testifying about a topic, then make your expert 2 Q. So you didn't think it was important to
3 analyze something else. But why don't we talk 3 stay consistent with Dr. Bajaj's opinions because
4 about it at a break, so | don't run the clock on 4 that wasn't the scope of your work. Is that your
5 you? You move on and we'll come back. 5 testimony?
6 MR. BROOKS: | mean, he's testifying 6 MR. FITZGERALD: Obijection to form.
7 about loss causation and damages. That's what 7 You can answer.
8 Dr. Bajaj testified about. Right? 8 A. My -- myrole, as | understand it, is
9 MR. FITZGERALD: Right. 9 to provide my -- my own best independent analysis
10 MR. BROOKS: It's the same topic. 10 within the scope of my assignment, as defined in
11 BY MR. BROOKS: 11 Paragraph 14 of my original report and
12 Q. In performing your work, did you 12 Paragraph 7 of my rebuttal report.
13 believe it was important to stay consistent with 13 BY MR. BROOKS:
14 Dr. Bajaj's prior opinions? 14 Q. So whether or not you conflicted with
15 A. No. My understanding of my role is | 15 prior evidence that Household had put on at the
16 was to provide my own independent expert analysis | 16 previous trial was not your concern?
17 within the scope, as defined in Paragraph 7 of 17 MR. FITZGERALD: Objection --
18 my -- of my rebuttal report, and Paragraph 14 of 18 BY MR. BROOKS:
19 my original report. 19 Q. Isthat fair to say?
20 Q. You understand that Dr. Bajaj worked 20 MR. FITZGERALD: -- to form.
21 with Cornerstone, just like you're working with 21 A. That's not fair to say. | reviewed the
22 Cornerstone, don't you? 22 evidence and provided an independent analysis of
23 A. That, | didn't know. 23 the evidence within the scope. And the scope,
24 Q. His deposition? 24 again, is to assess -- reading from my original
25 A. You know, that could well be the case, 25 report, to assess Professor Fischel's second
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1 supplemental report. So that would obviously 1 testimony, and | did review that. But | would

2 include his analysis, his statements in that 2 have to look at that to refresh my recollection.

3 report. And then Paragraph 7 of the rebuttal, | 3 But that's my best recollection.

4 was asked to assess Professor Fischel's second | 4 Q. You reviewed the portion that

5 rebuttal report. And so that was my scope. 5 Professor Fischel cited to?

6 Q. Do you know who William Aldinger is? 6 A. Well, I reviewed the portion and then

7 A. Yes. Generally speaking. 7 obviously the context in which it's been -- the

8 Q. Who is that? 8 back and forth. So that's my best recollection.

9 A. He's a Household official, and | think 9 Q. Youdidn't read his entire testimony.

10 I have a footnote where | list the individual 10 Is that correct?

11 defendants. | don't -- | didn't memorize them. 11 A. That's -- that's right. So my memory

12 But he's -- he was, at some point, a Household |12 is-- and again, | could be mistaken. There's a

13 official. 13 lot of documents in this case. My memory is that

14 Q. Did you read his trial testimony? 14 Professor Fischel cited to certain portions. |

15 A. My memory is -- my memory is that 15 skimmed through the transcript, but | focused on

16 Professor Fischel cites to -- | would have to 16 what he's citing to and in the context. Anyway,

17 review Professor Fischel. 17 that's my best recollection.

18 My memory he does cite to some trial 18 Q. Did you read Mr. Aldinger's deposition

19 testimony. It might have been of that 19 transcripts in this case?

20 individual. | just-- 1 just would have to look 20 A. Again, my memory -- and there's a lot

21 again to refresh my recollection. 21 of documents in this case. I'm just --

22 Q. Il asked if you read his trial 22 Q. Let me ask a different question. Did

23 testimony, Mr. Aldinger's? 23 you read Mr. Aldinger's complete deposition

24 A. Yeah. So my memory is that 24 testimony?

25 Professor Fischel cites to some of that trial 25 A. My memory is -- give me one second
Page 43 Page 44

1 here. 1 that he was a Household official, and

2 So my memory is that when Professor Fischel | 2 Professor Fischel cites to various statements by

3 cited to depositions or transcripts, that | 3 him for -- as evidence of certain propositions.

4 focused on those portions in the context in which | 4 Q. And did you read Mr. Schoenholz' trial

5 they're happening and that | skimmed the rest. 5 testimony?

6 Butit's fair to say | focused on the portions 6 A. Same answer as before. So I'm going to

7 and the context that he is citing to as a basis 7 have the same answer with respect to the

8 for his opinion. 8 citations by Dr. Fischel to -- that he has for

9 Q. Do you think you skimmed the rest of 9 certain propositions in his -- in his various

10 Mr. Aldinger's trial and deposition testimony? 10 reports.

11 A. | remember | received, for the day, the 11 Q. Have you spoken to Mr. Schoenholz about

12 trial transcript. And | remember skimming 12 this case?

13 through -- I'm not representing | did every day. 13 A. No.

14 But the transcript that he's citing to, | did 14 Q. Have you spoken to any current or

15 receive. 15 former Household employees, other than lawyers,

16 Q. Who is David Schoenholz? 16 about this case?

17 A. My memory is that he was a Household 17 A. No.

18 official. But again -- and | don't remember 18 Q. And your answer is the same, | take it,

19 whether he was an individual defendant or not -- | 19 for Mr. Schoenholz' deposition transcripts, if

20 Q. Heis. 20 Professor Fischel cited them, you reviewed the

21 A. --in this litigation. But | have a 21 citation and the areas around it. |s that fair

22 footnote listing those individuals. 22 to say?

23 Q. Without looking at that footnote, you 23 A. Well, that wasn't my testimony. |

24 don't know his position. Is that fair to say? 24 received -- my memory is | received the

25 A. |don't recall, offhand. | do remember 25 transcript that he's citing to. | skimmed
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1 through it, but it's fair to say | focused on the 1 Yeah, so -- so it is fair to say that I'm
2 portions that he's relying upon and obviously the 2 focused on what Professor Fischel's analysis is
3 context in which it's happening. So it's the 3 and whether -- and to provide an assessment of
4 same answer. 4 that.
5 Q. And what about Gary Gilmer, what was 5 Q. Were you provided exhibits with the
6 his position at Household? 6 testimony that you -- that you received?
7 A. ldon'trecall, offhand. 7 A. | doremember -- | do remember
8 Q. Did you read any of his trial 8 receiving exhibits.
9 testimony? 9 Q. Which exhibits did you receive?
10 A. Again, same answer, | don't -- | 10 A. Now -- now you're beyond my memory. |
11 haven't mem- -- you know, Professor Fischel, in 11 do remember receiving exhibits.
12 all these various reports, cites to a lot of 12 Q. Who is Edgar Ancona?
13 things. I did review the citations he has. And 13 A. |don't recall, offhand.
14 it would be the same testimony that | gave 14 Q. You never read his deposition
15 earlier. 15 transcript. Is that correct?
16 Q. You didn't think it was important to 16 A. Again --
17 review Household's executives' testimony for 17 Q. He's not cited in Professor Fischel's
18 anything other than what Professor Fischel cited? 18 report.
19 A. Well, Professor Fischel cites a lot, so 19 A. Soifit's not cited in Professor -- if
20 |did review a lot of transcripts, and | felt 20 it's not something cited in Professor Fischel's
21 that was sufficient for my assignment, which was 21 report, and it's not otherwise cited in my
22 to assess Professor Fischel's second supplemental 22 documents relied upon list, then | have not
23 report, and then in the expert rebuttal report, 23 reviewed it.
24 to assess Professor Fischel's rebuttal report. 24 Q. So you haven't read any deposition
25 Make sure I'm getting that right. 25 testimony or trial transcripts from anyone other
Page 47 Page 48
1 than those people who are cited in your documents 1 Dr. Bajaj, trial testimony of Professor Fischel,
2 relied upon? 2 trial testimony of Dr. Bajaj, and the rebuttal
3 A. Ididn't - 3 trial testimony of Professor Fischel. Do you see
4 MR. FITZGERALD: Object to the form. 4 that?
5 You can answer. 5 A. ldo.
6 A. That was not my testimony. So my 6 Q. So for the initial report, you didn't
7 testimony was that | obviously reviewed the 7 read any other deposition transcripts or trial
8 depositions listed. | also reviewed 8 testimony. Is that correct?
9 Professor Fischel's -- the materials that he's 9 A. That's not --
10 relying upon, which did include, as | remember 10 MR. FITZGERALD: Object to form.
11 it, citations to transcripts. 11 A. That's not correct, so --
12 Q. Okay. So why don't you turn to 12 BY MR. BROOKS:
13 Exhibit B [sic] to your initial report. 13 Q. Okay. So in addition to what you've
14 (Witness complies.) 14 listed here, is it true that the only deposition
15 MR. FITZGERALD: Do you mean 15 or trial testimony that you read was testimony
16 Appendix B? 16 that was cited in Professor Fischel's first
17 MR. BROOKS: Appendix B. 17 report?
18 BY MR. BROOKS: 18 A. That's not quite accurate, because |
19 Q. Appendix B, it's before the exhibits. 19 testified that | obviously read what he's citing
20 A. Do you want me to be in the initial 20 to, but also the surrounding context. So with
21 reportor -- 21 that -- you know, so incorporating my earlier
22 Q. Inthe initial report, yeah. 22 answer to your question, that's accurate.
23 A. Okay. 23 Q. And let's just take a look at
24 Q. So for the initial report, you list 24 Appendix B. For your rebuttal report, there's no
25 deposition testimony of Professor Fischel, 25 deposition or trial testimony relied upon.
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1 A. So I'mjust -- I'm utilizing, for this 1 A. Well --
2 purpose, the Consolidated Class Action Complaint 2 MR. FITZGERALD: Objection. Asked and
3 and Professor Fischel's characterization, and | 3 answered.
4 think those documents characterize it as reaging 4 A. So the predatory lending fraud, my
5 the restatement or the account -- I'll leave it 5 understanding is the material misstatements that
6 atthat. The restatement and the predatory 6 the jury found on the jury verdict form, which is
7 lending. 7 listed in my Appendix B, that relate to predatory
8 Q. So describe your understanding of the 8 lending. And that would be the most accurate and
9 predatory lending fraud that defendants 9 complete answer to your question, as to what
10 committed. 10 constitutes the fraud with respect to predatory
11 A. You're testing my memory here. | 11 lending.
12 would -- to give an accurate answer, | would just 12 BY MR. BROOKS:
13 goto the jury verdict form. So there's 17 13 Q. Can you state for me any details
14 misstatements that have been specifically 14 related to the widespread predatory lending that
15 identified on the verdict -- verdict form. And | 15 Household was engaged in that you're aware of?
16 really would not be able to add beyond that. 16 MR. FITZGERALD: Objection to form and
17 Q. So you don't understand any of the 17 asked and answered.
18 details underlying the false statements relating 18 A. So, again, you know, if you're asking
19 to predatory lending. Is that your testimony? 19 me to recall, off the top of my head, the jury
20 MR. FITZGERALD: Obijection to form. 20 verdict form, | did review that very carefully,
21 A. That's not what | said. 21 and there are misstatements and
22 BY MR. BROOKS: 22 misrepresentations that the jury found that
23 Q. What are the details that you 23 related to predatory lending. And so the most
24 understand about the predatory lending fraud that 24 accurate and complete answer would be to look at
25 the defendants committed? 25 the specific misstatements the jury found to be
Page 55 Page 56
1 materially misleading. 1 Q. So the verdict form lists the false
2 BY MR. BROOKS: 2 statements and omissions. You understand that,
3 Q. What types of predatory lending did 3 right?
4 Household engage in? 4 A. Right.
5 MR. FITZGERALD: Objection. Asked and 5 Q. But the verdict form doesn't list the
6 answered. You can answer. 6 details of the fraudulent business practices.
7 A. You know, again, | would just go to the 7 MR. FITZGERALD: Objection to --
8 jury verdict form for the fraud that was found by 8 BY MR. BROOKS:
9 the jury as relates to predatory lending. 9 Q. Do you understand that?
10 BY MR. BROOKS: 10 MR. FITZGERALD: Objection to form.
11 Q. Well, you understand that the fraud is 11 A. | disagree with that characterization.
12 securities fraud. Right? 12 The fraud -- the fraud that was found by the jury
13 A. Yes. 13 is specifically identified by the jury on the
14 Q. Defendants committed securities fraud? 14 jury verdict form. My understanding, but I'm not
15 A. That's my understanding. 15 giving a legal opinion, is that that constitutes
16 Q. And those are false statements and 16 the entirety of the fraud at issue in this case.
17 omissions. Right? 17 That is, the 17 material misrepresentations and
18 A. I'm not here to provide a legal 18 omissions, as found by the jury. 1 do not -- my
19 opinion, but that is accurate. 19 understanding, but I'm not providing a legal
20 Q. That is your understanding? 20 opinion, is that there's not other fraud beyond
21 A. ltis. 21 that.
22 Q. And those false statements and 22 BY MR. BROOKS:
23 omissions were about certain business practices. 23 Q. So you understand that the jury, on the
24 Right? 24 verdict form, checked a box for each statement as
25 A. Agreed. 25 to which part of the fraud applied to that
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1 statement. Right? 1 jury.
2 MR. FITZGERALD: Obijection to form. 2 BY MR. BROOKS:
3 A. My memory -- you'll have to show me the 3 Q. You didn't look for details about the
4 jury verdict form to refresh my recollection, but 4 fraud from any source, other than the jury
5 my memory of the jury verdict form is they 5 verdict form?
6 identified the material misstatements and 6 MR. FITZGERALD: Obijection to form.
7 omissions. 7 A. |don't understand the question. My
8 BY MR. BROOKS: 8 understanding, but I'm not giving a legal
9 Q. And you don't remember one way or 9 opinion, is that the actionable -- not the
10 another whether they identified if material 10 actionable -- the material misstatements and
11 misstatements or omissions dealt with predatory 11 omissions that forms the basis for liability in
12 lending, reaging, or the restatement? 12 this case are the material misstatements and
13 A. | do remember that. So my memory, not 13 omissions as find -- found by the jury on the
14 having the jury verdict form in front of me, is 14 jury verdict form.
15 that's consistent with my memory. 15 My understanding, without giving a legal
16 Q. And what you're saying is other than 16 opinion, is that there's not other fraud beyond
17 what's on the jury verdict form, you have no idea 17 that that would form a basis for liability.
18 what that predatory lending box means. Correct? 18 Without providing a legal opinion, I'm just
19 MR. FITZGERALD: Objection to form. 19 giving you my understanding of what constitutes
20 A. Again, | think you're asking me a legal 20 the fraud.
21 opinion. My understanding of the jury verdict 21 BY MR. BROOKS:
22 form, but I'm not providing a legal opinion, is 22 Q. So can you tell me what reaging was?
23 that it was identifying the nature of the 23 MR. FITZGERALD: If we're going to move
24 material or what category the material 24 to reaging, do you want to take a break? We've
25 misrepresentation fell into, according to the 25 been going about an hour.
Page 59 Page 60
1 MR. BROOKS: Let's just get through a 1 A. Well, again, my understanding is that
2 couple more questions. 2 the jury found certain statements concerning
3 MR. FITZGERALD: Okay. 3 reaging constituted fraud. And --
4 BY MR. BROOKS: 4 Q. I'masking --
5 Q. Can you tell me what reaging was? 5 A. --sothat's what -- that's what I'm
6 A. So, again, the complaint and 6 focused on in terms of thinking about damages and
7 Professor Fischel discusses this, so my memory of 7 loss causation.
8 their discussion, the complaint, and the -- and 8 Q. Do you understand how reaging worked?
9 Professor Fischel's discussion of reaging 9 Yesorno?
10 involved whether a certain -- how certain 10 A -
11 accounts were treated in terms of delinquencies 11 MR. FITZGERALD: Just objection to
12 and the timing thereof. So at a very general 12 scope. He's being offered on a damages case, and
13 level. 13 objection, asked and answered.
14 But, again, the specific answer would be the 14 A. | did review the complaint and
15 reaging fraud or the fraud relating to reaging as 15 Professor Fischel's description of that. |
16 found by the jury. So the specific material 16 reviewed Household's 10-Ks and 10-Qs, where they
17 misrepresentations and omissions relating to 17 talk about treatment of certain accounts and how
18 reaging, as found by the jury. 18 those are going to be reported. But again, for
19 Q. So reaging was a practice that 19 purposes of my analysis, | was focused on the
20 Household engaged in. Do you understand that? 20 fraud and how to properly and scientifically
21 A. That's my -- 21 think about damages and loss causation in that
22 MR. FITZGERALD: Obijection to form. 22 context.
23 A. That's my general understanding. 23 BY MR. BROOKS:
24 BY MR. BROOKS: 24 Q. What financial metrics did reaging
25 Q. And how did it work? 25 impact at Household?
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MR. FITZGERALD: Same objection.

A. So, again, my understanding is the
jury -- you know, if you want to put the jury
verdict form in front of me to remind me of the
specific material misrepresentations about
reaging, that would be helpful. But my memory
from the complaint and Professor Fischel is that
it involved whether an account was delinquent or
not or whether it was going to be caught up in
some sense. But that's a very general
understanding. Again, what's important for me
and my scope is what constitutes the fraud.
BY MR. BROOKS:

Q. You understand that reaging impacted
Household's two plus delinquency statistics.
Right?

MR. FITZGERALD: Obijection to scope.
If you're going to ask him about the findings and
the fraud, we should probably put the exhibit in
front of him.

MR. BROOKS: I'm just asking about
reaging.
BY MR. BROOKS:

Q. You understand that reaging impacted
Household's two plus delinquency statistics.
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Right?
MR. FITZGERALD: Same objection to

scope.

A. You know, my -- that's consistent with
my general memory, but | would want to -- you
know, | would need to confirm that. So -- but
that's generally consistent with my memory. But,
again, what's relevant for my purposes is what
actually constitutes the fraud.

MR. BROOKS: Okay. We can take a
break.

MR. FITZGERALD: Great.

THE VIDEOGRAPHER: The time is two
minutes after 10:00. We're off the record.

(A recess was taken.)

THE VIDEOGRAPHER: We are back on the
record. The time is 10:18.

THE WITNESS: Can | make a clarify --
there's something | remembered in response to an
earlier question, if | could, which you had asked
me if there was other people at the meeting when
I met with counsel, and | should have added, |
just remembered, is that personnel from
Cornerstone were at those meetings, as well. So
| wanted to add that to my earlier answer.
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BY MR. BROOKS:

Q. Who from Cornerstone was at the meeting
or meetings?

A. So Kristin Feitzinger was there. |
mangled that. Also present was Nick Yavorsky,
Yavorsky. I'm just trying to remember if there's
anybody else. Those are the two -- those are the
two names that come to mind.

Q. Are they senior people from

Cornerstone?

A. Yes. | believe so. | would say
Kristin Feitzinger, Feitzinger is certainly a
senior person. As | understand it, she's a
principal at Cornerstone.

Q. You divided them between senior and

junior --
A. Yes.
Q. -- people for compensation, so that's

why | asked it that way.

A. Sure.

Q. Who else from Cornerstone?

A. Well, just to be clear, | don't -- |
know that my understanding is that Kristin is --
is senior, is my understanding.

Q. And what are her credentials?
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A. She went to Stanford. She has a

master's from Stanford. | believe she also has
an MBA from Stanford.

Q. What's her master's in?

A. ldon't know. You asked about her
credentials. | also know that she's been
working -- has done work for the last 20 some
years in the -- in the area of damages and event
studies and that general area.

Q. Sorry. What about Nick Yavorsky? What
are his credentials?

A. So, again, my understanding is for the
last seven, eight years, he's been working in
this area. This area being damages, event study,
loss causation, economics, in that. And |
believe he has an MBA. I'm blanking on the name
of the school now.

Q. Where are they based?

A. Los Angeles.

Q. Who else from Cornerstone has worked on
this engagement with you?

A. So to my knowledge, in terms of people
that I've interacted with, in addition to those
two people, | would add Jamie Lee and Katie
Galli.
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1 Q. And are they senior or junior? 1 Q. Mr. James and Cornell. Is that right?
2 A. Well, Katie Galli, again -- this is my 2 A. That's my general understanding, for
3 understanding, | could be mistaken -- heads or 3 what it's worth.
4 coheads the LA office. And Jamie Lee, | know, is | 4 Q. And are the same folks supporting
5 less senior, but | don't -- frankly, | don't know 5 Christopher James as are supporting you?
6 where he is in the hierarchy. 6 A. ldon't know.
7 Q. What are Katie Galli's credentials? 7 Q. And what about Cornell, are the same
8 A. So | know she went to Stanford. | know 8 folks supporting Cornell?
9 that she worked at Stanford doing research. | 9 A. ldon't know.
10 don't recall what her graduate degrees are in. 10 Q. And you don't know one way or the other
11 Let me restate that. | know she did work -- she 11 whether anyone from this team at Cornerstone
12 worked at Stanford doing research. And | also 12 worked with Dr. Bajaj previously. Is that your
13 know that for several decades now, she's -- 13 testimony?
14 20 years or so, 15, 20 years, she's been working | 14 A. ltis.
15 in this area. 15 Q. Do you have an understanding as to
16 Q. What about Jamie Lee, what are his 16 whether anyone on this Cornerstone team was
17 credentials? 17 working on Household before you were retained?
18 A. So Jamie Lee, as | remember it, has a 18 A. ldon't know either way.
19 Ph.D. in economics from Harvard. | don't 19 Q. How did you select Cornerstone, if you
20 remember where he went undergraduate. And| |20 did?
21 don't know how long he's been working at 21 MR. FITZGERALD: Obijection to form.
22 Cornerstone. 22 A. So as we discussed earlier, | do have a
23 Q. Cornerstone is supporting defendants' 23 contract with Compass Lexecon, and unless --
24 other two experts in this case. Is that correct? 24 sorry, | would use them unless they're
25 A. That's my general understanding. 25 conflicted. That's obviously the case here. And
Page 67 Page 68
1 I've worked with Cornerstone, and more 1 choice on expert engagements. Right?
2 specifically the Cornerstone LA office on a -- on 2 MR. FITZGERALD: Objection to form.
3 several matters in the past. So | had a high 3 A. Well, if it's a contract, it's not a
4 level of confidence in the quality of the work 4 choice. So, yes, | do use Compass Lexecon unless
5 and the support that | would receive. 5 they're conflicted or for whatever other reasons
6 BY MR. BROOKS: 6 Compass Lexecon decides not to provide support.
7 Q. So did you choose Cornerstone or did 7 BY MR. BROOKS:
8 counsel suggest them? 8 Q. You entered into this contract with
9 A. My -- again, this is going back to the 9 Compass Lexecon on your own freewill. Is that
10 summer. My memory was it was a conversation 10 right?
11 about what would make sense in terms of support. 11 A. Yes.
12 1 gave my views. And | just remember there was a 12 Q. That was a choice you made?
13 back and forth. So I don't remember it as being 13 A. ltis.
14 adirective from either party. 14 MR. FITZGERALD: Obijection to form.
15 Q. So Compass Lexecon is your first choice 15 BY MR. BROOKS:
16 provider of support for these expert engagements. 16 Q. And that contract that requires you to
17 Correct? 17 go to Compass Lexecon first for support. Right?
18 MR. FITZGERALD: Objection to form. 18 A. Yes. They have a right of first
19 A. That's not quite my testimony. My 19 refusal pursuant to my contract.
20 testimony is | have a contractual obligation to 20 (United States Court of Appeals
21 use them as support unless they're conflicted, 21  for the Seventh Circuit Opinion, No. 13-3532
22 which was -- which was the case here. 22  marked Exhibit 3.)
23 BY MR. BROOKS: 23 BY MR. BROOKS:
24 Q. Soyou entered into a contract 24 Q. The court reporter has handed you
25 requiring you to make Compass Lexecon your first 25 Exhibit 3. This is the Seventh Circuit's opinion

Page 65..68

www.aptusCR.com



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page |12 QtAL 298 B84 Plan
Frank Ferrell, Il

vs. Household International, Inc.

Page 69 Page 70
1 in this case, which is listed in your reliance 1 scope of his testimony. He's here to offer
2 materials. Right? 2 testimony about damages that flow from a finding.
3 A. Correct. 3 And asking him if the judge found it was raining
4 Q. So turn to Page 2 of Exhibit 3. And in 4 on a certain day, agree or disagree, it's beyond
5 the last paragraph, in the first column, it 5 the scope.
6 begins "Between." Do you see that? 6 MR. BROOKS: Okay. You can answer.
7 A. ldo. 7 MR. FITZGERALD: He's not here to offer
8 Q. ltsays, "Between the summers of 1999 8 an opinion on facts -- we can all argue about
9 and 2001, Household's stock rose from around $40 9 what the legal significance of the findings. But
10 per share to the mid 60s and by July of 2001 was 10 | don't understand why you're going to ask him to
11 trading as high as $69," and you agree with that. 11 opine on whether or not sentences in a legal
12 Right? 12 opinion are true. That's not within the scope.
13 A. | have no reason to disagree with that. 13 BY MR. BROOKS:
14 Q. And then looking up to the prior 14 Q. Go ahead and answer. Just answer the
15 paragraph it says, in the second sentence, "In 15 question.
16 1999, company executives implemented an 16 MR. BROOKS: Are you going to instruct
17 aggressive growth strategy in pursuit of a higher 17 him not to answer? This isn't a 30(b)(6)
18 stock price." Do you see that? 18 deposition. This is one of his reliance
19 A. ldo. 19 materials and I'm entitled to examine him on it.
20 Q. Do you disagree with that finding? 20 He relied on this.
21 MR. FITZGERALD: So let me stop you 21 MR. FITZGERALD: Okay.
22 here. Are you asking him to verify what the 22 MR. BROOKS: He said he read it
23 words are on the Seventh Circuit opinion or -- 23 carefully.
24 he's not offered, | mean, to ask him to agree or 24 MR. FITZGERALD: What are you asking?
25 disagree with facts and opinion. That's not the 25 Are you asking --
Page 71 Page 72
1 MR. BROOKS: I'm asking him whether he 1 A. [ will follow the instruction.
2 agrees with these findings. If he agrees with 2 BY MR. BROOKS:
3 them, he can say yes. If he doesn't, he can say 3 Q. The next sentence reads, "Over the next
4 no. 4 two years, the stock price rose dramatically but
5 MR. FITZGERALD: And on what basis -- 5 the company's growth was driven by predatory
6 MR. BROOKS: And then we'll follow up. 6 lending practices." Do you see that?
7 MR. FITZGERALD: Okay. I'm going to 7 A. ldo.
8 direct him not to answer. He's not here to offer 8 Q. Do you disagree with that finding by
9 factual opinions. He's here to offer a 9 the Seventh Circuit?
10 scientific method to calculate damages based upon | 10 MR. FITZGERALD: Same objection. Same
11 afinding of liability. And to ask an expert 11 instruction.
12 witness, agree or disagree with fact findings, if 12 A. Il follow the instruction.
13 that's what they are, from the Seventh Circuit 13 BY MR. BROOKS:
14 opinion, | don't think is appropriate. 14 Q. The Seventh Circuit continued, "This,
15 MR. BROOKS: Okay. Ithinkit's 15 inturn, increased the delinquency rate of
16 completely inappropriate to instruct him not to 16 Household's loans, which the executives then
17 answer. If that's your instruction, that's fine. 17 tried to mask with creative accounting." Do you
18 I'm going to ask my questions and you can 18 agree with that?
19 instruct him or not instruct him. All right? 19 MR. FITZGERALD: Same instruct -- same
20 MR. FITZGERALD: Okay. 20 objection. Same instruction.
21 BY MR. BROOKS: 21 BY MR. BROOKS:
22 Q. So you're not going to answer that 22 Q. Do you disagree with it?
23 question? 23 MR. FITZGERALD: Same objection. Same
24 MR. FITZGERALD: I'm directing him not 24 instruction.
25 to answer that question. 25
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1 BY MR. BROOKS: 1 A. 1do see that.
2 Q. Do you understand what that means, sir? 2 Q. Do you agree with that?
3 MR. FITZGERALD: Same objection. Do 3 MR. FITZGERALD: Same objection. Same
4 vyou -- 4 instruction.
5 BY MR. BROOKS: 5 A. I'll follow the instruction.
6 Q. Do you understand what it means that 6 BY MR. BROOKS:
7 Household's predatory lending increased the 7 Q. Do you dispute that finding by the
8 delinquency rate of Household's loans, which the 8 Seventh Circuit?
9 executives then tried to mask with creative 9 MR. FITZGERALD: Same objection. Same
10 accounting? 10 industry.
11 MR. FITZGERALD: Same objection. Same 11 A. Il follow the instruction.
12 instruction. 12 BY MR. BROOKS:
13 BY MR. BROOKS: 13 Q. Do you understand what that means, sir,
14 Q. Do you have any understanding as to 14 that sentence?
15 what that means, sir? 15 MR. FITZGERALD: Same objection. Same
16 MR. FITZGERALD: Same objection. Same 16 industry.
17 instruction. You're going to have him opine on 17 A. ['ll follow the instruction.
18 an opinion -- 18 BY MR. BROOKS:
19 BY MR. BROOKS: 19 Q. Do you have any idea what it means that
20 Q. They continue, "Their technique was to 20 Household and the executives' technique was to
21 reage delinquent loans to distort a popular 21 reage delinquent loans to distort a popular
22 metric that investors use to gauge the quality of 22 metric that investors used to gauge the quality
23 loan portfolios, the percentage of loans that are 23 of loan portfolios, the percentage of loans that
24 two or more months delinquent." Do you see that, 24 are two or more months delinquent? Do you have
25 sir? 25 any idea what that means?
Page 75 Page 76
1 MR. FITZGERALD: Same objection. 1 BY MR. BROOKS:
2 Continuing instruction. 2 Q. You're unwilling to tell me whether you
3 A. I'll follow the instruction. 3 know what that means?
4 BY MR. BROOKS: 4 MR. FITZGERALD: Same objection. Same
5 Q. They continued, "Household also 5 instruction.
6 improperly recorded the revenue from four credit 6 A. Il follow the instruction.
7 card agreements that would ultimately issue 7 BY MR. BROOKS:
8 corrections in August 2002." Do you see that? 8 Q. Turning to the next paragraph, skipping
9 A. ldo see that. 9 the sentence we already covered, the Court
10 Q. That was the restatement. Right? 10 continued, "But the reality of Household's
11 MR. FITZGERALD: Same objection. Same |11 situation" --
12 instruction. 12 A. I'msorry. Where are you?
13 A. I'll follow the instruction. 13 Q. Inthe next paragraph.
14 BY MR. BROOKS: 14 A. On the second column?
15 Q. You don't know whether that was a 15 Q. Second sentence, first column.
16 restatement. Is that fair to say? 16 A. Okay. First column.
17 MR. FITZGERALD: Same objection. Same |17 MR. FITZGERALD: Is it okay if | point
18 instruction. 18 himtoit?
19 A. 'l follow the instruction. 19 MR. BROOKS: Yeah.
20 BY MR. BROOKS: 20 MR. FITZGERALD: He's over here
21 Q. Do you have any idea what that sentence 21 (indicating), the truth --
22 means, sir? 22 THE WITNESS: Oh, but the reality, is
23 MR. FITZGERALD: Same objection. Same |23 that what --
24 instruction. 24 MR. FITZGERALD: Yes.
25 25 THE WITNESS: Okay. | see that. Sorry
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1 about that. 1 BY MR. BROOKS:
2 BY MR. BROOKS: 2 Q. Independent of this document, do you
3 Q. The Court wrote, "But the reality of 3 agree that the truth about Household's fraud came
4 Household's situation eventually caught up with 4 to light over a period of about a year through a
5 its stock price. The truth came to light over a 5 series of disclosures that began when California
6 period of about a year through a series of 6 sued Household over its predatory lending?
7 disclosures that began when California sued 7 MR. FITZGERALD: Obijection to form.
8 Household over its predatory lending."” 8 A. Soin my report, and | would go to my
9 Do you see that? 9 rebuttal report, | do have a specific disclosure
10 A. ldo. 10 model where | analyze Professor Fischel's
11 Q. Do you understand what that means, sir? 11 14 purported specific disclosure days. And it is
12 MR. FITZGERALD: Objection. Same 12 true that those 14 days are over a period of
13 objection. 13 time, but on specific days. | believe the first
14 BY MR. BROOKS: 14 of those 14 -- but | would just go to my
15 Q. Do you agree or disagree that the -- 15 Exhibit 3a and 3b of my rebuttal report.
16 A. | follow -- I'll follow the 16 So looking at Exhibit 3a of my rebuttal
17 instruction. 17 report, the first purported corrective disclosure
18 Q. Do you agree or disagree that the truth 18 in Professor Fischel's specific disclosure model
19 came to light over a period of about a year 19 is November 15th. And in Professor Fischel's
20 through a series of disclosures that began when 20 specific disclosure model, it ends on October 11,
21 California sued Household over its predatory 21 2002. And, of course, | also have my corrected
22 lending? 22 Fischel regression with respect to these dates.
23 MR. FITZGERALD: Same objection. Same |23 MR. BROOKS: So I'll move to strike
24 instruction. 24 that as nonresponsive.
25 A. TI'll follow the instruction. 25

Page 79 Page 80
1 BY MR. BROOKS: 1 Q. Is it your opinion that the truth about
2 Q. My question is: Do you agree that the 2 Household's fraud emerged at any point and
3 truth about Household's fraud came to light over 3 impacted Household's stock price?
4 a period of about a year through a series of 4 A. Well, yeah, | -- yes, in the sense that
5 disclosures that began when California sued 5 | specifically -- and spent a great deal of time
6 Household over its predatory lending? 6 discussing my report, the 14 purported corrected
7 MR. FITZGERALD: And same objection. 7 disclosure dates, the six that are actually
8 If you're reading the Seventh Circuit opinion and 8 statistically significant using a proper and
9 asking whether he agrees with the fact-findings 9 scientifically rigorous methodology, and the
10 or not, same instruction. If you want to ask him 10 confounding information on four of those six.
11 questions independently of the Seventh Circuit 11 That's my analysis of that question.
12 opinion as to when the disclosure period was, | 12 Q. I'd like an answer to the question. Do
13 think he properly answered it. You can ask him 13 you agree that the truth came out about
14 that. 14 Household's fraud and impacted Household's stock
15 BY MR. BROOKS: 15 price?
16 Q. Do you agree or not that the truth 16 MR. FITZGERALD: | object to the
17 about Household's fraud came to light over a 17 statement. You had an answer. Just so we
18 period of about a year? 18 understand, when he talks about the fraud, he's
19 A. That's a very general statement. My -- 19 accepting whatever the jury findings were. And |
20 my specific analysis, my scientifically based 20 assume you're asking that without him stating
21 rigorous methodology for analyzing the disclosure |21 whether it's a fraud or not. He's accepting the
22 period, you know, is reflected in Exhibit 3a, 22 jury's findings. | think he just gave an answer
23 among other exhibits, and discussion that | have 23 about how information emerged during the
24 inthe report. And it is true that the first 24 disclosure period.
25 date in that model is November 15th, 2001. 25 A. 1do wantto make clear in my answer
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1 BY MR. BROOKS: 1 overstate the effect of the disclosures and, in

2 Q. You're correct. 2 turn, of the false statements. Correct?

3 A. Okay. 3 MR. FITZGERALD: Objection to form.

4 Q. So with that in mind and with the 4 A. Well, my understanding of the leakage

5 period of November 15th to October 11th, 2002 in 5 model is that Professor Fischel is automatically

6 mind, November 15, 2001 to October 11, 2002, do 6 attributing every residual to the fraud or

7 you agree with the Court's observation there? 7 revelation of the fraud or fraud-related

8 A. I'm not going to comment on the 8 information. So | guess in the sense that he's

9 Court -- what the Court is saying or not saying. 9 attributing every negative residual to

10 | guess I'm hesitant to opine on whether it 10 fraud-related information automatically in his

11 overstates or understates, based on my opinion, 11 model, it would increase the estimates of

12 because the model is fundamentally misspecified. 12 inflation in his model. But again, | just

13 So | wouldn't work within the model. | would say 13 fundamentally reject the model, to begin with.

14 that the leakage model, as defined by 14 BY MR. BROOKS:

15 Professor Fischel, is fundamentally flawed and | 15 Q. So you can't say whether or not this

16 would use a specific disclosure model. And so in 16 Court's statement is true that | just read.

17 that sense, it does overstate it, because | come 17 Right?

18 up with $4.19, putting aside the confounding 18 MR. FITZGERALD: Obijection to

19 information, whereas he comes up with $23.94. 19 commenting on the Court's statement.

20 Q. Soyou can't say one way or the other 20 MR. BROOKS: Withdrawn.

21 whether it's true that if during the relevant 21 BY MR. BROOKS:

22 period, there was significant negative 22 Q. You can't say whether or not the

23 information about Household unrelated to these 23 sentence | just read from the Seventh Circuit's

24 corrective disclosures and not attributable to 24 opinion is something you agree with. Right?

25 market or industry trends, then the model would 25 MR. FITZGERALD: I'm objecting to
Page 139 Page 140

1 these -- he's already answered the question. If 1 you agree with. Correct?

2 you want to ask him what the effect of certain 2 A. |agree --

3 things will have on the model, but he's not going 3 MR. FITZGERALD: Same objection.

4 to opine on whether or not the Seventh Circuit is 4 A. | agree with it in the sense of my

5 right or wrong in a sentence from context -- 5 earlier question -- my earlier answer, which is

6 sentence removed from an opinion where he's not 6 in the model, which | fundamentally reject as

7 here giving a legal opinion. I'm fine with you 7 inconsistent with the evidence in this case and

8 asking him about if X or Y happens, what happens 8 the academic literature, in the context of this

9 toinflation. But he's not going to comment 9 model, where you're automatically associating

10 on-- 10 every residual to the fraud or fraud-related

11 MR. BROOKS: | think it's completely 11 information as he defines it, then | think it's

12 inappropriate for you to interfere. 12 mathematically true, in his -- the context of his

13 MR. FITZGERALD: You can ask the 13 model that the more negative residuals you have,

14 substance of the question. But if you're going 14 that that would result in a greater inflation

15 to frame him as a witness to opine on what the 15 calculation, under his model, which is

16 Seventh Circuit said and what they meant and 16 fundamentally flawed to begin with.

17 whether they got it right or wrong, | have a 17 BY MR. BROOKS:

18 problem with it. If you want to ask him the 18 Q. Do you agree or disagree with the next

19 effect of what alleged leakage does or doesn't 19 observation that the Seventh Circuit made in this

20 do, I'm fine with that. 20 paragraph, which was, of course, this can cut

21 A. Could you reread the -- 21 both ways, if, during the relevant period, there

22 BY MR. BROOKS: 22 was significant positive information about

23 Q. You can't say one way or another 23 Household, then the model would understate the

24 whether the sentence that we've been discussing 24 effect of the disclosures?

25 from the Seventh Circuit's opinion is something 25 MR. FITZGERALD: | have the same
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1 objection about asking him to agree or disagree | 1 BY MR. BROOKS:
2 with the Seventh Circuit. You can ask him if X 2 Q. And on Page 8, the second paragraph
3 happens, does Y happen, I'm fine with that. But | 3 from the bottom on the left, it starts,
4 he shouldn't be opining on what he thinks of a 4 "Fischel's models."
5 legal -- of a Court opinion. 5 A. Mm-hmm.
6 A. So | have two response -- two parts to 6 Q. "The Court found Fischel's models
7 my answer. One is | agree that in his model, 7 controlled for market and industry factors and
8 which is fundamentally flawed, that if there's 8 general trends in the economy. The regression
9 more positive residuals, then that would decrease | 9 analysis took care of that." You disagree with
10 inflation -- that would result in a decrease in 10 that finding. Correct?
11 inflation that he would otherwise calculate in 11 MR. FITZGERALD: Objection. He's not
12 that model. | disagree with the statement that 12 going to opine on whether he disagrees or --
13 it would understate the effect of revelation of 13 agrees or disagrees with the Seventh Circuit
14 the fraud, assuming there's revelation of the 14 findings. You can ask him whether the model
15 fraud, because the model, itself, is 15 controls for X or Y, but you shouldn't be asking
16 fundamentally flawed. 16 him to opine on an opinion by the Seventh
17 So I'm not agreeing that -- you know, I'm 17 Circuit.
18 not -- so what happens to the residuals does 18 BY MR. BROOKS:
19 affect the model, Professor Fischel's leakage 19 Q. You reject this finding that Fischel's
20 model calculations. But | don't -- whether it 20 models controlled for market and industry factors
21 goes up or down, the whole model is flawed. 21 and general trends in the economy, the regression
22 BY MR. BROOKS: 22 analysis took care of that --
23 Q. Go ahead and turn to Page 8. 23 MR. FITZGERALD: Same objection. |
24 (Witness complies.) 24 direct him not to answer whether he agrees with
25 25 the finding as stated. | don't know the full
Page 143 Page 144
1 context, but as stated language in the opinions. 1 effects in the sense of affecting a subgroup of
2 If you want to ask him the underlying facts, does 2 firms that would show up in the residual. So,
3 he think that Fischel's model controlled for 3 for -- not to leave this at 1,000 feet, or
4 something or not, | have no objection to him 4 30,000 feet. So, for example, in his model, if
5 answering that. But to frame the answer to a 5 there's effects on subprime lenders -- so | have
6 witness, who is testifying about a damage 6 five in my report, subprime consumer finance
7 calculation, as to interpret particular sentences 7 companies -- then, as a general matter, that
8 inan opinion, | -- | direct him not to do that. 8 would not be controlled for in his regression
9 BY MR. BROOKS: 9 with, because he has a two-factor model.
10 Q. Do you agree or disagree that Fischel's 10 So it controls for industry in the sense of
11 model controlled for market and industry factors 11 he's controlled for S&P 500 financials. It would
12 and general trends in the economy because the 12 not include industry effects such as the subprime
13 regression analysis took care of that? 13 group.
14 A. | guess -- you know, putting aside -- 14 Q. So with that in mind, do you agree or
15 I'm not opining on what the Court meant or didn't 15 disagree that Fischel's model controlled for
16 mean, whether there's a finding or non-finding. 16 market and industry factors and general trends in
17 I'm not opining on the meaning of the Seventh 17 the economy because the regression analysis took
18 Circuit opinion. Whether -- what is reflected in 18 care of that?
19 the residual in a market model, in a regression 19 MR. FITZGERALD: Objection to form.
20 model is going -- is going to be a function of 20 A. You know, | agree with that in the
21 how you control for market and industry. 21 context of my answer. It would not control, and
22 And so in Professor Fischel's model, as | 22 | -- 1 understand his testimony to agree with
23 spent a lot of time talking about in my report, 23 this. It would not control for effects on
24 he has a two-factor model. And given his 24 Household's business that are -- that have a
25 definition of "industry," there would be industry 25 disproportionate effect.
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1 So, for example, impact on the subprime 1 A. Can you reread the question?
2 consumer finance companies, that would not be 2 Q. In some circumstances, market agents
3 controlled for in his industry control. You can 3 learn about valuation relevant events from many
4 consider that industry effect. And in that sense 4 sources over a long period of time. Correct?
5 it would not be controlled for. Effects that are 5 A. That could be true, depending on the
6 mediated through the S&P 500 financials would be 6 facts and circumstances.
7 controlled for. 7 Q. So information can reach the market
8 Q. You agree that it's possible for news 8 gradually through many sources. Right?
9 to impact a stock price even if the price 9 MR. FITZGERALD: Objection to form.
10 reaction is not statistically significant. 10 A. | don't know what you mean by the word
11 Correct? 11 "gradually," but -- but | agree that in an
12 A. As a general matter, that could be 12 efficient market, all publicly-available
13 true, depending on the facts and circumstances. 13 information will be reflecting in the stock
14 But you would want a scientifically rigorous 14 price.
15 basis to make -- to make that -- in order to 15 BY MR. BROOKS:
16 reach that conclusion. 16 Q. And if information is released
17 Q. Butit's possible that news affects a 17 gradually about a certain topic, it can reach the
18 stock price in ways that's, you know, not 18 market gradually through many sources. Right?
19 necessarily statistically significant. Right? 19 MR. FITZGERALD: Form objection.
20 A. Framed at that level of generality, | 20 A. | agree that in an efficient market,
21 agree with that. 21 the source for public information could be many
22 Q. And in some circumstances, market 22 sources.
23 agents learn about valuation relevant events from 23 BY MR. BROOKS:
24 many sources over a long period of time. 24 Q. And that information, if -- about a
25 Correct? 25 certain topic, if released gradually, will reach
Page 147 Page 148
1 the market gradually. Right? 1 here as a fact withess. Whatever the Seventh
2 MR. FITZGERALD: Form objection. 2 Circuit found or whatever the jury found, it is
3 A. You know, | just would say that the 3 whatitis. He's not here to testify that it did
4 public information set can change in an efficient 4 or did not happen.
5 market from day-to-day, from many different 5 A. |don't have a view on what constituted
6 sources. | do want to be clear that when you say 6 the misrepresentations beyond noting what's on
7 gradually, | would not view a change in the 7 the jury verdict form.
8 public information set that's being impounded in 8 BY MR. BROOKS:
9 the stock price to -- to consist of the same 9 Q. Do you dispute in this case that there
10 information that's been expressed earlier. 10 was a continuous flow of fraud-related
11 BY MR. BROOKS: 11 information that occurred in the face of ongoing
12 Q. Well, in this case, Professor Fischel 12 company denials over the disclosure period?
13 opines that information about Household's 13 MR. FITZGERALD: Form objection.
14 predatory lending practices reached the market at 14 A. If what you're referring to in your
15 various points during the leakage period. You 15 question is Professor Fischel's justification for
16 understand that. Right? 16 his leakage model, what he calls his leakage
17 MR. FITZGERALD: Form objection. 17 model, then | very much disagree.
18 A. That's consistent with my memory of 18 BY MR. BROOKS:
19 what he's saying. 19 Q. I'm asking a factual question. Do you
20 BY MR. BROOKS: 20 dispute that there was a continuous flow of
21 Q. And, in addition, the defendants in 21 fraud-related information that occurred in the
22 this case falsely denied that they were engaged 22 face of company denials over the disclosure
23 in predatory lending throughout the leakage 23 period?
24 period, didn't they? 24 MR. FITZGERALD: Objection to form.
25 MR. FITZGERALD: Objection. He's not 25 A. | disagree with --
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1 MR. FITZGERALD: You can answer. 1 MR. FITZGERALD: Objection to form.
2 A. |disagree with that in the context of 2 A. | dispute -- | reject as inconsistent
3 how Professor Fischel is defining that. 3 with the economic evidence the claim that there's
4 BY MR. BROOKS: 4 continuous leakage that's causing the residuals
5 Q. Outside of Professor Fischel's context, 5 in his market model.
6 okay, as a factual matter, do you dispute that 6 BY MR. BROOKS:
7 there was a continuous flow of fraud-related 7 Q. | asked you to separate what
8 information that occurred in the face of ongoing 8 Professor Fischel claims caused the residuals in
9 company denials over the disclosure period? 9 his market model. Okay?
10 MR. FITZGERALD: Objection to form. 10 A. Yeah.
11 A. ldon't have a view beyond what | say 11 Q. I'm asking you as a factual question,
12 about Professor Fischel's analysis, which he 12 do you dispute that there was a continuous flow
13 claims that there's continuous flow of 13 of fraud-related information that occurred in the
14 information that is causing all the residuals in 14 face of ongoing company denials over the
15 Household's stock price. And | disagree with 15 disclosure period?
16 that. 16 MR. FITZGERALD: Standing objection
17 BY MR. BROOKS: 17 that he's not here to testify as to whether the
18 Q. So separating what Professor Fischel 18 fraud happened or didn't happen or how it
19 claims caused the residuals in Household's stock 19 happened. We're proceeding from the jury's
20 price, okay? 20 verdict. And that's the objection to form since
21 A. Okay. 21 it's compound.
22 Q. He also claims that there was a 22 Are you asking him about the facts of
23 continuous flow of fraud-related information that 23 what happened or are you asking him about the
24 occurred in the face of ongoing company denials, 24 facts of information and what effect it has on
25 as a factual matter. Do you dispute that? 25 the market? You've got two questions in there.
Page 151 Page 152
1 BY MR. BROOKS: 1 occurred in the face of ongoing company denials
2 Q. Do you understand my question, sir? 2 over the disclosure period. You agree with that,
3 A. ldon't. 3 don'tyou? That Professor Fischel has observed
4 Q. Okay. 4 that as a predicate for his analysis?
5 A. If you could read it. 5 A. My understanding -- | mean, maybe
6 Q. My questionis: As a factual matter, 6 it's -- we're meaning the same thing. My
7 do you dispute that there was a continuous flow 7 understanding of the predicate that he needs,
8 of fraud-related information that occurred in the 8 among other things, for his leakage model, his
9 face of ongoing company denials over the 9 so-called leakage model is that every single day,
10 disclosure period? 10 the entire residual in his model is due to
11 MR. FITZGERALD: Again, the same 11 leakage of the fraud. And there's no factual
12 objection. 12 predicate to establish that.
13 A. So | analyzed that question in the 13 Q. Ildon't understand why you won't answer
14 context of Professor Fischel's so-called leakage 14 my question.
15 model. And | do dispute that there's a 15 MR. FITZGERALD: Obijection.
16 continuous flow of so-called fraud-related 16 BY MR. BROOKS:
17 information that's impacting the stock price on a 17 Q. I've asked you to set aside your
18 continuous basis. There's no factual predicate 18 opinions about is the residuals in his model.
19 orrigorous scientific analysis to establish 19 Okay?
20 that. Basically, Fischel is assuming leakage to 20 A. Yeah.
21 find leakage. 21 Q. There are two parts. And you've
22 BY MR. BROOKS: 22 answered every time with the residuals. So just
23 Q. Okay. So as a predicate for his 23 answer my question.
24 conclusions, Professor Fischel has observed a 24 MR. FITZGERALD: Objection.
25 continuous flow of fraud-related information that 25
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Page 154

1 BY MR. BROOKS: 1 clear about separating the impact of those

2 Q. Do you dispute -- 2 fraud-related -- of the fraud-related information

3 MR. FITZGERALD: Just ask a question. 3 from this question. Okay? There's no doubt

4 We don't need to lecture him. He's trying to 4 about that, because I've said it seven times. So

5 answer a compound question -- 5 separate that impact out and answer this

6 MR. BROOKS: You've been lecturing me 6 question.

7 all day. 7 BY MR. BROOKS:

8 MR. FITZGERALD: | haven't lectured all 8 Q. Was there, in your opinion, a

9 day. What I'm saying is you're asking a compound 9 continuous flow of fraud-related information that

10 question, and he's not going to answer a compound | 10 occurred in the face of ongoing company denials

11 question -- 11 over the disclosure period?

12 MR. BROOKS: The question is not 12 MR. FITZGERALD: Just -- my objection,

13 compound. 13 vyou still haven't -- there are assumptions about

14 BY MR. BROOKS: 14 what denials are and who's making denials, which

15 Q. Do you dispute that there was a 15 he's not here as a fact witness. If you want to

16 continuous flow of fraud-related information that 16 talk about information flowing, if you're going

17 occurred in the face of ongoing company denials, 17 to ask a compound question, he's going to answer

18 as observed by Professor Fischel? 18 appropriately.

19 MR. FITZGERALD: That is a compound 19 A. So my understanding of what

20 question. And if you're going to ask him a 20 Professor Fischel is saying in his reports is

21 compound question that he's going to answer, he's 21 that there's a continuous leakage of

22 got to explain so he doesn't take in multiple 22 fraud-related information, as he defines

23 assumptions in his question, and there's nothing 23 fraud-related information, that's causing -- and

24 improper about that. 24 I'm going to use the word again -- the residuals.

25 MR. BROOKS: We've -- we've been very 25 That's the factual predicate that he needs, among
Page 155 Page 156

1 other things, not solely that, or he claims he 1 ever reviewed the investor relations reports?

2 needs for his model. And, for that, there's 2 A. |have.

3 no -- that's flatly inconsistent with economic 3 Q. And so these are --

4 evidence. It's just an assertion. 4 A. I'm not representing -- | have reviewed

5 BY MR. BROOKS: 5 some investor relations reports.

6 Q. Do you agree that there was 6 Q. They're cited in the various expert

7 fraud-related information that leaked into the 7 reports. Right?

8 market during the disclosure period? 8 A. That's correct.

9 A. Well, | would define "fraud-related 9 Q. Okay. And in the trial testimony?

10 information" as information -- reasonably that 10 A. That's correct.

11 information, new information is reaching the 11 Q. So you're familiar with them?

12 market every day that's causing the residual. 12 A. Generally speaking, yes, but -- and the

13 And there's no factual basis for that. And 13 specific context that Professor Fischel is

14 that's the reason, among other things, that his 14 utilizing them.

15 so-called leakage model is fundamentally flawed 15 Q. Okay. You understand that they contain

16 and unsupported. 16 comments from the company's investor relations

17 (Cumulative Residual Price 17 department about Household's stock price movement

18 Change on Fraud Related Event Dates 18 and why the price was moving over time?

19 Identified in Company Investor Relations 19 A. There's a lot of comments in those

20  Reports marked Exhibit 4.) 20 reports. You can just direct me to specific

21 BY MR. BROOKS: 21 comments. | don't have an overall

22 Q. I've handed you Exhibit 4, which is a 22 characterization of the nature of the comments.

23 document that we created that summarizes 23 They say a lot of different things in a lot of

24 Household's investor relations reports, parts of 24 the different reports.

25 them during the leakage period. Okay? Have you 25 Q. So this exhibit is a compendium of
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1 comments that are related to the fraud and the 1 Q. So it's 3 cents from the residual price
2 residual price change per Fischel's second 2 change using the specific disclosures model from
3 supplemental Exhibit 1 over the leakage period. 3 the dates in this report --
4 Okay? 4 MR. FITZGERALD: Obijection to form.
5 A. Understood. 5 BY MR. BROOKS:
6 Q. Okay. And take a look at the 6 Q. --in this exhibit?
7 cumulative residual price change on Page 5. 7 A. 1don't understand the question. Are
8 (Witness complies.) 8 you asking --
9 A. Okay. 9 MR. BROOKS: Withdrawn.
10 BY MR. BROOKS: 10 A. -- me to opine where the $23.91 is
11 Q. It's $23.91. Correct? 11 coming from?
12 A. That's what this document says. 12 BY MR. BROOKS:
13 Q. And that's very close to the artificial 13 Q. No. I'm representing to you that the
14 inflation that Household -- that Fischel's 14 23.91 is the cumulative price change for the
15 leakage model calculates. Correct? 15 dates that are shown in the second column in this
16 A. Without having Professor Fischel's 16 report. Okay?
17 report in front of me, my memory, such as it is, 17 A. The fourth column?
18 is $23.94, if you start at the beginning of the 18 Q. The second column. See the dates in
19 disclosure period. 19 the second column?
20 Q. That's the cap. Right? 20 A. Oh, | see. Okay. | understand your
21 A. That's one of his ad hoc fixes to his 21 representation.
22 model. Yes. 22 Q. Okay. So I want to go through this, so
23 Q. The highest amount of inflation that 23 I'm not going to have you look at every single
24 Professor Fischel finds is $23.94. Right? 24 entry and ask you some questions. The first
25 A. That is consistent with my memory. 25 entry --
Page 159 Page 160
1 MR. FITZGERALD: One question. Are the 1 November 15th as a non-confounded statistically
2 entries verbatim from the reports or are they 2 significant residual of $2.21. The one caveat is
3 abstracts when you have -- 3 1do note in my report that there's an earlier
4 MR. BROOKS: No, they're -- they're cut 4 disclosure, | believe, on November 9th, that
5 and pasted from the report. 5 reflected all or most of this information.
6 MR. FITZGERALD: Thank you. 6 Q. My question is simpler. Do you
7 A. So I didn't follow that. So these are 7 consider this information about the California
8 verbatim from the report? 8 Department of Corporations lawsuit to be
9 BY MR. BROOKS: 9 fraud-related information?
10 Q. My understanding is they're cut and 10 MR. FITZGERALD: Form objection.
11 pasted. Yeah. 11 A. So | do view this as a specific
12 A. Okay. 12 disclosure day that's not confounded. But the
13 Q. Firstis on November 15th, Household 13 question -- but the question | raise in my report
14 responds to a lawsuit filed by California 14 is whether, you know, there's an issue as to
15 Department of Corporations alleging that HFC and 15 whether this residual is due to this information
16 Beneficial overcharged various fees and the stock 16 given the November 9th disclosure. So that would
17 dropped from $60.91 on November 14th to 57.80 on 17 affect my judgment as to whether all or any of
18 November 16th on over 5.8 million shares traded. 18 the residual is attributable to this information
19 Do you see that? 19 that's being disclosed on this day.
20 A. ldo. 20 BY MR. BROOKS:
21 Q. Okay. 21 Q. So because you view this as a specific
22 A. On the 15th and the 16th. 22 disclosure day that's not confounded, you agree
23 Q. Correct. Do you consider this to be 23 thatit's fraud-related information. Right?
24 fraud-related information? 24 MR. FITZGERALD: Objection to form.
25 A. |do have, in my Exhibit 3, 25 A. | believe it's a specific disclosure
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1 date that's not confounded with the caveat that 1 onthat.
2 there's a November 9th disclosure. 2 BY MR. BROOKS:
3 BY MR. BROOKS: 3 Q. Do you agree that in order to determine
4 Q. Ifit was not fraud-related, it would 4 whether something is fraud-related or not, one
5 not be a specific disclosure date. Right? 5 has to understand the fraud?
6 MR. FITZGERALD: Obijection to form. 6 A. | agree with that.
7 A. So I'm assuming in the report that this 7 Q. Skipping down to December 3rd, 2001,
8 s corrective information, but -- but -- let me 8 this is an entry discussing "articles published
9 put it this way: In my report, this is not a 9 by "Barron's" and "Business Week" that alleged
10 confounded day. The issue that | raise with this 10 Household's strong results were in part driven by
11 date is the November 9th. And there's nothing 11 aggressive chargeoff policies." Do you agree
12 else | have to say about November 9th -- 12 that this is a fraud-related disclosure?
13 November 15th. 13 MR. FITZGERALD: What day are we on?
14 BY MR. BROOKS: 14 12/3/017?
15 Q. Why are you so reluctant to say whether 15 MR. BROOKS: Yeah.
16 this is fraud-related information or not? 16 A. You know --
17 MR. FITZGERALD: Objection to form. 17 MR. FITZGERALD: Thank you.
18 A. Because | wasn't asked to opine on what 18 A. --1don't have the investor relations
19 the fraud was. | was -- I'm assuming the -- the 19 report. You know, | -- | feel uncomfortable
20 misrepresentations in the jury verdict, without 20 commenting on a sentence that's been cut and
21 opining onit. So that was my hesitation, is not 21 pasted from a larger report without knowing the
22 to be viewed as providing an opinion on what -- 22 context. So I'm just not going to provide an
23 on what the fraud actually is, if there is any, 23 opinion on the investor relation report without
24 rather than just noting -- merely noting what's 24 being given an opportunity to read the whole
25 on the jury verdict, without providing an opinion 25 thing, what the basis is for this in the report.
Page 163 Page 164
1 | do talk about December 3rd in my report, 1 Exhibit 3a, if | have a discussion of that. So
2 and I'll be happy to talk about what | do say 2 I'm looking at my initial report.
3 about December 3rd. 3 It looks like my first specific disclosure
4 BY MR. BROOKS: 4 date is December 12th. And I'm looking at my
5 Q. Well, yeah. | mean, I'm asking you 5 rebuttal. And I'm looking at Page 32 of my
6 about the disclosures, as summarized here. 6 rebuttal. Oh, so | do have December -- are we
7 Right? So you understand that there were 7 talking about December 12? So it's on page --
8 disclosures on December 3rd, 2001, don't you? 8 Q. We're not talking about December 12.
9 A. | have in my report a discussion of 9 A. I'm sorry. December 3rd. So | won't
10 December 3rd. That's correct. 10 eat up any more time. I'm just flipping through
11 Q. And a discussion of disclosures on 11 it. I can't readily find December 3rd, but | do
12 December 3rd? 12 have, on Exhibit 3a, the statistical significance
13 A. | believe so. 13 onthat date. And | did review Professor
14 Q. And were those -- 14 Fischel's discussion and citations on this date.
15 A. You know, hold on a second. So there's |15 Q. Did you review the "Barron's" and
16 alot of dates here. | mean, | do have in my 16 "Business Week" articles?
17 Exhibit 3a, December 3rd. So let me -- let me 17 A. | believe so.
18 restate my answer. 18 Q. And --
19 So | do have December 3rd in my Exhibit 3a. |19 A. My memory is certainly the "Barron's"
20 And I just don't remember if | have a specific 20 is discussed in Fischel. | reviewed a lot of
21 discussion of that. | have to -- let me flip 21 articles. | --1--1probably reviewed it. |
22 through my report. 22 certainly reviewed it if it's discussed in
23 | certainly reviewed Professor Fischel's 23 Professor Fischel, but | certainly reviewed this
24 claimed disclosures on that date. But I'm 24 date.
25 flipping through my report to see, beyond my 25 MR. FARINA: The lunch is here if you
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1 A. I'msure | did, because | read this 1 A. Okay. I've read the document.
2 reportin its entirety. And it's an exhibit to 2 BY MR. BROOKS:
3 it. Soldid review it at some point. 3 Q. What's the answer?
4 Q. And without reading Exhibit 8, you 4 A. Could you restate -- if you could
5 can't tell me whether an article referencing the 5 reread it, that would be helpful.
6 fact that Household tricked and trapped customers 6 Q. Is this February 18, 2002 National
7 is fraud-related. Is that your testimony? 7 Mortgage News article referenced in Paragraph 14
8 MR. FITZGERALD: Obijection to form. 8 about California subsidiaries of Household
9 A. Itis my testimony that | will not 9 tricking and trapping customers into high-cost
10 comment on an article without refreshing my 10 mortgages fraud-related, in your opinion?
11 recollection about the entire article. 11 MR. FITZGERALD: Objection to form.
12 (Exhibits to Professor Fischel's 12 A. Soif -- | want to be clear on this
13  August 15, 2007 report marked Exhibit 6.) 13 language of fraud-related information. If, by
14 BY MR. BROOKS: 14 “fraud-related information,” one means corrective
15 Q. We'll mark as Exhibit 6 the exhibits to 15 information, corrective of the misstatements, as
16 Professor Fischel's August 15, 2007 report. 16 identified by the jury verdict, there will be a
17 There's Exhibit 8 for you. 17 series of questions that one would want to ask.
18 A. Thank you. So I'm going to -- I'll 18 So, number one, | would want to know whether this
19 read Exhibit 8. 19 document and the statements in it are new
20 Q. If that's what you need to do to tell 20 information. If it's not new information, then
21 me an article about tricking and trapping 21 it's not news.
22 customers is related to fraud, sir, then go 22 So just reading this document, by itself,
23 ahead. 23 one would not be able to conclude that is a
24 A. 1 will read Exhibit 8. 24 corrective information in the sense of
25 MR. FITZGERALD: Objection to form. 25 representing new information to the market.
Page 175 Page 176
1 Q. | think you've -- 1 "fraud-related information" we mean corrective --
2 A. Now -- 2 Q. | do not mean that.
3 Q. -- misinterpreted my gquestion. 3 A. --information --
4 MR. FITZGERALD: Let him finish. 4 Q. ldon't mean that.
5 Q. You misinterpreted -- 5 A. --then -- or information that would
6 A. Sol-- 6 elicit a stock price reaction to which one could
7 Q. -- my question. I'm not asking about 7 attribute damages or inflation, one would want to
8 whether it's corrective information. | want you 8 know whether this is new information. Otherwise,
9 to listen very carefully. I'm asking -- 9 it would not be fraud-related information in that
10 A. lwasn't finished. 10 sense.
11 Q. -- about whether the information in 11 One would want -- so one would want to make
12 this article -- 12 the comparison to the informational environment
13 A. | wasn't finished -- 13 before this publication to know whether it's new
14 Q. --relates to the fraud. 14 information that could conceivably move the
15 MR. FITZGERALD: And he was explaining |15 market.
16 how he understood the terms, and -- 16 And one would also want to know whether, on
17 MR. BROOKS: And I'm telling him he's 17 this date, there is a statistically significant
18 wrong. Why are we wasting time if he's answering | 18 price reaction so that -- so one could ascertain
19 the wrong question? 19 whether there is any price movement to be
20 MR. FITZGERALD: He's explaining to you |20 explained. So, again, | think this -- this
21 what was ambiguous about the words you used in | 21 language of "fraud-related,” and if we define it
22 your question, so he's not answering the wrong 22 as corrective disclosure, one would need to
23 question. He's addressing the question you 23 engage in that analysis.
24 asked. 24 And | would finally note, and then I'm done,
25 A. Soif by -- as | was saying, if by 25 is this is not a date that Professor Fischel has
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1 identified anywhere as resulting in a stock price 1 omissions found in the jury verdict form.
2 movement that reflects dissipation of inflation. 2 Q. Based on your understanding of the
3 MR. BROOKS: ['ll move to strike that 3 fraud in this case, do you consider this
4 answer as nonresponsive. 4 information to be fraud-related?
5 BY MR. BROOKS: 5 MR. FITZGERALD: Obijection to form.
6 Q. By "fraud-related" | mean, does it 6 A. | find no basis to say this is
7 disclose information related to the fraud? Do 7 fraud-related in the relevant sense, which is new
8 you understand that? 8 information to the market that would result in a
9 A. And how -- 9 stock price reaction that is statistically
10 Q. Do you understand that definition? 10 significant and could be ascribed to this
11 MR. FITZGERALD: Objection to form. 11 document. And that's the only relevant sense
12 A. Well, | would want to know your 12 when we're talking about Professor Fischel's
13 definition of "fraud." | know that -- and | 13 so-called leakage model.
14 asked because Professor Fischel defined "fraud® |14 BY MR. BROOKS:
15 as somehow untethered or more than what was 15 Q. It's a very simple question, and you
16 identified in the jury verdict form. 16 keep adding additional definitions to it that you
17 BY MR. BROOKS: 17 shouldn't. Okay? So listen pretty carefully to
18 Q. Based on your understanding of the 18 me.
19 fraud in this case, your understanding of it, you 19 MR. FITZGERALD: Obijection.
20 do have an understanding of it. Right? 20 BY MR. BROOKS:
21 A. | --I'm not opining on fraud. 21 Q. Is the information that was disclosed
22 Q. I'm asking if you have an understanding 22 in this article related to the fraud in this
23 ofit. 23 case, in your opinion?
24 A. | have an understanding of the 24 MR. FITZGERALD: Obijection to form.
25 misstatement -- | reviewed the misstatements and |25 And asked and answered.

Page 179 Page 180
1 A. So my definition, given that you're 1 MR. FITZGERALD: Object to form. Asked
2 asking my opinion, of "fraud-related information" 2 and answered.
3 that's relevant to assessing Professor Fischel's 3 A. So, yeah, | read -- you didn't cite the
4 leakage model, and so that's a definition I'm 4 entire document. So | would --
5 using, is new information that would result in a 5 BY MR. BROOKS:
6 stock price reaction that is statistically 6 Q. I'mreading from Professor Fischel's
7 significant. And | would note Professor Fischel, 7 report, which you claim every answer is
8 himself, has not identified this as a date either 8 responsive to, sir.
9 consistent with leakage or in a specific 9 A. Right. So my opinion is that this
10 disclosure model. 10 document, there's no basis to associate this
11 And | should add: And, therefore, he's not 11 document with a stock price reaction. And, in
12 reasonably confident -- given that it's not a 12 fact, that's consistent with Professor Fischel in
13 specific disclosure date, he's not reasonably 13 the sense that he, himself, is not reasonably
14 confident that this has elicited a stock price 14 confident that on this date -- and I'll just
15 reaction on that day. 15 double-check his specific disclosure dates, that
16 BY MR. BROOKS: 16 on this date this represented new information to
17 Q. So your opinion is that this article 17 the market that elicited a stock price reaction.
18 that discusses a California subsidiary tricking 18 Q. I'm not asking if it's new information,
19 and trapping customers into high-cost mortgages 19 and I'm not asking about the stock price
20 in amounts so large in relation to the value of 20 reaction. Do you understand that? I'm telling
21 their homes that the borrower could not refinance 21 you that.
22 with a competitor -- 22 MR. FITZGERALD: Object to the form.
23 A. Are you reading from the document? I'm 23 BY MR. BROOKS:
24 sorry. Go ahead. 24 Q. Do you understand what that means?
25 Q. --is not fraud-related. Correct? 25 A. | understand.
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1 Q. Okay. So without respect to the 1 Q. Isthat your answer?
2 question of whether it's new information and 2 MR. FITZGERALD: Objection.
3 without respect to whether there was a stock 3 A. I've already answered it. | could
4 price reaction, does this article disclosing a 4 answer -- I'll give you the same answer, which is
5 lawsuit, a class action lawsuit alleging that 5 for purposes of assessing Professor Fischel's
6 Household's California subsidiaries tricked and 6 inflation band, whether it's under a so-called
7 trapped customers, relate to the fraud, in your 7 leakage model or a specific disclosure model,
8 opinion? 8 there's no basis to say that this -- there's no
9 MR. FITZGERALD: Objection to form. 9 basis to say that this document supports that
10 A. So you're paraphrasing the article. 10 calculation.
11 The article has one, two, three, four, five, six, 11 BY MR. BROOKS:
12 seven, eight, nine, ten, 11, 12, 13, 14 -- 15 12 Q. Okay. Soin order for a disclosure,
13 paragraphs. And it's not fraud-related for my 13 for purposes of your report, to be fraud-related,
14 purposes in the sense that it in no way supports 14 that disclosure has to be new information and
15 Professor Fischel's inflation band under either 15 cause a statistically significant stock price
16 theory. And so that's what is relevant for my 16 decline. Is that correct?
17 purposes. And there's no basis to say that this 17 A. So to support the conclusion that --
18 s fraud-related in the sense of corrective 18 that the residual on this day in a properly
19 information that would support his inflation 19 specified model should be attributed to so-called
20 band. 20 leakage on this day, you would have to have some
21 Q. So you're simply refusing to tell me 21 basis to say it's new information. So that is
22 whether you think that the information in this 22 correct.
23 article relates to the fraud? Is that right, 23 Q. So--
24 sir? 24 A. So in an efficient market, the only
25 MR. FITZGERALD: Objection. 25 thing that will move a stock price is new
Page 183 Page 184
1 information. So if we're talking about an 1 statistically significant stock price decline
2 inflation calculation, then one needs to pointto | 2 during the leakage period, in your opinion,
3 new information rather than endlessly repeating | 3 fraud-related, or is something else required?
4 the same statements. 4 MR. FITZGERALD: Obijection to form.
5 Q. Sois any new information that comes 5 A. So the proper methodology is to have a
6 out during the leakage period that creates a 6 specific disclosure methodology using the
7 statistically significant stock price decline 7 standard model. Professor Fischel's identified
8 fraud-related, under your definition? 8 14 days, and only 14 days, in which he's
9 MR. FITZGERALD: Objection to form. 9 reasonably confident the price reaction is
10 A. So if there's additional specific 10 attributed to information on that day.
11 disclosure dates that Professor Fischel believes | 11 So, by definition, February 18th, which is
12 represents new information to the market, and |12 not among those 14, cannot -- the price reaction,
13 that the stock price reaction to that cannot be 13 if any, on this date cannot be reasonably
14 explained by industry market factors, you know, | 14 attributed to this document.
15 he was free -- you know, he doesn't do that on |15 Q. So you've completely ignored my
16 this date. So -- 16 question once again. My question is --
17 Q. I'm asking about your definition -- 17 MR. FITZGERALD: Objection to the
18 A. Yeah. 18 comment.
19 Q. --which is a very strange definition 19 Q. With respect to your definition of
20 of "fraud-related.” I'm trying to get to the 20 fraud-related, as used in your report, okay, do
21 bottom of it. Okay? 21 you have that in mind? Do you have that in mind?
22 MR. FITZGERALD: Objection. 22 A. ldon't. You have to -- if you ask me
23 BY MR. BROOKS: 23 about a specific page or paragraph in my report,
24 Q. Keep thatin mind. Is any disclosure 24 Tl be happy to take a look.
25 that's new information and that creates a 25 Q. Soyou -- as you sit here today, you
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1 can't answer a question about what you mean by 1 withdrawn.
2 “fraud-related" in your report. Is that what 2 In the process of doing that, did you make
3 you're saying? 3 any judgments about whether disclosures were
4 MR. FITZGERALD: Objection to form. 4 fraud-related or not fraud-related?
5 Q. I have to point you to something? 5 A. Again, you keep on using this phrase
6 A. |thought in your question you were -- 6 “fraud-related." Again, | think that's -- one
7 you were -- you were asking a question about a 7 has to define that.
8 specific part of my report, because you 8 So for purposes of Professor Fischel's
9 referenced it. But| gave you my definition, in 9 model, to ascribe inflation to -- on every day,
10 terms of assessing Professor Fischel's damage 10 to the -- to -- to the damages calculation, you
11 calculation, which again is ascribing every 11 have to have new information revealed on that day
12 residual, every movement in the stock price 12 thatis causing that price reaction.
13 that's not describable by the market and industry 13 Q. And that information also has to be
14 in its misspecified model to new information 14 related to the fraud. It can't just be any
15 or -- I'm sorry, to -- to -- to inflation. 15 random information. Right?
16 Q. You have opinions in your report -- 16 A. | agree it can't be random information.
17 withdrawn. 17 Q. Okay. It has to be related to the
18 In your analysis for this case, did you make 18 fraud. Right?
19 judgments about whether information was 19 A. Again, | want to be careful about the
20 fraud-related or not fraud-related? 20 "it" here. So Professor Fischel's model,
21 A. So | certainly made judgments as to 21 so-called leakage model, among other flaws,
22 whether with his so-called leakage model is -- is 22 simply assumes that all the price reactions that
23 supported by the economic evidence. 23 he can't describe in his misspecified model is
24 Q. Inthe process of doing that, did you 24 due to so-called leakage. And | do have the
25 make any judgments about whether evidence -- 25 opinion that that's unsupported by the facts and
Page 187 Page 188
1 circumstances of this case. 1 reasonably confident that this date and any
2 Q. Do you have an opinion one way or 2 residual on this date is attributable to this
3 another whether information relating to the fraud 3 information.
4 leaked out during the leakage period? 4 Q. Soin his supplemental report, Fischel
5 MR. FITZGERALD: Form obijection. 5 identified 11 dates on which there was a
6 A. |don't agree with the terminology. So 6 statistically significant residual stock price
7 1don't want to answer and implicitly agree with 7 decline and information consistent with leakage
8 the term leakage model -- "leakage period." 8 was released to the stock market. Right?
9 So during the disclosure period, | do have 9 A. That's my general memory --
10 the opinion that economic evidence is 10 Q. Okay.
11 inconsistent with his extreme and unsupported 11 A. -- of what he's saying in that report.
12 so-called leakage model. 12 Q. And for any of those days, do you
13 BY MR. BROOKS: 13 disagree that the information he says was related
14 Q. Do you have an opinion one way or 14 to the fraud was, in fact, not related --
15 another whether information relating to the fraud 15 withdrawn. Let me just reask the questions.
16 was disclosed to the market during what you're 16 For any of those days, do you contend that
17 calling the disclosure period? 17 the information that he says was related to the
18 A. Well, so | do analyze the 14 specific 18 fraud was, in fact, not related to the fraud?
19 disclosure days and address whether those days 19 A. Yes. | do disagree. So in terms of --
20 represent days where new information is reaching 20 Q. Which days?
21 the market that is eliciting a stock price 21 A. Well, eight out of the 11 are not
22 reaction that can reasonably be attributed to a 22 statistically significant, so there's no new
23 disclosure on that day. 23 information that's fraud-related that is moving
24 And, again, | would just go back to the 24 the market on that day in the way that I've
25 point that Professor Fischel himself is not 25 defined it.

Page 185..188

www.aptusCR.com



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page 28,9tAZ 298 R84 Plan
Frank Ferrell, Il

vs. Household International, Inc.

Page 189

Page 190

1 There are three days in a properly specified 1 that are confounded in the specific disclosure
2 model that is statistically significant, and then 2 model are corrective. I'm assuming that they --
3 | spend some time discussing those three 3 I'm assuming they're corrective information, and
4 particular days. 4 asking the question whether there's also
5 Q. On days where you found confounding 5 non-fraud-related information on those days.
6 information, how would you characterize the 6 Q. Well, how do you define
7 information that was not confounding? 7 non-fraud-related information?
8 A. Which days do you have in mind? 8 A. 1define it in my report.
9 Q. Any of the days. How you would you 9 Q. How?
10 refer to those days, that information? 10 A. So if you turn to Page 44 of my
11 A. Well, I have four days under the 11 rebuttal report, | have a discussion of non-fraud
12 specific disclosure model, the standard model to 12 information on September 23, 2002, one of the
13 estimate damages that are confounded. So I would | 13 four -- | believe it's one of the four confounded
14 refer to that information as non-fraud 14 days in my specific disclosure model. Let me
15 information. 15 just double-check if that's accurate. Correct.
16 Q. And how would you refer to the other 16 Q. I'msorry. What paragraph are you
17 information? 17 referring to?
18 A. The other information for those four 18 A. Sure. I'm sorry. | should have given
19 days, I'm assuming to be corrective information. 19 you the paragraph number. It's Paragraph 96.
20 Q. Corrective? 20 MR. FITZGERALD: It's Page 44. |did
21 A. Yes. 21 the same thing.
22 Q. Why is -- why are they corrective? 22 A. 1 would also reference Exhibit 2I,
23 What criteria do they fall under? 23 which accompanies my discussion of
24 A. So in my report, I'm not offering the 24 September 23rd, one of the exhibits to the
25 opinion that on those four days, the four days 25 rebuttal report.

Page 191 Page 192
1 Q. So where does this give a definition of 1 that we're talking, because the informational
2 non-fraud-related information? 2 environment is changing. And information that's
3 A. Well, | -- maybe | misspoke. | 3 coming out is changing on different days.
4 didn't -- what | -- what | meant to say or hope | 4 Q. So from date to date, you did not apply
5 said is | identified non-fraud information on 5 a consistent definition of "non-fraud
6 this date. 6 information"?
7 So on this date, | identify information that 7 A. That's --
8 is affecting a subgroup of my CSFB index, thereby 8 MR. FITZGERALD: Obijection to form.
9 demonstrating that there is non-fraud information 9 A. That's mischaracterizing my testimony.
10 on this date. 10 BY MR. BROOKS:
11 Q. Sowhen you -- | asked you previously 11 Q. Well, you say it depends on the date.
12 how do you define non-fraud-related information. 12 | asked you what your definition was, and you
13 And you said, | define it in my report, and you 13 said it depended on the date.
14 pointed to Page 44. That was incorrect. Right? 14 So from date to date, you apply a different
15 You don't define non-fraud-related information 15 definition. Right, sir?
16 there, do you? 16 MR. FITZGERALD: Objection to form.
17 A. | disagree with your characterization. 17 A. That's a false statement about my --
18 By identifying the non-fraud information, that's 18 that's absolutely false. What -- what my report
19 reflecting my -- you know, reflecting the concept 19 does is that on different dates, the non-fraud
20 of non-fraud information. 20 information is different. And so, for example,
21 Q. What was your criteria for non-fraud 21 on September 23rd, | identify information that's
22 information in selecting it? 22 affecting Household, but also a subgroup of the
23 A. Right. So that's going to depend on -- 23 CSFB index.
24 Q. Go ahead. 24 So what the non-fraud information is on a
25 A. So that's going to depend on the date 25 particular date, you know, might be different
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1 than the non-fraud information on another date. 1 A. Okay. So non-fraud information
2 Q. But what criteria do you use to select 2 includes information that is affecting
3 what's non-fraud information? 3 disproportionally a subgroup of the industry
4 A. So on this date, it would include 4 index. And | do that in Exhibit 2I.
5 information that has a disproportionate effect on 5 BY MR. BROOKS:
6 a subgroup of the industry index at issue. 6 Q. So any information that's disclosed
7 Q. Soany -- 7 that disproportionally impacts your subgroup of
8 A. So on Exhibit 21, | go out of my way to 8 the industry, under your definition, is
9 identify subprime companies that are being 9 non-fraud-related. Is that correct?
10 affected on this particular date. 10 A. That's too strong. So the evidence --
11 Q. So-- 11 that would be evidence that there's information
12 A. So that would be -- 12 that's coming out that's affecting not just
13 MR. FARINA: Could you not interrupt 13 Household, but the sector that -- you know, some
14 him? You interrupt him constantly. 14 subsector.
15 MR. BROOKS: Well, he never answers my | 15 So, for example, on September 23rd, |
16 question. 16 identify subprime companies being affected on
17 MR. FARINA: Please. Please. 17 that date. So that would be non-fraud
18 MR. DOWD: Well, let's not have more 18 information. It's not specific to Household.
19 than one guy talk. I'll start talking too. 19 It's not general to the industry index, but it's
20 MR. FITZGERALD: All right. Why don't 20 affecting this subgroup.
21 we take it back -- 21 Q. Turning back to Professor Fischel's
22 MR. BROOKS: Let's just do that, then. 22 Exhibit 5.
23 MR. FITZGERALD: Everyone calm down. |23 A. Exhibit?
24 Just if we could let him finish the answer. You 24 Q. I'msorry. His report, which is
25 follow up. 25 Exhibit 5.
Page 195 Page 196
1 A. Okay. 1 out. Right?
2 Q. In Paragraph 16, he discusses 2 MR. FITZGERALD: Objection to form.
3 information leaking out about the contents of a 3 Q. The paragraph discusses that, doesn't
4 report by Washington's Department of Financial 4 it?
5 Institutions. Take a look at that paragraph and 5 A. | see that -- | can read the words
6 let me know when you've read it. 6 where Professor Fischel says "Moreover,
7 MR. FITZGERALD: If you need this, let 7 information leaked out about the contents of a
8 me know. | moved it. 8 report." | won't read the whole sentence.
9 A. Okay. Ifinished reading the 9 But if you're asking me to
10 paragraph. 10 characterize these documents and whether that's
11 Q. Okay. The paragraph identifies 11 consistent with his characterization, | would
12 articles generally discussing that the DFI report 12 need to reread those documents.
13 has leaked out. Correct? 13 Q. Okay. I'm just asking you about his
14 A. 1--1can't characterize these 14 characterization. He says that the Washington
15 documents without reading them. So | would want |15 DFI report leaked out, as reported in these
16 to read Exhibits 11, 12, and 13 if you want me to 16 various articles. Doesn't he?
17 make a general characterization rather than the 17 A. He says what he says. "Moreover,
18 snippets that are quoted here by 18 information” -- quoting Professor Fischel,
19 Professor Fischel. 19 "Moreover, information leaked out about the
20 Q. Do you understand what this paragraph 20 contents of a report by Washington State's
21 is discussing? Can you comprehend it? 21 Department of Financial Institutions."
22 MR. FITZGERALD: Objection. 22 So he does say that. | agree that that's
23 A. lcan. Yes. | can read the paragraph. 23 what the words say.
24 Q. Okay. Generally, the paragraph 24 Q. And you don't have a factual dispute
25 discusses that the Washington DFI report leaked 25 that the -- that information leaked out about the
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1 contents of the Washington DFI report in this 1 Q. Okay. So do you have a factual dispute

2 time frame. Do you? 2 that information was disclosed about the

3 MR. FITZGERALD: Objection to form. 3 Washington DFI report to the market during the

4 A. |do have a factual dispute as to 4 April 18, 2002 through August 27, 2002 time

5 whether he has established the necessary factual 5 frame?

6 predicate for saying there was leakage in the 6 MR. FITZGERALD: Objection to form.

7 sense that he's using it, which is there's 7 A. Yeah. That's a very broad time frame.

8 information that's being revealed that's new to 8 So | -- the documents say what they say. | do

9 the market that's causing the stock price to 9 have a factual dispute that there's been leakage

10 change. 10 in the way that he's using it that's causing the

11 Q. Do you have a factual dispute that 11 stock price to change in a way that justifies his

12 information was disclosed about the Washington 12 model.

13 DFI to the -- to the market -- withdrawn. 13 Q. And under your definition of

14 Do you have a factual dispute that 14 "fraud-related," is the information that's

15 information was disclosed about the Washington 15 discussed in Paragraph 16 fraud-related?

16 DFI report to the market during this time frame? 16 A. Okay. So | have -- so one of the

17 MR. FITZGERALD: Objection to form. 17 documents is August 27th, 2002, the Bellingham

18 A. During this time frame, that's a very 18 Herald. And | do have a discussion of that in my

19 general statement. | mean, | could -- if you 19 report.

20 have a specific document or disclosure that you 20 That's one of the specific disclosure days

21 want me to look at, I'll be happy to. 21 that he has. Butit's not statistically

22 Q. Well, the time frame is April 18, 2002 22 significant. So | do have a discussion of

23 through August 27, 2002. That's the time frame 23 that -- of that date, in particular.

24 in the paragraph. You can see that. Right? 24 Q. Ididn't ask if you have a discussion

25 A. |do see that. 25 of the date. | asked under your definition of
Page 199 Page 200

1 “fraud-related," is any of the information 1 MR. FITZGERALD: I'm objecting to form.

2 discussed in Paragraph 16 fraud-related? 2 A. | --for purposes of my report, gave

3 A. It's not fraud-related in the sense 3 you the complete answer.

4 thatit's a corrective disclosure or there's an 4 Q. So for purposes of your report, this

5 economic basis, rather than just assertion 5 information in Paragraph 16 is, in no sense,

6 that -- that this -- these documents are causing 6 fraud-related. Correct?

7 a price reaction. He's just assuming leakage to 7 MR. FITZGERALD: Obijection to form.

8 find leakage. 8 Asked and answered.

9 Q. Isitfraud-related in any other sense? 9 A. So, again, there's no basis to say that

10 MR. FITZGERALD: Objection to form. 10 this information is corrective information or

11 A. That's the relevant sense for assessing 11 that this is information that is moving the

12 his inflation band. There would have to be new |12 market.

13 information where there's a basis for saying that | 13 So putting aside, you know -- so, for

14 the stock price reaction is not explained by the 14 example, August 18th is not a date that

15 industry and market, and that traders or the 15 Professor Fischel, himself, is willing to ascribe

16 market is reacting to that new information. 16 or -- April 18th is not a date that

17 Q. My question was: Is it fraud-related 17 Professor Fischel himself is reasonably confident

18 in any other sense? 18 caused a price reaction.

19 MR. FITZGERALD: Same objection. 19 (Discussion off the record.)

20 A. So | gave you the sense in which I'm 20 Q. Did you ever attempt to quantify the

21 using it for purposes of assessing Professor 21 impact of leakage in this case, if any?

22 Fischel's inflation bands. 22 A. 1did carefully review the economic

23 Q. And I'm asking you in any other sense, 23 evidence and the appropriateness of using a

24 s this information, in your opinion, 24 leakage model or the appropriateness of Professor

25 fraud-related? 25 Fischel's leakage model. | did find leakage on
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1 October 10th. And that met the criteria -- the 1 date?
2 objective scientific criteria for associating a 2 A. Correct.
3 price change with leakage. 3 Q. So the only evidence that you found of
4 Q. So October 10th -- the price change on 4 leakage related to the fraud was information that
5 October 10th is your quantification of the impact 5 caused the stock price to increase. Right?
6 of leakage in this case? 6 A. That's the only date -- | do find a
7 MR. FITZGERALD: Obijection to form. 7 number of days where there's a statistically
8 A. Well, what I'm saying is October 10th 8 negative residual for days identified as -- as
9 is an example of a date on which there is 9 corrective disclosures or specific disclosures.
10 leakage. There's a statistically significant 10 Butyou're correct that besides that date, the
11 price reaction. There's strong evidence that the 11 factual predicates for associating stock returns
12 market is reacting to information about the 12 changes with leakage is -- is lacking. It's just
13 settlement. But those conditions were not met 13 an assertion.
14 over the -- you know, for Professor Fischel's 14 Q. Inyour -- one of your prior answers --
15 so-called leakage period. It's just an assertion 15 and I'm not quoting you directly, I'm just
16 that all these stock price changes over such a 16 referring you to the answer. You said that you
17 long period of time are just the result of the 17 reviewed the economic evidence carefully and the
18 market learning new information. There's no 18 appropriateness of using a leakage model, and
19 basis for it. 19 October 10th was the only date that met the
20 Q. What you're calling the leakage on 20 criteria, the objective scientific criteria for
21 October 10th caused the stock price to increase. 21 associating a price change with leakage.
22 Right? 22 Do you remember that testimony?
23 A. | believe so. 23 A. Yes.
24 Q. And there was a statistically 24 Q. Okay. What was the objective
25 significant positive residual return on that 25 scientific criteria for associating a price
Page 203 Page 204
1 change with leakage that you used? 1 modelis just based on the assertion that the
2 A. On October 10th? 2 movement in the stock prices are being caused by
3 Q. No. As a general matter, what is the 3 new information reaching the market. But there's
4 objective scientific criteria for associating 4 no economic basis for that.
5 price change with leakage, in your opinion? 5 Q. So part of the criteria is that there
6 A. So the criteria | used to identify 6 has to be a basis for saying the stock price
7 October 10th is that the stock price change on 7 changes are caused by new information. For
8 that day is not explainable by market and 8 October 10th, you used a statistically
9 industry. It's not explainable by non-fraud 9 significant residual return. Right? That was
10 information. And that there's a -- there's 10 the basis?
11 evidence -- actual evidence that the market is 11 A. Well, I mentioned a couple of things
12 reacting to new information on that day that's 12 for October 10th.
13 not -- that isn't non-fraud. 13 Q. Iwant to focus on the part of the
14 Q. Sois that the objective criteria that 14 criteria that requires a basis for saying stock
15 you require to find leakage? 15 price changes are caused by new information that
16 A. That's certainly the -- yes. | would 16 the market is getting that's causing stock price
17 say, just to be clear, the criteria would be 17 changes. Okay?
18 there would have to be a basis for saying the 18 A. Understood.
19 stock price changes are caused by new information | 19 Q. How do you determine that the stock
20 that the market is getting that's causing the 20 price changes are caused by new information that
21 stock price changes, that's not explainable by 21 the market is getting that's causing the stock
22 non-fraud information, including, but not limited 22 price changes?
23 to industry and market. 23 MR. FITZGERALD: Objection only to
24 Now, in this case, it's very easy, because 24 form.
25 at the end of the day, the so-called leakage 25 A. So, again, it has to be new
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1 information, because we're talking about an 1 statistically significant, | think it becomes
2 efficient market. So, by definition, it would 2 extraordinarily difficult to say it's not
3 have to be new information. If itisn't new, 3 explained by the industry and market.
4 it's not news. 4 So we discussed earlier today that
5 And so how would you attribute a stock price 5 hypothetically, there could be information that
6 movement not explained by the market and 6 would not be picked up in the statistical test.
7 industry, not otherwise explained by non-fraud 7 But you would have to have a rigorous basis for
8 information to -- you know, to the market 8 saying that stock price movement, if it's not
9 learning something new? You would have to have a| 9 statistically significant, is caused by something
10 factual basis for that. 10 other than the market and industry.
11 So for October 10th, my memory is that there 11 Q. Can you give me an example of such a
12 are documents that talk about rumors in the 12 rigorous basis?
13 marketplace on that day and the market reacting 13 A. Sure. So there's academic articles
14 to those rumors. 14 that look at leakage in the sense of new
15 I'm characterizing the evidence on 15 information changing market prices in the M&A
16 October 10th in a general way. And so there 16 context.
17 might be some imprecision there. But that 17 So a question that you could ask is, there's
18 fairly -- you know, that's my memory of the 18 a merger announcement, an announcement of a
19 evidence on that day. 19 merger on a particular day, and you could look at
20 Q. Under your criteria for leakage, is a 20 the stock run-up in the day or a couple of days
21 statistically significant stock price movement 21 leading up to that announcement, and you could
22 required? 22 ask the question that even if an individual day
23 A. It's certainly important evidence. But 23 is not statistically significant, maybe two or
24 | would also want to -- | would want to consider 24 three days is statistically significant. And
25 all the evidence together. So if it's not 25 it's a run-up to this announcement.
Page 207 Page 208
1 And so that would be a situation where there 1 application of Cornell and Morgan. But | have
2 might be leakage, given that there's a specific 2 read the article.
3 announcement. There's a run-up. You have 3 (Cornell and Morgan article in
4 cumulative statistical significance for a handful 4  the "UCLA Law Review," June 1990 marked
5 of days, and hopefully other evidence that this 5  Exhibit 7.)
6 is what's going on in the marketplace. 6 MR. FITZGERALD: | think | have a copy,
7 Q. Take alook at your rebuttal report, 7 if you need one for someone else.
8 Paragraph 18. 8 MR. BROOKS: He seems desperate to read
9 (Witness complies.) 9 this, Mike.
10 Q. You state in the first sentence that 10 THE WITNESS: Are you talking about me?
11 none of the papers Professor Fischel cites that 11 MR. FITZGERALD: No. Mr. Dowd.
12 discusses a single firm -- let me start over. 12 BY MR. BROOKS:
13 You say in Paragraph 18, "Indeed, none of 13 Q. Okay. This is Cornell and Morgan's
14 the papers Professor Fischel cites that discusses 14 article "Using Finance Theory to Measure Damages
15 single firm event studies advocates an event 15 and Fraud on the Market Cases." Correct?
16 window of the length of Professor Fischel's 16 A. Yes. That's right.
17 228-trading-day leakage period window." Do you 17 Q. Okay. And you're familiar with this
18 see that? 18 article. Right?
19 A. ldo. 19 A. lam.
20 Q. And you've read the Cornell and Morgan 20 Q. And Fischel cited this article, didn't
21 paper that Professor Fischel's model is based 21 he?
22 upon. Haven't you? 22 A. Yes.
23 A. Well, | disagree with the assumption in 23 Q. Okay. So go ahead and turn to Page 906
24 your question. His -- Professor Fischel's 24 of the article.
25 so-called leakage model is not a faithful 25 (Witness complies.)
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1 A. Yes. 1 Q. How is that different, in your opinion,
2 Q. And just take a look to familiarize 2 from what | said?
3 yourself with this page. 3 A. So | don'tinterpret this article to
4 A. You want me to read -- look at the 4 say that you can, in the facts and circumstances
5 entire page? 5 of this case, use a 228-day window, or that
6 Q. Just the middle paragraph. 6 it's -- I'll leave it at that.
7 A. Okay. 7 Q. Buthow is -- you said it was
8 (Witness complies.) 8 incorrect, my statement that the article notes
9 A. I've read the middle paragraph. 9 that the window can cover the entire class
10 Q. Okay. So they're discussing the 10 period. Why is that incorrect?
11 appropriate window to use in conducting a leakage 11 A. Oh, Il was --
12 analysis. Right? 12 MR. FITZGERALD: Objection to form.
13 MR. FITZGERALD: Objection to form. 13 A. 1 was just putting in the qualifier of
14 A. Well, it is talking about the window. 14 it's a limiting case. So all | was trying to say
15 Yes. 15 s the actual language in this paragraph is
16 Q. And the window should begin far enough 16 talking about a limiting case. And that's all --
17 in advance of the disclosure for the analysts to 17 that's all | meant.
18 be reasonably confident that no significant 18 Q. And how is that different from the
19 information leakage has occurred, and notes that 19 article noting that the window can cover the
20 the window can cover the entire class period. 20 entire class period?
21 Right? 21 A. Well, it's just that this is an
22 MR. FITZGERALD: Obijection to form. 22 extreme -- you know, this is a limit of this
23 A. ltdoesn't say that. It says it's a 23 extension. That's all | was trying to say.
24 limiting case in which the observation window is 24 Q. The outer bounds are a window covering
25 expanded to cover the entire class period. 25 the entire class period. Right?

Page 211 Page 212
1 A. Well, it's talking in this paragraph 1 you were talking about the Household litigation.
2 about a generic class period. 2 Can you restate -- can you reread the question.
3 Q. The entire generic class period, 3 Q. You understand that the class period in
4 though? 4 WPPSS was more than four years long. Isn't that
5 A. Well, it's talking in the abstract 5 right?
6 about a class period in talking about this 6 MR. FITZGERALD: Objection to form.
7 concept of -- of -- this section is -- you know, 7 A. |remember it's more than a year. But
8 the comparable index in the event study 8 it could be four years. | just don't have a
9 approaches is the section. 9 clear recollection in this --
10 Q. And at the bottom of Page 906, Cornell 10 Q. Okay. Turn to Page 892.
11 and Morgan wrote, "Conversely, in a case such as 11 A. 892?
12 WPPSS in which there is a continuous leakage of 12 Q. Mm-hmm.
13 information, it may be necessary to use the 13 A. Okay.
14 comparable index approach.” Right? 14 (Witness complies.)
15 A. | agree that those are the words. 15 A. Yes. I'm there.
16 Q. Okay. That's the example that they 16 Q. Okay. Look at the middle paragraph.
17 gave after saying the limiting case is to use the 17 (Witness complies.)
18 entire class period. Correct? 18 A. Yes.
19 MR. FITZGERALD: Obijection to form. 19 Q. Do you see the last sentence says
20 A. It does come after that language. 20 "Between March 1, 1977 and March 17, 1981,
21 Q. Okay. And you understand that the 21 WPPSS," and then it continues. Do you see that?
22 class period in the WPPSS case was over three 22 A. Yes.
23 years. Don't you? 23 Q. Soyou see that it's more than four
24 A. Yes. Soit's March 2001 -- oh, I'm 24 years, the class period?
25 sorry. |thought -- | got confused. | thought 25 A. So you're referring to March 1, 1977 to
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1 March 17, 1981. Yeah. So assuming that's the 1 window so long.
2 class. 2 And | would also note Footnote 41 and 42 and
3 MR. FITZGERALD: Obijection to form. Go 3 47, where, you know, they're saying -- and I'm
4 ahead. 4 going to paraphrase -- that this index approach
5 A. So assuming that's the class period, 5 assumes that the parties agree on the proper
6 then | agree it's -- it's about four years. 6 model --
7 MR. FITZGERALD: |don't want to 7 (Phone interruption.)
8 interrupt you, but when you get to a natural 8 A. --that this index approach is
9 break point... 9 appropriate where the experts agree on the model,
10 MR. BROOKS: Okay. 10 which is clearly not the case here. Anyway...
11 Q. And you agree that this article cites 11 Q. Any other caveats?
12 the WPPSS case as a case where it may be 12 A. Yeah. So Footnote 47, they also note
13 necessary to use the comparable index approach. 13 that -- and I'll just read from Footnote 47 --
14 Right? 14 "Over longer periods of time, though
15 A. Itdoes say that. Butyou're 15 misspecification errors accumulate and become
16 leaving -- it's misleading to leave it at that, 16 more important, thus proper specification of the
17 because in Footnote 16 on Page 888, Cornell and 17 model is more important when using the comparable
18 Morgan quite rightly, in my view, have a 18 index approach than when using the event study
19 qualifier where they say -- and I'll read from 19 approach.”
20 the article, "Our primary concern is with 20 So they caveat -- they have lots of -- they
21 conceptual and legal issues rather than with 21 have a very important qualifications [sic] on
22 financial and statistical ones." 22 their discussion.
23 So | don't read this article to be 23 Q. You agree that Fischel did not use the
24 advocating that this -- to be addressing the 24 entire class period for his observation window.
25 statistical issues inherent in using an event 25 Right?
Page 215 Page 216
1 A. | agree. 1 A. |do.
2 Q. So his observation window is inside of 2 Q. And what is Exhibit 8?
3 the limiting case that's discussed on Page 906. 3 A. An article that | cowrote in "The
4 Right? 4 Business Lawyer."
5 MR. FITZGERALD: Objection to form. 5 Q. This is the article that you referred
6 A. If you're asking me is four years 6 to earlier that the Seventh Circuit cited to. Is
7 longer than 228 days, | agree with that. | don't 7 that right?
8 agree that this is an appropriate -- citing to 8 A. Yes.
9 this article is an appropriate basis for that, 9 Q. And it's titled "The Loss Causation
10 given what | just said about the qualification -- 10 Requirement for Rule 10b-5 Causes of Action: The
11 you know, the -- that language that | just 11 Implications of Dura Pharmaceuticals, Inc. vs.
12 pointed to. 12 Broudo." Right?
13 MR. BROOKS: Okay. 13 A. Yes.
14 THE VIDEOGRAPHER: Okay. The time is 14 Q. Turnto Page 167.
15 2:18. We're off the record. 15 (Witness complies.)
16 (A recess was taken.) 16 Q. There's a section there -- well, before
17 (Article entitled "The Loss 17 we go there, sorry, what was the purpose of the
18 Causation Requirement for Rule 10b-5 Causes 18 article, generally?
19  of Action: The Implications of Dura 19 A. You know, it was really to talk about
20  Pharmaceuticals, Inc. v. Broudo marked 20 Dura Pharmaceuticals in the context of loss
21  Exhibit 8.) 21 causation. So I think this article was 2007, if
22 THE VIDEOGRAPHER: Okay. We're back on | 22 | remember, and | think Dura came out in '05.
23 therecord. The time is 2:35. 23 Q. Do you still stand by the article?
24 BY MR. BROOKS: 24 A. Yes.
25 Q. You have Exhibit 8 in front of you. 25 Q. Is there anything you'd change in the
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1 (Excerpt from Household 1 Q. And continued, "We generally compete
2  International, Inc. Form 10-K for year ending 2 with banks, thrifts, insurance companies, credit
3 December 31, 2001 marked Exhibit 9.) 3 unions, mortgage lenders and brokers, finance
4 MR. FITZGERALD: This is number? 4 companies, securities brokers and dealers, and
5 MR. BROOKS: Number 9. 5 other domestic and foreign financial institution
6 MR. FITZGERALD: Thanks. 6 in the United States, Canada and the United
7 BY MR. BROOKS: 7 Kingdom." Right?
8 Q. I've handed you Exhibit 9, which is an 8 A. That's what it says.
9 excerpt from Household's Form 10-K for the fiscal 9 Q. Okay. So these types of companies that
10 year ended December 31, 2001. Do you see that? 10 Household is telling the market it competes with
11 A. ldo. 11 are the same types of companies that are in the
12 Q. Okay. Turn to the second page of the 12 S&P financials index. Right?
13 exhibit, which says Page 9 of 20 at the top. 13 A. | believe that's accurate.
14 A. I'mthere. 14 Q. And you don't disagree with this
15 Q. Okay. Do you see there's a heading 15 statement about who Household competes with.
16 "Competition"? 16 Right?
17 A. Ido. 17 A. Well, at a general level, | don't
18 Q. Read that to yourself, if you would. 18 disagree with that.
19 (Witness complies.) 19 Q. | mean, they're telling the market this
20 A. I'mfinished. 20 is who we compete with. Correct?
21 Q. Okay. So Household told the market 21 MR. FITZGERALD: Obijection to form.
22 that the consumer finance services industry in 22 A. The document says we generally compete
23 which it operates is highly fragmented and 23 with these institutions. That's what the
24 intensely competitive. Right? 24 document says.
25 A. Yes. 25 Q. And you're not saying that this
Page 223 Page 224
1 document is false in any way? 1 speaking, there's regulations about the 10-K so |
2 A. No. 2 would assume one would look to those in
3 Q. Is it false by omission? 3 understanding the 10-K. But I'm certainly not
4 MR. FITZGERALD: Obijection to form. 4 providing the opinion that this is a
5 A. I'm not saying this document is false 5 misrepresentation.
6 in any sense. That's -- no. 6 Q. Is an appropriate source from which to
7 Q. Do you think they should have offered a 7 choose an index. Right? Or a comparables?
8 more specific group to tell investors to they 8 A. You can certainly use -- one potential
9 were competing with? 9 choice is the firm's own financial filings. And,
10 MR. FITZGERALD: Obijection to scope and |10 as | said, we both use S&P 500 financials.
11 form. 11 Q. And the goal, reading back from Exhibit
12 A. Well, it's outside my scope. | would 12 eight, is to find firms that are truly comparable
13 assume the answer to that would depend on SEC |13 in terms of their line of business. That's
14 regulations in terms of what needs to be 14 right. Isn'tit? Is?
15 disclosed and discussed in the 10-K. 15 A. Correct.
16 Q. Well, in order to not mislead 16 Q. Okay. And these are the firms that
17 investors, should they have identified subprime 17 Household is saying are truly comparable in terms
18 consumer finance companies here? 18 of line of business. Aren't they?
19 MR. FITZGERALD: Objection to scope 19 MR. FITZGERALD: Objection to form.
20 again. 20 A. You're mischaracterizing the document.
21 A. No. I'm not -- I'm not provide 21 Q. Which one?
22 something an opinion, nor does my choice of 22 A. The Exhibit 8.
23 industry index lead to any conclusions about 23 Q. Inwhat way?
24 whether a particular document or the 10-Ks is 24 A. So you changed the wording. The
25 misleading or not. You know, | know, generally 25 wording here is "we generally compete," I'm
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1 reading from 10-K. "We generally compete with 1 A. Okay.
2 banks, thrifts, insurance companies, credit 2 MR. FITZGERALD: You said you were
3 unions, mortgage lenders and brokers, finance 3 reading from Exhibit 8. And Mr. Brooks and |
4 companies, securities brokers and dealers and 4 both understood that. We just wanted the record
5 other domestic and foreign financial institutions 5 to be clear.
6 in the United States, Canada and the United 6 THE WITNESS: Okay. Sorry.
7 Kingdom." So that's what it says. And | 7 MR. BROOKS: No.
8 wouldn't change the wording of it. 8 Q. Soyou're saying that when Household
9 MR. FITZGERALD: 1 think you referred 9 tells the market we generally compete with these
10 to Exhibit 8. I think you meant Exhibit 9. 10 lines of business, they're not saying that
11 Otherwise, | don't want to interrupt. 11 they're comparable to these lines of business.
12 A. Oh, yeah. |thought you were directing 12 Is that your testimony is this is?
13 me to the 10-K. 13 MR. FITZGERALD: Objection.
14 Q. The 10-K, for the record, is Exhibit 9. 14 Q. That's how I'm quote mischaracterizing
15 The article is Exhibit 8. 15 the document?
16 A. Okay. 16 MR. FITZGERALD: Objection to form.
17 Q. You were discussing the 10-K in your 17 A. Well, it doesn't say lines of business.
18 last answer? 18 It says different institutions they generally
19 A. Correct. There might have been some 19 compete with. So that's -- that's what the
20 confusion. | thought you were -- my 20 document says.
21 understanding of the question was you were 21 Q. Well, looking at the list in
22 characterizing the 10-K. 22 Household's 10-K, is there any one of these
23 MR. FITZGERALD: 1 only interrupted, 23 examples that you think is not a comparable, in
24 you referred to the wrong exhibit number it. You |24 terms of their line of business?
25 were reading from a document that was Exhibit 9. | 25 A. 1think that it's fine, and, in fact, |

Page 227 Page 228
1 do use S&P 500 financials, which as we discussed, | 1 mispronounce the gentleman's name, but it's the
2 includes these institutions. But it's important 2 person who produced or whose name is on the CSFB
3 toinclude the consumer finance companies as 3 report. So was identified for 2001 as the star
4 well. And it's a better specified model. 4 analyst, and | went to his report, where he
5 Q. And specifically, the consumer finance 5 identifies those firms. And the final thing |
6 companies that CSFB selected. Right? 6 would note, which was important to my thinking,
7 A. Correct. 7 is that the academic literature regularly uses
8 Q. What was your process for landing on 8 this source, the "Institutional Investor"
9 that particular group of consumer finance 9 magazine, to identify star analysts. And so |
10 companies? 10 felt that was an objective way to identify
11 A. Sure. So the process was, it was very 11 comparables.
12 important to me to use a third-party 12 Q. Where in your report can | see that
13 identification of comparables contemporaneous 13 academic literature?
14 with the time period. Not to use -- not to be 14 A. ldon't cite the academic literature.
15 accused of constructing something for the 15 It's just something I'm familiar with as general
16 purposes of litigation, but to use a third-party 16 background information.
17 identifying of comparables during the relevant -- 17 Q. What literature are you referring to?
18 contemporaneous with the -- with the time period |18 A. So | don't have article citations off
19 atissue. So that was criteria one. Criterion 19 the top of my head but there's a number of
20 one. The second criterion is consistent with the 20 articles that cite, that use "Institutional
21 academic literature, and I'll explain that in a 21 Investor" magazine or this publication to
22 minute, | went to the "Institutional Investor" 22 identify the star analysts and do various types
23 magazine, which ranks analysts. | identified the 23 of analyses.
24 star analyst, according to "Institutional 24 So some papers look at, do the star analysts
25 Investor" magazine, for 2001. I'm going to 25 do a good job predicting future, you know, the
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1 future accounting returns or the future 1 A. So I'm not finding it here. My memory
2 performance of the firm at issue, in some sense. 2 was -- | thought it was contained somewhere here
3 So there's a number papers or -- that use that -- 3 in some form, but I'm not seeing it right here,
4 that ranking for analytical purposes. 4 right now.
5 Q. So you relied on "Institutional 5 Q. It's notin the rebuttal report,
6 Investor" magazine. Why didn't you include it in 6 either, isit?
7 the documents that you relied on? 7 A. I'm not finding it right now.
8 A. |believe itis there. My memory is 8 Q. Do you think that you cited the
9 it's there, in some form or another. I'm sorry. 9 academic articles that refer experts to
10 I'minthe wrong document. That's -- my memory 10 "Institutional Investor" magazine in your
11 isit was there, but | could be mistaken. 11 reports?
12 Q. Well, let's turn to -- 12 A. No. |did not cite the academic
13 A. So it would be in the rebuttal. Oh, 13 articles. So my testimony on that was that it's
14 no. Maybe it would be in the -- | think we have 14 just my general background information. So |
15 to look at both. 15 would want to spend more time to confirm that
16 Q. Why don't you take a look at Appendix B 16 it's not here. So there's references to produced
17 to your original report. | don't see anything 17 files and so forth. But it is correct that,
18 about "Institutional Investor" magazine. Do you 18 sitting here right now, | don't -- | don't
19 agree that it's not there? 19 readily -- 1 don't see it.
20 A. Are you now -- 20 Q. Sois it your testimony that the
21 Q. My question was why don't you look at 21 academic literature refers to star analysts'
22 Appendix B to your original report. | don't see 22 selection of peer indices for experts, in cases
23 anything about "Institutional Investor" magazine. 23 like this one, to adopt a peer index?
24 Do you agree it's not there in the original 24 A. That is not my testimony.
25 report, Professor? 25 Q. Okay. What does the academic
Page 231 Page 232
1 literature that you can't tell us about 1 the best analyst, at least according to that
2 specifically -- withdrawn. 2 ranking. There's a number of analysts. And so
3 What does the academic literature that you 3 you would want some objective criteria --
4 relied on but didn't disclose to us say that you 4 criterion to identify one of those analysts.
5 were relying on in going to "Institutional 5 Q. Was this your idea or Cornerstone's
6 Investor" magazine? 6 idea?
7 MR. FITZGERALD: Objection to form. 7 A. Itwas my idea.
8 A. Yeah. Sol--so I'm not saying | 8 Q. What exactly is the CSFB Specialty
9 relied upon it. I'm saying it's part of my 9 Finance Index?
10 background knowledge. It's a publication that 10 A. Well, it's a group of nine firms
11 ranks analysts. And | did use that to identify 11 identified, | believe, in a March 2001
12 this particular analyst. 12 publication -- let me just make sure I'm not
13 So -- but in terms of the academic 13 getting the date wrong -- that -- you know, that
14 literature, there's articles -- | don't have them 14 are listed in that document, in the CSFB report.
15 memorized, off the top of my head -- that use 15 Q. Isitatraded index?
16 that ranking to identify star analysts for 16 A. Not to my knowledge.
17 various purposes. 17 (Sur-Rebuttal Report of Daniel
18 BY MR. BROOKS: 18 R. Fischel marked Exhibit 10.)
19 Q. None of those purposes are for 19 MR. BROOKS: I'm going to mark as
20 identifying a peer group. Correct? 20 Exhibit 10 Fischel's surrebuttal report.
21 A. That, I don't know. I'm not -- I'm not 21 THE WITNESS: Okay.
22 making that representation. 22 BY MR. BROOKS:
23 Q. Why did you try to identify the 23 Q. Exhibit 1 to this report --
24 star analyst? 24 A. To the surreply.
25 A. Because presumably the star analyst is 25 Q. To the surrebuttal report. That's the
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1 Credit Suisse First Boston Specialty Finance 1 A. Yes.
2 Monthly article from which you pulled your index. 2 Q. And if you could turn to Exhibit 17.
3 Correct? 3 A. You mean Page 17?
4 A. Yes. 4 Q. Well, Exhibit 17 to --
5 Q. Okay. 5 A. Oh, | see.
6 (Discussion off the record.). 6 Q. -- Exhibit 1.
7 MR. BROOKS: Do you want me to wait? 7 A. Oh, |lsee. Yes.
8 MR. FITZGERALD: What are you looking 8 Q. This is the specialty finance universe
9 for? Fischel's surrebuttal? What day is that? 9 that you adopted. Right?
10 MR. BROOKS: The last one. 10 A. Yes.
11 MR. FITZGERALD: The last one. 11 Q. Okay. And it's comprised of credit
12 MR. FARINA: Why don't we take a break. 12 card companies, correct?
13 THE VIDEOGRAPHER: Do you want to take |13 A. Yes.
14 abreak? 14 Q. Diversified financials, right?
15 MR. FARINA: A short one. 15 A. Yes.
16 THE VIDEOGRAPHER: The time is 2:59. 16 Q. And auto finance.
17 We're off the record. 17 A. Yes.
18 (A recess was taken.) 18 Q. And Household is identified as a
19 THE VIDEOGRAPHER: Okay. We are back |19 diversified financial company. Right?
20 on the record. The time is 3:06. 20 A. As part of the subgroup. Yes.
21 BY MR. BROOKS: 21 Q. Okay. And within the CSFB specialty
22 Q. Okay. So we're still looking at 22 finance universe, you focused on subprime
23 Professor Fischel's surrebuttal report and 23 companies as well. Haven't you?
24 Exhibit 1, which is the Specialty Finance Monthly 24 A. 1 have, at points. Yes.
25 from which you pulled your peer index. Correct? 25 Q. And the subprime companies are not
Page 235 Page 236
1 diversified financial companies, the ones you 1 the subprime description of their business.
2 focused on. Right? 2 Q. Exhibit 2K to your rebuttal report --
3 MR. FITZGERALD: Obijection to form. 3 A. Yes.
4 A. Well, it's true that's not in the 4 Q. --is that what you're referring to?
5 diversified financials group here. That's 5 A. Well -- well, | was also referring to
6 correct. 6 2L, as well, where there's a -- some more
7 BY MR. BROOKS: 7 information on that.
8 Q. Infact -- well, can you tell me from 8 Q. And is it your understanding that
9 looking at this which are the subprime companies? 9 Household's auto lending business was a subprime
10 A. Well, okay, so my memory is Capital 10 business?
11 One, CompuCredit, AmeriCredit, Metris and 11 A. No. I'm not -- that's not my -- |
12 Providian is my memory. 12 don't have a view on that. My memory is that
13 Q. Okay. So all either credit card 13 Household generally, to some significant extent,
14 companies or auto finance companies. Right? 14 was focused on the record subprime and nonprime
15 A. As identified here. Yes. 15 customers. But | don't have a view as to how
16 Q. When you say "as identified here," why 16 that breaks out across these categories.
17 the qualifier? 17 Q. So with respect to the credit card
18 A. No. I mean, thisis -- I'm just 18 business, you don't have a view on what portion
19 pointing out that it's not a qualifier. It's 19 of that business was subprime versus prime credit
20 just that's the categories in this Exhibit 17. 20 card lending?
21 Q. | mean, you, yourself, have said that 21 A. No. I don't, beyond the general
22 the subprime companies are all either credit card 22 observation that | just made.
23 companies or auto finance companies. Right? 23 Q. And your testimony is that that's not
24 A. Correct. |identified that, and | 24 relevant somehow. Is that right?
25 think there's an Exhibit 2L where | talk about 25 MR. FITZGERALD: Objection to form.
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1 A. | disagree with that characterization. 1 A. Then he states, "Across these segments,
2 BY MR. BROOKS: 2 Household generally served non-conforming and
3 Q. When you say -- so a question ago, | 3 nonprime subprime customers; i.e., those who have
4 asked you whether you had a view on what portion 4 limited credit histories, modest income, high
5 of the credit card business was prime versus 5 debt-to-income ratios, high loan-to-value ratios
6 subprime, and you said beyond the general 6 or have experienced credit problems caused by
7 observation that you made, you don't have a view. 7 occasional delinquencies, prior charge-offs or
8 And what was the general observation? 8 credit-related actions."
9 A. The general observation was the 9 So that's the general observation that | was
10 description in the 10-K that -- or | believe it 10 making that is reflected here as well.
11 was -- | shouldn't say that. My memory is 11 Q. So you're saying that Fischel says that
12 that -- that the market viewed, and in 12 in his report. That's actually from Household's
13 Household's disclosures, they talked about 13 disclosures. Right?
14 subprime and nonprime customers. And let me just |14 A. That's my understanding. So just to be
15 be -- to give a more complete answer -- 15 clear, he is citing, in this paragraph, and |
16 MR. FITZGERALD: What are you looking 16 also have in my initial report, which | should
17 for? 17 also go to, a citation to the 2002 10-K. |
18 A. So Paragraph 5 of Professor Fischel's 18 believe | have similar language in my report as
19 report, which is Exhibit 5, he says, and | agree, 19 well. But | agree with, you know, this
20 "across these segments,” so he has segments, 20 characterization.
21 which are consumer credit card services and 21 Q. You didn't perform any additional
22 international -- I'm sorry. I'll wait until 22 investigation to see if that was true with
23 you're there. 23 respect to auto or credit card. Correct?
24 BY MR. BROOKS: 24 A. |looked at the 10-K and how Household
25 Q. No. No. Go ahead. 25 characterized its customers. And
Page 239 Page 240
1 Professor Fischel is correct. 1 that have much different specialty finance
2 Q. Did you look at what analysts said 2 indexes, including Household. Don't you?
3 about the credit card business and its subprime 3 MR. FITZGERALD: Obijection to form.
4 components? 4 A. Well, there are analysts that have --
5 A. | do remember seeing analyst reports 5 that do cite to other firms, but | would
6 talking about credit cards and Household. | 6 characterize the analyst reports as often focused
7 don't specifically remember -- you know, there's 7 on these companies.
8 so many documents in this case -- about analyst 8 So it is true that there are -- you can find
9 reports that talk about credit cards and 9 analyst reports that have a -- that have a
10 subprime, about Household. 10 different mix of companies, but it's also true
11 Q. Why did you choose -- earlier you said 11 that these companies are often referred to in the
12 you thought it was important to choose a 12 analyst commentary in connection with Household
13 third-party's peer group selection. What do you 13 is how | would generally characterize it.
14 mean by "third party"? 14 BY MR. BROOKS:
15 A. Well, it was important for the purposes 15 Q. There was no analyst consensus on a
16 that I'm using it. | thought that was beneficial 16 peer group for Household. Was there?
17 to use, given what I'm using it for -- now I've 17 A. ldon't know what you would mean by a
18 forgotten the question. | apologize. 18 consensus. Beyond -- | would just refer back to
19 Q. My question is, what did you mean by 19 my earlier answer about -- that this particular
20 "third party"? 20 group of nine is consistent with the general
21 A. So all | meant by that was, you know, a 21 analyst commentary on Household.
22 third party that's identified in a group, which 22 (CIBC World Markets Industry
23 would include an analyst. 23  Update entitled "Specialty Finance -
24 Q. And you understand that even in your 24  Third-Quarter 2002 Preview" marked
25 own expert reports, you've cited analyst reports 25  Exhibit 11.)
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1 THE WITNESS: My report is coming 1 Specialty Finance Universe Summary. Right?
2 apart. 2 A. Mm-hmm. | see that.
3 MR. FITZGERALD: Thank you. This is 3 Q. And there are 22 companies here.
4 117 4 Right?
5 MR. BROOKS: 11. 5 A. Yes.
6 (Phone interruption.) 6 Q. Okay. That's more than twice the size
7 BY MR. BROOKS: 7 of the index you selected. Correct?
8 Q. You have Exhibit 11 in front of you. 8 A. | agree that 22 is more than twice the
9 This is an October 3, 2002, CIBC Equity Research 9 nine.
10 Report titled "Specialty Finance - Third-Quarter 10 Q. Did you consider selecting the CIBC
11 2002 Preview." Correct? 11 World Markets Specialty Finance universe?
12 A. Yes. 12 A. No. | followed the approach |
13 Q. And I can represent to you this is an 13 described earlier.
14 analyst report that you cited in your reports -- 14 Q. Youdidn't look at any other analyst
15 A. Okay. 15 reports --
16 Q. -- I believe in Footnote 69. 16 A. That's false.
17 A. Thank you. 17 Q. --in making the selection?
18 Q. Okay? Turn to Exhibit 1, which is on 18 A. So my review of the analyst -- my
19 the third page -- the fourth page of this 19 general view of the analyst reports, in their
20 exhibit. 20 totality, is it's consistent with the nine that
21 (Witness complies.) 21 I'musing.
22 A. The fourth page? 22 I'm not saying that there aren't analyst
23 Q. Yup. 23 reports that reference other companies, but in my
24 A. Okay. 24 judgment, it was consistent with the nine firms
25 Q. This is Exhibit 1. CIBC World Markets 25 that I've used.

Page 243 Page 244
1 Q. So your testimony is that the 22 1 A. Page 5?
2 companies here are consistent with the nine that 2 Q. Page 6. Sorry.
3 you used? 3 A. Okay. Page 6.
4 MR. FITZGERALD: Obijection to form. 4 Q. An analyst report, and the heading is
5 A. That's a mischaracterization of my 5 "New FFIEC guidelines could have far-reaching
6 testimony. 6 implications for the credit card issuers."
7 Q. That's not your testimony? 7 Right?
8 A. No. My testimony was about the general 8 A. | see that.
9 analyst commentary was consistent, in my 9 Q. And when you turn back, Household is
10 judgment, with the nine. But again, | want to go 10 not among those credit card issuers, is it?
11 back to the -- how | went about selecting these 11 A. I'm confused. What should | be looking
12 nine. And | would also mention that 12 at?
13 statistically, the statistics show that it's a 13 Q. Turn back to Page 4.
14 better model. 14 A. Okay. Page 4?
15 Q. Better model than with the 22 here? 15 Q. And do you see Household is not among
16 You tested that? 16 the credit card issuers?
17 A. That's not my testimony. My testimony 17 A. Well, | see in this document that
18 is with -- relative to Professor Fischel's model. 18 there's four that are listed here on Page 4, and
19 Q. With all the other adjustments you made 19 that does not include Household. | don't know
20 or not? 20 whether, in this different section of the report,
21 A. Well, | was referring, in my answer, 21 that they're referring to those four or to other
22 to -- excuse me. In Exhibit 6, the adjusted 22 firms. And | would need to review the document
23 R-squares. 23 to confirm that.
24 Q. So turning to the next page of this 24 Q. Itdoes say "the credit card issuers,"
25 report, Exhibit 11. 25 right, in the heading there?
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1 companies. Right? 1 Q. Isthis A.G. Edwards specialty finance
2 A. | would just have to go back. | don't 2 universe?
3 remember if CIT has credit cards or not. 3 A. ldon'tknow. | mean, is Exhibit 16
4 MR. FITZGERALD: Objection to form. 4 that says specialty finance valuation?
5 A. Well, | agree that Capital One and 5 Q. Did you consider this A.G. Edwards
6 CompuCredit, Metris, and Providian have credit 6 analyst report in selecting your peer group?
7 card. 7 A. Soltold you how | arrived at the
8 (A.G. Edwards report entitled 8 March 2001 analyst report. | did -- as |
9  "Specialty Finance Quarterly Fourth Quarter 9 testified, it was consistent with what | saw on
10  2001" marked Exhibit 12.) 10 other analyst reports. So | reviewed a number.
11 MR. FITZGERALD: Thanks. Exhibit 12, | 11 But -- but -- so | really don't have anything to
12 assume? 12 add to that.
13 MR. BROOKS: Exhibit 12. 13 Q. Go back to Page 4 of this document.
14 BY MR. BROOKS: 14 (Witness complies.)
15 Q. Exhibit 12 is another analyst report 15 Q. Do you see there are, in Figure 3, 14
16 that you cited. It's a January 2nd, 2002 16 companies, including Household?
17 specialty finance quarterly for the fourth 17 A. |see 14 companies.
18 quarter of 2001 from A.G. Edwards. Do you see 18 Q. Household is on there. Right?
19 that? 19 A. Yes.
20 A. ldo. 20 Q. And they're listed as a diversified
21 Q. And if you turn to Page 4 -- so turn to 21 financial company. Correct?
22 Page 15, if you would. 22 A. Yes.
23 A. You want me to be on Page 157 23 Q. And of your peer group, there are only
24 Q. Yeah. 24 four, Capital One, MBNA, Providian and American
25 A. Okay. 25 Express, in this particular group. Correct?
Page 251 Page 252
1 A. Well, | see AmeriCredit. So that's 1 Q. Soturnto Page 5, which is Exhibit 1
2 another. So | see one, two, three, four -- so by 2 inthe report.
3 my count, five. 3 (Witness complies.)
4 MR. BROOKS: You can set that aside. 4 A. Yes.
5 (Witness complies.) 5 Q. Do you see it says "Household
6 BY MR. BROOKS: 6 International Peer Group Stock Price Report"?
7 Q. You understand that in Household's 7 A. ldo.
8 investor relations reports, they used a peer 8 Q. Okay. So they do refer to it as a peer
9 group that was different from yours. Correct? 9 group. Right?
10 A. ldon't know the -- if they used the 10 A. | agree.
11 words "peer group,” but -- I'm not saying they 11 Q. And tell me -- take a look at the peer
12 didn't. Ijust don't remember the exact wording. 12 group and tell me which, if any, of these
13 Q. | show you what was previously marked 13 companies are in your peer group.
14 as Plaintiffs' Trial Exhibit 820. 14 A. Well, you're going to test my memory of
15 MR. FITZGERALD: Thank you. Do you 15 the ticker symbols.
16 want to mark this with an exhibit number? 16 MR. FITZGERALD: Do you mind if I --
17 MR. BROOKS: No. 17 A. Yeah. |just don't have a good enough
18 MR. FITZGERALD: Okay. That's fine. 18 memory of the ticker symbols. I'm guessing PVN
19 BY MR. BROOKS: 19 is Providian, but, you know, | would -- | could
20 Q. This is the investor relations report 20 be wrong. | don't know. | haven't memorized the
21 from November to December, 2001. Correct? 21 ticker symbols.
22 A. Yes. 22 BY MR. BROOKS:
23 Q. You recognize the form of this 23 Q. AXP is American Express. Right?
24 document, don't you? 24 A. That sounds reasonable.
25 A. ldo. 25 Q. And COF is Capital One?

Page 249..252

www.aptusCR.com



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page AQREAL 98 R840 Plan
Frank Ferrell, Il

vs. Household International, Inc.

Page 253 Page 254
1 A. That sounds reasonable. 1 S&P 500 financials in my peer group, as an
2 Q. KRB is MBNA. | can represent that to 2 industry control as well. And that might well
3 you. 3 incorporate -- you know, reflect some of these
4 A. Okay. Fine. 4 companies, such as Citigroup.
5 Q. And PVN is Providian. 5 Q. US Bank is not in your peer group?
6 A. Okay. 6 A. It's not in the CSFB peer group. But
7 Q. So there are four that were in this 7 again, | would reference my earlier answer about
8 particular peer group. Right? 8 the S&P 500 industry index.
9 A. That appears to be correct. 9 Q. And Wells Fargo is not in your peer
10 Q. And some of the companies that weren't 10 group either. Correct?
11 inthe peer group are AIG -- 11 A. It's notin my nine, but again | would
12 A. I'msorry. So could you just go 12 reference my earlier answer about the S&P 500
13 through -- I'm sorry. So there's American -- 13 Financials Index.
14 okay. And what was KRP again? 14 Q. Providian and Capital One outperformed
15 Q. Thatis MBNA. KRB. 15 Household during the leakage period. Are you
16 A. Okay. So American Express, among 16 aware of that?
17 others, and MBNA are on here. 17 A. So | believe Paragraph 60 of my report
18 Q. AIG is not in your peer group. Right? 18 has some of those figures. So which two
19 A. That's correct. 19 companies were you talking about? I'm sorry, if
20 Q. Citigroup was not in your peer group, 20 you could repeat the question.
21 wasit? 21 Q. Providian and Capital One.
22 A. That's correct, although with a caveat. 22 A. So Capital One fell by 44 percent, and
23 | should -- it's not in my CSFB peer group. 23 Household fell by 54 percent. So, yes, | agree
24 That's true. But, you know, | would say, and | 24 with that. Providian, | don't know. Or | don't
25 should have said this earlier, that | do have the 25 know, offhand.
Page 255 Page 256
1 (Exhibit 2a, Exhibit 8a and 8B 1 You can see from this Exhibit 2A that
2 marked Exhibit 13.) 2 Providian outperformed Household. Right?
3 BY MR. BROOKS: 3 A. That appears to be true.
4 Q. You read Professor James' reports. 4 Q. Okay. And you understand that American
5 Right? 5 Express outperformed Household over the leakage
6 A. Yes. 6 period?
7 Q. And you relied on Professor James' 7 A. That sounds right.
8 analysis for your analysis, didn't you? 8 Q. And you also understand that MBNA
9 A. 1did reference Chris James' report for 9 outperformed Household over the leakage period?
10 certain propositions. 10 A. My best recollection is that's true.
11 Q. Okay. I'm going to hand you 11 Q. Okay. So all of the peers that are
12 Exhibit 13, which is three exhibits from 12 identified in -- by Household that are also in
13 Professor James' rebuttal report, Exhibit 2A, 13 your peer group outperformed Household. Didn't
14 Exhibit 8A, and Exhibit 8B. 14 they?
15 A. Yes. 15 MR. FITZGERALD: Objection to form.
16 Q. Soyou see that Professor James has 16 A. |would have to go back to the list. |
17 compared Household's stock price over the leakage 17 mean, so Capital One outperformed in the sense of
18 period to a few of the members of your peer 18 falling a little bit less. | agree with that.
19 group. Right? 19 Just based -- looking at my Paragraph 60.
20 A. Well, in this Exhibit 2A, he's -- he 20 Q. You just said American Express did.
21 has the five subprime companies. 21 Right?
22 Q. Okay. And you -- 22 A. That's my best recollection. What was
23 A. Subprime consumer finance companies. 23 the third one?
24 Q. You can see from this exhibit that 24 Q. MBNA and Providian.
25 Household -- withdrawn. 25 A. Providian, looking at Exhibit 2A, looks
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1 like it out -- it did better, in terms of raw 1 performance? If you want to look at relative
2 returns. And what was the last one? 2 abnormal performance, you would want to look at
3 Q. MBNA, which you testified outperformed 3 residuals.
4 Household. 4 Q. Okay.
5 A. That was my best recollection. | mean, 5 A. If that's the research question that
6 there's no need to go off my memory. It's -- you 6 you have.
7 know, the stock returns are what they are. 7 Q. Turning to the next page of Exhibit 13,
8 Q. Soyou'll agree that the four peers 8 you agree that Household was much, much bigger
9 that were included in the companies' investor 9 than the subprime lenders in your peer group, at
10 relations reports outperformed Household that 10 least as you and Professor James have classified
11 are -- it appears that are also in your group. 11 them?
12 Right? 12 MR. FITZGERALD: Objection to form. Go
13 MR. FITZGERALD: Objection to form 13 ahead.
14 only. 14 A. ltis -- the assets as measured in
15 A. Well, when you're using the words 15 Exhibit 8A are bigger than the other -- than the
16 "outperform” or "underperform,” these are just 16 other five. The five -- just to be clear, the
17 looking at raw, unadjusted returns rather than 17 five subprime that form five out of the nine.
18 residuals. So, yes, as | understand Exhibit 2A, 18 And | would incorporate in my answer my
19 that was just looking at the raw returns. 19 Footnote 130 to my rebuttal report, where | note
20 Q. Isit appropriate to look at the raw 20 that given the value weighting of my CSFB, that
21 returns? 21 American Express and MBNA are going to drive a
22 A. It depends on for what purpose you're 22 lot of what's going on.
23 doing that. 23 So if you look at Page 43 of my rebuttal,
24 Q. To determine relative performance. 24 what I'm saying is American Express and MBNA are
25 A. Why are you looking at relative 25 81 and 83 percent of my value weighted index, and
Page 259 Page 260
1 so to the extent that what was going on in the 1 much greater during 2002 than four of the
2 market is concerns about subprime, my index will 2 so-called subprime five in your peer group.
3 be conservative, given the weighting on MBNA and 3 Right?
4 American Express. 4 A. Yes. It's definitely greater,
5 Q. Conservative in what sense? 5 according to Exhibit 8B. And this is, just
6 A. Conservative in the sense that there 6 reading the title of the exhibit, over 2002.
7 could be subprime -- concerns in the marketplace 7 Q. You understand that your peer group is
8 about subprime, and American Express and MBNA are | 8 different than the peer group that defendants'
9 not subprime. And they -- they constitute 81, 9 expert, Bajaj, testified was the appropriate peer
10 83 percent of the value weighted. 10 group at the last trial, don't you?
11 So it's going to be conservative relative to 11 MR. FITZGERALD: Obijection to form.
12 the concerns in the marketplace, which were 12 A. That's consistent with my memory.
13 obviously very concerned about subprime during 13 MR. BROOKS: I'd like to take a break.
14 this period. 14 MR. FITZGERALD: Sure.
15 Q. Your -- 15 THE VIDEOGRAPHER: The time is 3:43.
16 A. And | would note -- one final note, and 16 We're off the record.
17 then I'll stop, is as we discussed, American 17 (A recess was taken.)
18 Express and MBNA performed relatively well. The 18 (Second Rebuttal Report of
19 subprime five, which is being underweighted, so 19  Daniel R. Fischel marked Exhibit 14.)
20 to speak, in my index or have relatively -- you 20 THE VIDEOGRAPHER: Okay. We're back on
21 know, 19 and 17 -- you know, are going to be a 21 therecord. The time is 3:54.
22 minority of my weighting, | believe they had 22 BY MR. BROOKS:
23 declines around 46 percent during the disclosure 23 Q. Okay. You have Exhibit 14, which is
24 period. 24 Professor Fischel's second rebuttal report?
25 Q. Turning to 8B, Household's growth was 25 A. ldo.
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1 Q. Yeah. Turn to the report. 1 declined by 19 percent. Right?
2 A. Oh, you want me to go to the report? 2 A. | have no reason to disagree.
3 Q. Yeah. 3 Q. And that's much less than Household's
4 A. Oh. Sorry. 4 stock fell. Isn'tit?
5 (Witness complies.) 5 A. | agree that 19 is less than 53.
6 Q. And take a look at Paragraph 11. 6 Q. And the CSFB index also outperformed
7 (Witness complies.) 7 the S&P financials index, which fell 21 percent.
8 A. Yes. |see that. 8 Right?
9 Q. And do you see at the bottom, where 9 A. | agree that 19 is less than 21.
10 Professor Fischel references Exhibit 2, which 10 Q. You don't dispute Professor Fischel's
11 shows that Household's stock fell 53 percent 11 calculations in this report?
12 while indexes -- 12 A. I'm not endorsing all his calculations,
13 A. I'msorry. I'm not -- | don't mean to 13 but I have no reason to take issue with these raw
14 interrupt. But can you direct me again to where 14 return numbers.
15 you're -- 15 Q. Right. These calculations that we're
16 Q. Paragraph 11. 16 discussing, the return numbers, you don't dispute
17 MR. FITZGERALD: Can | point? 17 them. Do you?
18 A. Okay. | see that. 18 A. | have no reason to dispute. The
19 Q. "Household's stock fell 53 percent 19 returns are what they are. It's an objective
20 while the indexes of the firms identified by 20 fact.
21 Professors Ferrell and James declined 19 percent 21 Q. And take a look at Paragraph 12.
22 and 16 percent respectively." 22 (Witness complies.)
23 Do you see that? 23 A. Okay.
24 A. ldo see that. 24 Q. Let me know when you're ready to talk
25 Q. And you agree that your CSFB index 25 about Paragraph 12.
Page 263 Page 264
1 A. You want me to read it? 1 report --
2 Q. Sure. 2 (Witness complies.)
3 A. Okay. 3 A. Okay.
4 (Witness complies.) 4 Q. --and Exhibit 2K.
5 A. Okay. |readit. 5 A. Yes.
6 Q. Okay. So incorporating the CSFB index 6 Q. These are the business lines of
7 into the leakage model did not impact the results 7 companies with a subprime customer focus. Right?
8 of the leakage model. Isn't that the right, 8 A. Correct.
9 according to Professor Fischel? 9 Q. We looked at this a little bit before?
10 A. Well, according to Professor Fischel, 10 A. Correct.
11 it would change the artificial inflation, 11 Q. Why did you set these companies apart
12 according to him, to 27.52 or 27.60, but, you 12 from the rest of your peer group?
13 know, these are meaningless results. 13 A. Because, generally speaking, it was
14 Q. Arttificial inflation would go up. 14 clear from the market commentary, the analysts,
15 Right? 15 that there was significant concerns during the
16 A. Well, he is saying that, in his 16 disclosure period, starting in the fall of 2001
17 regression, using his faulty and flawed model and 17 and going forward, about subprime exposure. And
18 the incorrect estimation window that he has this 18 so given the market concerns about this -- this
19 output. 19 type of exposure, it was worthwhile identifying
20 Q. And you don't dispute the output with 20 those subprime consumer finance companies within
21 the caveats that you just had in your last 21 CSFBO.
22 answer. Right? 22 Q. And four of the five companies are
23 A. | dispute the output in the sense of 23 credit card companies. Right?
24 this is a meaningless result. 24 A. Correct.
25 Q. So turning back to your rebuttal 25 Q. Okay. So turn to Exhibit 17 of
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1 I don't understand how Professor Fischel 1 BY MR. BROOKS:
2 would conclude that fraud, according to him, is 2 Q. You don't dispute that bucketing? You
3 increasing the systemic risk, and, therefore, 3 don't think it would be misleading? Is that what
4 affecting the beta. So it's very unclear to me 4 you're saying?
5 and puzzling what the theory is for why 5 A. 1 would need to review all the
6 firm-specific alleged corrective information 6 non-fraud information that | point to and match
7 would manifest itself in a changed beta, which is 7 itup.
8 what the structural break is showing. 8 | would emphasize the most -- a very
9 BY MR. BROOKS: 9 important category would be subprime and nonprime
10 Q. Anything else? 10 and the concerns that the market had during this
11 A. That's my general response. But | 11 period in connection with Household's business.
12 would incorporate the analyses in my reports. 12 Q. You're saying that --
13 Q. You've identified six general 13 A. And | would also add the barring cost,
14 categories of what you opine are company-specific 14 the reliance of Household on the commercial paper
15 non-fraud negative news released during the 15 market.
16 leakage period that may have impacted Household's 16 Q. So the concerns that the market had
17 stock price. Right? 17 about subprime and nonprime and the borrowing
18 MR. FITZGERALD: Objection to form. 18 costs are the two most significant factors. Is
19 A. Idon'tthink | break it out into the 19 that your opinion?
20 six categories, unless I'm misremembering. I'm 20 MR. FITZGERALD: Objection to form.
21 not saying that's inaccurate. I'm just saying 21 A. |would say that was -- you know,
22 that's not how | bucketed the information. 22 that's -- you know, sitting here, those are two
23 Again, I'm not saying it's an inaccurate, you 23 themes that come out of the market commentary.
24 know, bucketing; but it's not one that | deploy 24 But | would just simply point to my reports,
25 in my report. 25 where | identify on specific days non-fraud
Page 291 Page 292
1 information. And so that would be the most 1 calling company-specific non-fraud information on
2 complete characterization. 2 Household's stock during the disclosure period.
3 Those are just two important themes that 3 MR. FITZGERALD: Obijection to form.
4 come out of -- or two market concerns that are 4 A. So an important piece of terminology,
5 reflected in the market commentary during this -- 5 company-specific | would define as residuals in a
6 during this period. 6 model. And the residuals that | have in my
7 BY MR. BROOKS: 7 Exhibit 3a and 3b, | do have residuals --
8 Q. So you haven't done anything to 8 statistically significant residuals in that. And
9 quantify the dollar impact of any of these 9 |do discuss, for example, on August 7th, on
10 concerns that you claim are company-specific, 10 September 16th, and on October 8th, whether those
11 non-fraud. Right? 11 residuals are explainable by non-fraud
12 MR. FITZGERALD: Obijection to form. 12 information.
13 A. No. | have my Exhibit 3a and 3b. 13 BY MR. BROOKS:
14 Q. Exhibits 3a and 3b quantify the dollar 14 Q. Is it your opinion that Household's
15 impact of the company-specific non-fraud 15 worsening credit quality was a company-specific
16 information? 16 non-fraud factor that was impacting Household's
17 A. Oh, I misunderstood you. So those 17 stock during the disclosure period?
18 exhibits are showing -- okay. So for the dates 18 A. So | would refer to my specific
19 in Exhibit 3a and 3b, they're showing dates that 19 discussions of the -- you know, as a partial
20 are statistically significant. And so for those 20 answer to that, of the residuals in Exhibit 3b.
21 days, you would want to ask the question whether | 21 So those would be days which are company-specific
22 there's, you know, non-fraud information or 22 in the sense that I'm using the term and the
23 corrective information. 23 nature of the non-fraud information | identify on
24 Q. My question is whether you've done 24 those days.
25 anything to quantify the impact of what you're 25 | can't remember every day off the top of my
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1 head, but I would go to that as examples of 1 A. That's not -- that's actually not
2 company-specific, in the sense of a statistically 2 accurate. So in this report, my initial report,
3 significant residual, that's explainable by 3 I said may have. In the second report, |
4 non-fraud information. 4 quantify it.
5 Q. Sowhy don't you turn to Paragraph 62 5 So | want to be very clear here. So for
6 of your original report. 6 firm-specific non-fraud in this report, the
7 (Witness complies.) 7 initial report is firm-specific, non-fraud in the
8 A. Okay. I'mthere. Is this the 8 context of Fischel's regression. So he has a
9 January 28th? | just want to make sure I'm at 9 statistically significant residual on this date.
10 the right place. 10 And the question is, in his residual, given his
11 Q. January 28th. Right. 11 model, is there firm-specific, non-fraud
12 A. Okay. 12 information.
13 Q. This is one of those dates that was 13 Now, when you properly control, you have a
14 statistically significant under Professor 14 properly specified model, it's not statistically
15 Fischel's analysis. Right? 15 significant, proving or establishing that what |
16 A. Correct. 16 identified as firm-specific, non-fraud
17 Q. And you found that there were 17 information in the context of Fischel's model is
18 company-specific, non-fraud disclosures that 18 accurate.
19 contributed to the decline. Right? 19 Q. Doesn't the fact that it's not
20 A. | have to review to refresh my 20 statistically significant show that, under your
21 recollection. 21 model, it was industry factors that caused the
22 Okay. Could you repeat the question. 22 decline?
23 Q. You found that there were firm-specific 23 A. Yes. But, again, what -- this is a
24 non-fraud disclosures on this date that 24 very important point. What I'm saying is, in
25 contributed to the decline. Correct? 25 Professor Fischel's model, there's a
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1 statistically significant residual on this day. 1 So the -- so it's the -- there's a
2 Okay. And in this initial report, I'm pointing 2 firm-specific effect in his model on
3 out, on this date, that, in his model, in his 3 January 28th. You're right, in my model there's
4 residual, there's non-fraud, firm-specific 4 no longer a firm-specific effect, and that is
5 information that's in his residual. And then | 5 proof that what he is labeling a firm-specific
6 discuss that. 6 effect that's fraud -- that's caused by fraud or
7 In a properly specified model, when you -- 7 fraud information is, in fact, just capturing
8 which controls for some credit card issues, 8 industry information in a better specified model.
9 subprime, as reflected in the CSFB, it's no 9 BY MR. BROOKS:
10 longer statistically significant. So that proves 10 Q. Using your --
11 that in his residual, there was non-fraud 11 A. | have a discussion of this in the
12 information that's removed -- that's being 12 report that | can find, if that would be helpful.
13 removed by the corrective model. 13 Q. Including your index that you claim has
14 Q. What it proves is that the information, 14 atighter peer group, but leaving all the other
15 at least if you're right, was not 15 specifications the same, Professor Fischel found
16 company-specific. Right? Because when there's 16 that it didn't impact his statistically
17 no statistically significant decline, that means 17 significant --
18 that it was not company-specific information that 18 MR. FITZGERALD: Objection to form.
19 caused the decline. Isn't that right? 19 BY MR. BROOKS:
20 MR. FITZGERALD: Obijection to form. 20 Q. --dates. Isn't that right?
21 A. This is missing a very important point, 21 A. So are you saying that when he includes
22 which is company-specific, as | define it, and as 22 my peer index in his estimation window that
23 isrelevant in this case, you know, in assessing 23 January 28th remains statistically significant?
24 Professor Fischel's reports, means the residual 24 Q. Isn't that what he's found?
25 in a model. 25 A. |don't recall that specifically. |

Page 293..296

www.aptusCR.com



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page A RtAL 298 B 84905% Plan
Frank Ferrell, Il

vs. Household International, Inc.

Page 297 Page 298
1 don't recall that exhibit. | could be 1 subprime lending mean?
2 misremembering. But | don't recall that. 2 A. Well, I would just go back to the
3 Q. So turning back to Paragraph 62, what 3 article to get the full context. But there's
4 is the non-fraud information that you claim is 4 concerns about subprime lending, is the way |
5 company-specific in this paragraph? 5 would interpret it.
6 A. Concern -- you know, | would generally 6 Q. That's how you interpret growing
7 characterize it as concerns about subprime. 7 deterioration, subprime lending is just general
8 Q. Well, I'd like you to point to the 8 concerns about subprime lending?
9 language. 9 A. No. There's a couple of articles here
10 A. Sure. So -- well, | would point to all 10 that are evidence, at least that -- in the
11 the language. "Rotten economy has exposed their | 11 context of Fischel's model, Professor Fischel's
12 borrower base to hard times. Their borrower base | 12 model, that his residual is capturing concerns in
13 s significantly subprime and nonprime, as 13 the marketplace about subprime, about credit
14 Professor Fischel himself states. And "the 14 cards. But I think, you know, what appears to be
15 growing deterioration" -- now I'm just reading 15 most important here is subprime.
16 from the report. "The growing deterioration in 16 Q. So--
17 subprime lending, it should be noted, has already |17 A. But there's concern about credit cards
18 been -- has already laid low other former Chanos |18 as well.
19 shorts, including AmeriCredit, Conseco and 19 Q. So your conclusion here is that this
20 Providian." 20 information may have impacted Household's stock
21 Q. Whatis -- 21 price. Right?
22 A. And then there's a Reuters report, 22 A. In my initial report, it may have. If
23 "Credit card stocks fall in Metris, subprime 23 you go to paragraph 35 of my rebuttal, | point
24 worries." 24 out that what | identify here as "could have" is
25 Q. What does growing deterioration in 25 now, in fact, as proved by the corrected model,
Page 299 Page 300
1 that what he's capturing in his residual are the 1 A.G. Edwards report, which is Exhibit 31, that
2 subprime and credit card concerns, as evidenced 2 refers to industry credit quality concerns and
3 by the fact that once you control for that with a 3 accounting concerns. Right?
4 Dbetter index, his statistically significant 4 A. Correct.
5 residual goes away. So what that means is that 5 Q. So do you agree that the accounting
6 his residual is capturing these non-fraud 6 concerns were fraud-related information?
7 factors. 7 A. Well, again, we're going to get back to
8 Maybe | can be helpful here. So 8 our discussion about what "fraud-related" means.
9 Paragraph 36 of my rebuttal -- and I'll just read 9 So it's not fraud-related in the sense of
10 the language, and this is what I'm referring 10 corrective information. So if somebody -- if the
11 to-- 11 market hears about the litigation -- you know,
12 Q. ldon't need you to do that. | 12 the lawsuit on November 15, 2001, and the market
13 understand what you're saying. 13 keeps -- you know, market actors, analysts keep
14 Turn to Paragraph 65 of your initial report. 14 saying, hey, there's this litigation and they
15 (Witness complies.) 15 Kkeep on saying that, repeatedly, that's not new
16 A. Okay. 16 information that would account for stock price
17 Q. Just let me know when you've read that. 17 declines.
18 A. Okay. I'm sorry. Paragraph 65? 18 Q. lIs it your opinion that the
19 Q. Sixty-five. 19 accounting-related concerns addressed in the
20 A. Oh, okay. Okay. I've read it. 20 A.G. Edwards report were company-specific
21 Q. Okay. This is February 6th, 2002, 21 non-fraud concerns?
22 which is another statistically significant 22 A. No. | don't agree with that, because
23 decline under Professor Fischel's model. Right? 23 in my corrected model, there's no statistically
24 A. Correct. 24 significant residual which shows that these
25 Q. And in Paragraph 65, you cite an 25 concerns --
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1 Q. [ think you misheard my question. 1 A. Yes.
2 A. Okay. 2 Q. You see that?
3 Q. My question is, is it your opinion that 3 A. ldo.
4 the accounting-related concerns in 4 Q. You voluntarily chose to include that
5 Paragraph 65 -- that you cite in Paragraph 65 5 inyour report?
6 were company-specific non-fraud concerns? 6 A. Correct.
7 A. Inwhose model? In my model, they're 7 Q. Okay. Is it your opinion that the
8 not company-specific, because there's no 8 accounting-related concerns in Paragraph 65 are
9 statistically significant residual. 9 non-fraud-related, company-specific concerns?
10 Q. Soin your model, accounting concerns 10 MR. FITZGERALD: Objection to form.
11 about Household are not company-specific? 11 A. Notin my model.
12 MR. FITZGERALD: Objection to form. 12 BY MR. BROOKS:
13 A. That's not what I'm saying. I'm saying 13 Q. What else would it be?
14 in these paragraphs that there appears to be 14 A. And | would also -- in my earlier
15 concerns in the marketplace about the consumer 15 answer, there's no reason to believe that market
16 finance sector. 16 actors repeating the same concern is new
17 BY MR. BROOKS: 17 corrective information that could possibly
18 Q. I'm asking you about a specific piece. 18 explain stock price changes.
19 And I'll read it to be clear. Because you said 19 Q. So are industry credit quality
20 that A.G. Edwards also issued a report on 20 concerns, as referenced here on the A.G. Edwards
21 February 6, 2002, stating that it "attributes 21 report, company-specific, non-fraud concerns --
22 weakness in Household shares to industry credit 22 MR. FITZGERALD: Objection to form.
23 quality concerns and accounting-related concerns. 23 BY MR. BROOKS:
24 And that, to be sure, investor sentiment on the 24 Q. --inyour opinion?
25 consumer finance sector is poor today." 25 A. Inwhose model? In Fischel's model,
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1 vyes, it would be captured by the residual. In my 1 But beyond that, you would have to point me to
2 model, with a better specified model, these 2 specific references in my report.
3 industry concerns are actually captured by the 3 Q. In any of your prior expert
4 model. 4 engagements, have you attributed stock price
5 Q. Soinyour -- 5 declines to a company based on disclosures that
6 A. Soit's proof what he is saying is 6 don't even discuss the company?
7 caused by corrective information, as evidenced by 7 MR. FITZGERALD: Objection to form.
8 hisresidual, is, in fact, industry concerns once 8 A. I'mean, | would have to look back. 1
9 vyou have a better specified model. 9 mean, there's nothing surprising about that. In
10 Q. So the content of the information 10 fact, Professor Fischel does that himself. That
11 doesn't matter whatsoever to your opinion. It's 11 is, there could be information in the model that
12 just what the model says? 12 is not -- there could be information --
13 MR. FITZGERALD: Obijection to form. 13 information in the context of the model that is
14 BY MR. BROOKS: 14 not properly being controlled for.
15 Q. Isthat fair? 15 MR. BROOKS: Why don't we take a break.
16 A. No. That's not fair. 16 THE VIDEOGRAPHER: The time is 4:54.
17 Q. Are you aware that in your report you 17 We're off the record.
18 cite -- and I'm talking about your initial 18 (A recess was taken.)
19 report -- 19 THE VIDEOGRAPHER: We are back on the
20 A. Okay. 20 record. The time is 5:08.
21 Q. --you cite a number of articles that 21 MR. BROOKS: I'm done, subject to any
22 don't even mention Household and say that they 22 further examination.
23 are company-specific, non-fraud information? 23 MR. FITZGERALD: Thank you.
24 A. | do cite -- | do remember citing to 24 CROSS-EXAMINATION
25 some that don't specifically mention Household. 25

Page 301..304

www.aptusCR.com



Case: 1:02-cv-05893 Document #: 2130-2 Filed: 03/30/16 Page A4 QtAL 9B R497Eh Plan

Frank Ferrell, Il vs. Household International, Inc.
Page 305 Page 306

1 BY MR. FITZGERALD: 1 MR. FITZGERALD: Okay. Thank you.

2 Q. So, Professor Ferrell, at some point 2 THE VIDEOGRAPHER: Okay. The time is
3 during your testimony today, you referred to a 8 509, Were off the record.

4 couple of ad hoc adjustments that 4 (Beposition concluded at 5:09 p.m.)

5 Professor Fischel made. Do you recall the 5

6 substance of that testimony? 6

7 A. Yes. 7

8 Q. What were you referring to? 8

9 A. | was referring to his ad hoc so-called o
10 leakage cap and his ad hoc so-called cap M 10
11 adjustment. 1
12 Q. Okay. And why do you call the cap M 12
13 adjustment that he described so-called? 13
14 A. Because the explanation and the 14
15 justification he gave for it in his deposition 15
16 made no sense. It's not the capital asset 16
17 pricing model that's, as he says, the most o
18 established in the academic literature. It's -- 18
19 andit's not -- and it doesn't actually represent 19
20 the context in which that article is doing it. 20
21 Soit's not cap M. And the explanation for why | 2!
22 he's doing it made no sense. 22
23 MR. FITZGERALD: Okay. | have nothing |23
24 further. 24
25 MR. BROOKS: Nothing further. 25
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November-December Stock Trading Commentary

Household closed October at $52.30. Significant events during November and December included:

o On November 6™, the Federal Reserve cut rates by 50 basis points, its tenth cut of the year.
Houschold’s stock rose $2.78 on the 6™ and another $2.19 on the 7™,

* Household’s stock price increased steadily over the next week, reaching a two-month high closing
price of $60.91 on November 14™. The stock succumbed to profit-taking over the ensuing weeks
and drifted downward to close the month at $58.99, up 12.8 percent for November.

e On December 3", the stock dropped $2.69, or 4.6 percent, to $56.30 following articles in Barron’s
and Business Week that alleged Household’s strong results were in part driven by aggressive
chargeoff policies. On December 4™ Bil Aldinger and Dave Schoenholz spoke at the Goldman
Sachs Bank CEO Conference and effectively addressed many of the issues raised in the articles.
The stock rebounded nearly $2 on the 4™ and another $2.77 on the 5",

: 1
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e On December 11" and 12%, the analyst from Legg Mason issued a series of research notes
downgrading the stock from “Strong Buy” to “Market Performer” based on his view that
Household’s asset quality policies were lenient and aggressive. The stock lost $4 25, or
7.4 percent, over the course of the week.

e Over the following weeks, the stock generally moved higher, as investors’ concerns about these
asset quality practices were addressed. Household closed the year at $57.94, down almost
2 percent for the month and up 5.3 percent from a year ago. Avcrage daily volume for 2001 was

almost 2.3 million shares.

The graph below shows the performance of Household’s stock, the S&P 500 and the S&P Financial
indices during 2001. As shown, Houschold meaningfully outperformed both indices all year.

2001 Stock Performance
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Performance vs. Financial Indices

The following table compares Household's performance to our peer group and certain indices for
November and December, as well as for the year. Household has significantly outperformed the

indices and its peer group this year,

Change (% , November December
Housechold 12.8 (1.8)
Peer Group Average 6.3 8.5
S&P 500 _ 7.5 0.8
S&P Financial 7.0 2.8

Analysts' Estimates .
Following are analysts' EPS estimates for 2002.

Firm FY'02
A.G. Edwards ‘ $4.65
ABN Amro 4.70
Bear Stearns 460
B of A Montgomery Securities 4.65
Bernstein Research ' 4.65
Credit Suisse First Boston . . 4,70 -
Deutsche Banc Alex. Brown 4.70
Fox-Pitt Kelton ' 4.70
Friedman, Billings, Ramsey & Co. 4.65
Goldman Sachs 4.65
J.P. Morgan 4.69
Legg Mason 4.60
Lehman Brothers 4.69
Memill Lynch 4.70
Morgan Stanley 4.60
Prudential Securities 4.60
Salomon Smith Barney 4.60
Stephens, Inc. , 4.65
Thomas Weisel Partners : 4.65
UBS Warburg : 455
U.S. Bancorp Piper Jaffray 4,65
William Blair 450
First Call Consensus $4.64

* Rating changed since last report.
** Initiated coverage since last report.

10’02
$1.04
1.04
1.04
1.05

1.04

. 105

1.03
1.04
1.05
1.04
1.05
1.05
1.03
1.03
1.04
1.06

104

1.04
1.04

$1.04

QOpinion
Buy *
Buy
Buy

Market Performer
Outperform **
Strong Buy *
Strong Buy
Attractive
Market Perform

Buy
Buy

Market Perform * '

Buy
Buy

Outperform
Strong Buy
Outperform

Buy
Buy
Buy
Buy

Long-term Buy

On January 16, 2002, Household reported fourth quarter eamings per share of $1.17 and full year camings

per share of $4.08. Exhibit #2 includes highlights from analysts’ notes on our earnings.

3
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Ten Largest Institutional Shareholders
December 31, 2001

Institution _ Shares YTD Change Orientation

1. Capital Research & Management 32,269,500 (12,528,000) Value

2. - Davis Selected Advisers, L.P. 29,874,300 317,000 Value

3. Fidelity Management & Research - 29,255,400 2,034,400 Growth/Value
4. Alliance Capital Mgmt. 20,500,000 1,231,200 Growth

5. Smith Bamney Asset Mgmt. 17,724,600 (3,806,000) Growth/Value
6. Barclays Bank plc ’ 15,494,400 132,900 Indexed

7. Jennison Associates LLC 11,600,100 11,600,100 Growth

8. State Street Bank ' 10,359,900 1,455,400 Indexed

9. Putnam Investment Mgmt. - 9,200,000 3,762,100 . Growth

10. Oppenheimer Capital 9,055,200 (3,523,800) Indexed

Collectively, these shareholders own 41 percent of Household's outstanding common stock. <Capital
Research ended the year as Household’s largest shareholder, adding 5 million shares in November and
December and reversing its selling trend begun in August of last year. Davis, a heavy buyer mid-year,
trimmed its position by over one million shares in November and December. Fidelity sold nearly

850 thousand shares during the two-month period.

Peer Group Stock Price Performance

Exhibit 1 - details 2001 stock price performance for Household, our peer group and three market indices.

Research Reports

Exhibit 2 — includes excerpts from analysts’ notes on Household’s fourth quarter earnings.
Exhibit 3 - includes excerpts from analysts’ notes on senior management meetings/presentations.

Exhibit 4 — includes highlights from notes issued by analysts who changed their ratings or initiated
coverage on Household.

Exhibit 5 - includes highlights from analysts’ notes discussing Household's chargeoff accounting policies.

HHS 03237030
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. : Exhibit #1
Household International Peer Group Stock Price Report
December 31, 2001
123100 123101 % Change % Change 2001 2002 %EPS 2002 PEG Market/

Close Close Y7D In December Est.

AIG 98.56 79.40 (19.4) (3.6) 2.81 3.49 242 22.8 1.07 094 43
AXP 5494 35.69 (35.0 84 0.98 191 94.9 18.7° 0.88 0.20 39
COF 65.81 53.95 (18.0) 7.8 291 3.51 20.6 154 0.73 0.75 38
C 51.06 5048 (1.1 54 2.81 334 18.9 15.1 0.71 0.80 44
KRB 36.94 35.20 (4.7) 9.2 1.91 222 162 15.9 0.75 0.98 4.2
ONE 3663 39.05 . 6.6 43 2.46 27 12,6 14.1 0.67 L12 23
PVN 5150 355 93.8) 33.0 179 0.15 91.6) 23.7 1.12 NMF 0.4
USB 2325 2093 (10.0) 103 13 185 39.1 113 0.53 029 25
WEFC 55.69 4347 219 1.6 2.01 326 62.2 133 0.63 021 27
Peer Group

Average (219) 85 _ 219 16.7 0.729 0.76 32
DJ Indust. 10,787.99  10,021.57 (7.1) 1.7 425.00 480.00 12,9 20.9 0.99

S&P 500 1,320.28 1,148.00 (13.0) 0.8 40.56 54.22 337 212 1.00

S&P Fin'l 164.72 147.40 (10.5) 20 832 10.01 203 14.7 0.70

American International Group (AIG), American Express (AXP), Bank One (ONE), Capital One (COF),
Citigroup (C), MBNA (KRB), Providiah Financial (PVN), U.S. Bancorp ( USB) and Wells Fargo (WFC).
Due to the acquisition of American General by AIG on August 29sh, AIG has been added 1o the peer group.

(1) 2002 P/E ratio relative 10 the S&P 500 P/E ratio.
(2) 2002 P/E ratio divided by EPS growth.
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Exhibit #2

STREET REPORTS -FOURTH QUARTER RESULTS

Goldman Sachs January 17, 2002

Buy

Household extended its record of delivering high quality eamings growth with in-line EPS of $1.17 in Q4,
up 14% year over year. Asset growth, net interest margin, and credit quality trends were all solid and

. in/line to slightly better than anticipated. Eamings quality also remained high with provisioning well
above charge-offs and securitization income down vs. the year ago. That said, the auto finance unit,
though small at just 6% of receivables, had a much weaker than anticipated credit quality showing.
Overall, we remain very comfortable with the outlook for Household and are moving our "02 forecast up
$0.05 to $4.65 and are initiating a $5.20 estimate for *03. Reaffirm “Buy” rating.

Over time, we believe Household’s strong operating profile and mid-teen growth trajectory should lead to
P/E expansion (Household is currently trading at just 11.6 our *02 forecast).

ABN AMRO | January 17, 2002
Buy

Household completed a very strong year with its positive trends intact, in our view. Eamings quality
remains high and we believe the stock is poised to outperform the market again in 2002.

Household reported strong and high quality earnings, despite the weak economy. The key drivers to the

~ strong results included 16% full year loan growth and about an 85 basis point expansion in the net interest
margin, which combined to generate 18.3% revenue growth. As we point out below, Household took
advantage of the powerful eamings trends to build reserves, invest in people and technology, and reduce
securitization revenue further as opposed to beating EPS estimates, which it clearly could have done.
Return on equity for the year was 24%, and retumn on tangible equity was 30%.

‘We strongly reiterate our “Buy” rating and $75 target price and expect the stock to-comfortably
outperform the S&P 500 again in 2002. Household has delivered one of the top financial performances
that we are aware of in financial services over the past few years. We believe the visibility for eamnings
and retum on equity rémains high. The stock is valued at only 11.5x our 2002 estimate. We believe
Houschold should trade at a premium to its growth rate. Our $75 target is equal to 16x our 2002 EPS
estimate. ’ '

HHS 03237032
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Merrill Lynch January 17, 2002
Strong Buy -

Household reported an as expected quarter of $1.17 vs. $1.03 last year. We believe the quality of earnings
was very high. The only negative we can find in the quarter is in the company’s auto portfolio; weak
resale prices on repos caused an increase in charge-offs that is likely to remain into the 1st quarter.
However, auto makes up just 6% of Household’s portfolio, and Josses are at very manageable levels.
Growth was excellent, the margin strong, and losses as expected. Losses included a tightening of charge-
off policy on consumer loans, which accelerated loss recognition by $20 million.

Household has strong fundamentals entering the year, and a $0.10 cushion from the goodwill accounting
change. 1t is our opinion that the company can achieve its 15% earnings growth without this cushion, but
it does provide an insurance policy if needed. It is not clear if the company will allow this to drop to the
bottom line if earnings remain as strong as they currently are.

The valuation of Household remains inexpensive at just over 10.8x our 2002 eamnings estimate. We view
Household as a company generally trading in roughly a 10-18x range, suggesting significant appreciation
potential from here. The top end of our range probably requires some economic improvement however.
For core growth buyers, this remains an excellent idea for roughly 15% annual growth.

Deutsche Banc Alex. Brown : ' ' . January 16, 2002
Strong Buy

Household reported 4Q EPS of $1.17 vs. $1 .03 last year, a year-over-year increase of 14%, rnarkmg the
14™ consecutive quarter of record resuls. A

Our FY02 EPS estimate remains $4.70. Our price target is 15x our FY02 EPS estimate, or $7l. The
stock has been weak lately, trading at a 50% market multiple, in part due to rumors that it was interested
in buying Providian and concems today over losses in its auto portfolio. Setting the record straight on the

Providian rumor, management indicated that in “no way is it interested in buying Providian, under any
circumstances.” While we remain concerned about the subprime auto lending industry (due to falling
used car prices), Household’s auto business is only 6.3% of loans. We reiterate our “Strong Buy” rating.

Household’s course has not changcd over thc last 12-18 months, as management has been anticipating a
recession (added collectors, tightened credit scores, and more secured lending). Moreover, the company
has enough cushions to protect against a slumping economy. The-company does expect charge-offs and
delinquencies to trend higher, but to remain manageable and predictable. The company has also been
adding to reserves. Overall, Household enters 2002 in better shape than most consumer finahce
companies, in our opinion.

HHS 03237033
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Prudential Securities January 16, 2002

Buy

Houschold reported 4Q01 EPS of $1. 17, in line with expectations. Results reflected strong receivables
growth and margin expansion, mitigated by higher expense growth, higher excess provisioning, and
modestly worsening credit quality.

While the stock has been beaten down since mid-"01 by a succession of (largely unfounded) negative
press reports and speculation of potential for “dumb deals,” Household continues to deliver solid earings
growth and profitability through its core activities. In fact, the quality of earnings, helped by ongoing
emphasis on home equity secured growth and careful underwriting, remains relatively stable — wnth
positive prospects for achxevmg management’s 13%-15% 02 EPS growth target.

'HHS 03237034
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Exhibit #3

STREET REPORTS - SENIOR MANAGEMENT MEETINGS/PRESENTATIONS

Goldman Sachs December 5, 2001

Buy

We are reaffirming our “Buy” rating on Household and maintaining our estimates following company CEO,
Bill Aldinger’s well attended presentation at the Goldman Sachs Bank CEO Conference in New York.
Aldinger, in addition to recapping Household’s strong record over the past 7 years and walking through the
model underpinning next year’s 13%-15% EPS growth target, credibly and definitively addressed several
recent investor ‘flashpoint’ issues. We continue to believe that there is little that is fundamentally new or
substantive in the recent negative press on Household and are reiterating our $75-$80 price target.

The detail in the presentation and open and candid dialogue in the Q&A favorably elucidated Household’s
personal homeowners loan (PHLs) category, tleared up any outstanding concerns about income recognition,
credit loss policies and account reaging and released additional details on ‘other unsecured loans’ including
the PHL category which has been a particularly intensive area of focus in recent negative press.

While investors will understandably focus on accounting issues, particularly in light of well-publicized
dislocations, such as Providian, Household has begun a process of greater transparency against this more
hostile operating backdrop. Management seemed intent on providing fuller disclosure on income recognition,
the effect of securitization activity on the income statement, and policies pertaining to credit loss reaging and
loss recognition. While questions are likely to persist, we are impressed with management’s disclosure and
candor, while maintaining a strong growth and value creation emphasis against a consolidating industry
backdrop.

UBS Warburg December §, 2001

Buy

Household Chairman and CEO Bill Aldinger spoke to an investor conference Tuesday.- Key themes included
the company’s consistent earnings track record strong competitive positioning, and steps it has takento
weather a difficult economic environment. He also addressed concemns raised in a recent Barron's article
regarding the company’s accounting practices. Household remains confident in its ability to deliver 15% EPS
growth in 2001 and 13%-15% growth in 2002. We maintain our 2001 EPS estimate of $4.08 and our 2002
EPS estimate of $4.65. We reiterate our “Buy” rating and $70 12-month price target.

A sequence of competitor mergers, exits, and failures over the past several years have left Household with a
more favorable competitive environment in a number of areas. Household’s size and experience give it an
upper hand in several businesses including home equity, auto lending, private label, and branch-based
lending. ' : :
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Exhibit #4

STREET REPORTS — CHANGES IN RATING/NEW RATINGS

A.G.Edwards | ; January 16, 2002

Buy -

We are upgrading the shares of Household International to “Buy” from “Hold” due to solid fundamental
performance during a recession, our belief that Household can deliver 13-15% EPS growth in 2002, and
favorable valuation. Under the leadership of Bill Aldinger, Household continues to prove that it can deliver
superior operating results in multiple economic environments. We believe Household is well positioned to
generate double-digit EPS growth in 2002 with relatively good credit quality performance: We believe
Household shares, which trade at less than 12x our $4.65 estimate for 2002, are under-appreciated by
investors. We have established a $65 price objective, which implies just under 20% upside in the shares over

the next 12 months.

We continue to believe that Household is a well-managed company and a leader in the consumer{inance
space. Management wisely began to reposition Household’s portfolio toward more real estate secured
product in 2000. The greater emphasis on real estate secured product has served to decrease the volatility in
Household's overall loss rates. We also believe this mix-shift will continue to help protect Household’s asset
quality during the current economic environment.

Legg Mason . _ December 11, 2001

Market Performance

_ Last week, we suspended our investment rating of “Strong Buy” on the shares of Household International
based on the serious allegations made and questions raised in the Barron’s and Business Week articles. Since
then our goal had been to try to determine (i) if the risks raised are indeed real, (ii) how aggressive are the
company’s restructuring policies and is this a concemn and relevant to the investment case or simply reflective
of its customer base and thus supportive of the franchise, and (jii) if we tould size the one-time restructuring
charge necessary to “uniform” the policies and make their application more consistent across business lines,
or better yet, bring them in compliancc with thc FFLEC

After further investigation, we are more conccmed that Household's accounting policies, as they relate to
asset quality, understate the true level of portfolio delinquency and charge-offs, and thus make it difficult to -
interpret the company’s financial results and performance. Household points to its impressive record of
growth, profitability, stable asset quality, and absence of frequent large restructuring charges (other than for
the Beneficial acquisition), particularly relative to commercial banks. However, we believe the company'’s
lenient and aggressive asset quahty policies and the wide variation in how these policies are implemented
among Household’s five major business lines call this record into question. Essentially, the restructuring
occurs behind the scenes, quietly, without disclosure, as the company reages and rewrites the portfolio on a
loan-by-loan basis as part of its long-standing approach of working with its customer base as problems arise.

10
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We have found there are significant differences by business line in how Household determines if a loan is
delinquent: when, how and how often an account can be reaged (and brought current); what constitutes a full
payment; when a loan goes on nonaccrual; how a loan returns to accruing status; how bankruptcy-related
losses are recognized; and when a loan is charged off. We were surprised how easy it is to bring a delinquent
loan current, how aggressive the reage policies are, and how easy they have become over time.

In the end, we realize that we do not have a clue as to the size of the reaged or the rewritten portfolios, either
by business line or in total. We don’t know what to make of the reported delinquency statistics as they do not
adequately capture those loans that have been reaged or rewritten, but at present are reported as current
despite having missed payments in the past,

Admittedly, we continue to wrestle with the question of “does any of this matter?” Household’s policies have
been in place for a few years, and most of the serious changes took place in the 1997-1999 time frame. Given
its 100-year history, strong market share, healthy yields averaging 20% {on an accrual basis at least) in its
non-real estate secured portfolio, and the particular requirements of its nonprime customer base, we wonder if
we are missing the forest for the trees. Reaging and rewrite policies are not that unusual in the nonprime
consumer finance world, but Household's practices seem overly aggressive to us.

Nevertheless, we have concluded this is material, particularly as it relates to our investment thesis and P/E
multiple expansion story on Household that (i) Household was better than a bank, (ii) it possessed unique
strengths in market presence and distribution, technology, and non-prime underwriting, (iii) it was well-
positioned to leverage its position in this consolidating market, and (iv) this would continue to drive the
superior results of strong earnings growth, high proﬁtablhty and fairly stable and surprisingly good asset
quality.

But the lack of information available on portfolio quality and the wide variation in how the asset quality
policies are implemented, and the aggressive nature of these policies relative to our expectations of what is
appropriate and relative to other consumer finance companies all serve to undercut our investment thesis,
reduce the likelihood of multiple expansion, in our view, and lower our confidence in our ability to
understand and interpret Household’s financial performance. While any type of one-time restructuring charge
to bring Houschold’s asset quality policies more in line with other finance tompanies or banks is unlikely in
the near term, we think the odds will rise over time. Accordingly, we have lowered our rating to “Market
Performance” and increased our risk rating to “Average” from “Low.” '

Credit Suisse First Boston . ‘ - December 4,2001
Strong Buy

Recently, some have suggested that aggressive accounting has played an outsized role in Household’s growth.
We believe that Household uses accounting standards that are at least as conservative as the industry standard,
and sometimes significantly more so. A number of recent press reports have suggested that changing
accounting practices has cither benefited earnings, or suppressed losses. Neither of these is true, as nearly all
(except a one-time merger change) occurred five years ago. These changes gave Household the flexibility to
deal with borrowcrs in similar fashion to other lenders.

HHS 03237037
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Some have suggested that the very fact that Household’s loss rate is lower than peers “proves” that there is
something “wrong.” As we have written numerous times, it is the centralized underwriting and appraisal
process, coupled with the fact that the vast majority of loans are made direct by Household personnel, make
thc better credit quality an enormous competitive advantage.

Overall, we believe that Household has a less volatile mix of assets than just about any othier financial
services company. Its loans are diversified by product and geography, no individual product has dominated
the growth, and the largest piece of the pie is secured by real estate, with lending standards that have gotten
more conservative over time.

We believe that investors prefer financial companies with diversified lines of business, particularly those that
can maintain consistent growth. We believe that Household stacks up well compared to the typical large cap
ank, as it has been more focused and better able to achieve balance growth and profitability. It is perhaps one
of the few (if not the only) major financial services company that has been able to use customer data to sell
products to customers across its various business lines.

Household’s accelerating revenue growth coupled with better than average credit quality and strong efficiency.
should continue to deliver high and consistent earnings growth. Management has been astute to recognize
developing industry trends, and position the company to profit from them, and minimize risk in the process.
We are raising our target to $75 from $70, reflecting the company’s historic average relative multiple. Selling
at 12x 2002 earnings, with posmve fundamcntals, the cqulty has 30% upside to our target and we are raising
our rating to “Strong Buy.”

Sanford C. Bernstein & Co. ' November l; 2001

Outperform

We recently launched coverage of the consumer finance industry recommending a market wéight-in the group
and selective stock picking as secular and cyclical fundamentals continue to weaken. We prefer-companies
who have resilience to near term earnings and where valuations do not reflect that fact.

We believe Household will deliver 15% eamings growth in 2001 and 2002 providing the opportunity for the
earnings multiple to expand from its current depressed level of 12 to 15 {56% to 70% relative to the S&P
1500). Given EPS of $4.65/share, this generates a price target of $68. We rate Household “Outperform.”

The firm has focused its activities in businesses where it can differentiate. For example, it has exited the first’
morigage business and vanilla credit card business to focus on areas where it can sustain an edge — in home
equity lending through branch-based customer relationships, in cards through partnerships with retailers for
private label cards and with GM and Union Privilege customers for bankcards, and in auto-lending through
established dealer mlauonshlps

Household has undergone a transformation and is now poised for strong organic growth in the profitable
segments of the consumer finance business, particularly home equity lendmg

12
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- As aresult of its broad business mix and locked-in credit card relationships, Household has been less affected
than the credit card mono-lines by the deterioration in more general credit card industry fundamentals. For
example, Household enjoys higher return on assets and more rapid loan growth than MBNA and yet still
trades at a lower earnings multiple. Premium performance has been made possible by Houschold’s growth in
the more profitable segments of the consumer finance business. Household’s home equity business is high.
margin because many customers are not price sensitive — often because they have a sense of comfort with the
Household brand and their local branch representative. Furthermore, a number of competitors have exited the
business - leading to more rational pricing — both as a result of the shakeout in 1997/1998 when mono-line
home equity loan companies such as Green Tree Financial and the Money Store were either sold or closed, .
and more recently.

A second advantage of a broad product mix is the opportunity to cross-sell. This approach lowers account
acquisition costs and improves portfolio performance since Household has the detailed and up-to-date
information on the customer.

While Household’s customers are higher risk as a group than many prime credit card customers, Household
delivers charge-off performance that is better than even top credit card competitors such as MBNA. A first
reason is that half of Household’s portfolio is secured and, within the home equity portfolio, three quarters of
loans have a first lien. This means that not only are borrowers less likely to default but also that in bankruptcy
Household has the opportunity to recover more than the typical 10-15 cents on the dollar that applies to credit
card charge-offs. A second reason for low charge-off rates is that Houschold is able to gather local :
intelligence on its customers through a network of 1,400 branch offices in the US. For example, all direct
customers for home-equity loans are routed through a branch representative — whether in a face-to-face
meeting or a telephone conversation — who elicits detailed financial information including income levels and
property values, and benchmarks responses against knowledge of local employment and real estate markets.
This process provides Household with better information about its customers than the typical card company
that must rely exclusively on credit bureaus together with self-reported customer data that is often subject to
only cursory validation.

Household is unique in the industry in terms of combining the “small firm” advantage of local presence with
the “large firm” advantage of scale-driven investments in technology and branding. While Household’s
largest active rival, Associates, has a branch network of similar size, it does not appear to have hamessed
technology to achieve the same level of productivity. Household has higher margins at the approximately the
same cost.

13
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Exhibit #5

STREET REPORTS - ACCOUNTING PRACTICES

Merrill Lynch December 14, 2001

Strong Buy

There are two fallacies that we find disturbing that have been suggcsted in an atlempt to pamt Household as
an aggressive accounting company.

First, we believe sub-prime borrowers don’t pay every 4 months to game the system as some are alleging.
The author of this report used to be a sub-prime lender for a firm that Household now owns. When a
borrower couldn’t make a payment, it was because they didn’t have the cash, which usually meant they had
become unemployed, or had a medical issue, a divorce, or other material event. If life-events improved, they
would resume making payments and we often restructured those accounts. If the life event didn’t change, that
account was charged off.

It has been alleged that Household employees could coax a payment out of a borrower every 4 months to keep
an account current on a “recency” basis. There are two problems with that theory. The first is that this type-of .
borrower either has a job and/or cash or he doesn’t. Second, Household collectors are paid on a contractual
basis. Collections are centralized and monitored. It does a collector no good {0 get a payment every 4

months, and the borrower doesn’t magically have cash as necessary.

The second key fallacy is that all the other sub-prime lenders are a lot more conservative than Household. It
may be true, but we can’t prove it. We have reviewed trust data and 10-Ks where appropriate. Asset backed
documents usually contain disclaimers like “generally” and “usually” and “typically” before their statements
of policy. Since Household ends up restructuring about 10% of its accounts each year, it would probably say
the same thing if they gave less detail. They give more detail. It hurts them in this case.

On average, Household is reaging about 10% of accounts. Is that a lot? We don’ treally have a standard
against which to measure it, though when the Assotiates was public, they claimed (and it says in the

2000 10-K) that they used contractual delinquency only. What is important is that most of the accounts stay
current after the restructuring. In our experience, it is not unusual for subprime borrowers to have ashort
term problem due to one unusually large expenditure (roof, medical, etc.), but then be able to resume normal
payments. What Household borrowers rarely have is big savings accounts.

HHS 03237040
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Bear Stearns Décembef 14, 2001

Buy

Investors’ concerns about sub-prime lending, the uncertain economy, and interest rate trends have affected
stock valuations of many consumer lending companies. Household’s stock appears to have also been affected
by the persistent controversy over the company’s delinquency and chargeoff policies.

The recent controversy seems unjustified given the fact that Household’s delinquency and chargeoff poiicies
are old. They have been consistently applied for the past five years. And despite the assertions of some
observers, some of Household’s policies are more conservative than its competitors.

Household’s business is not the same as banks, because Household does not serve the same customers as
banks. Household’s customers are riskier — because they miss more payments and chargeoff more frequently. -
In Household’s business, a good customer is one that pays 11 out of 12 months. :

If Household’s customers had excellent credit histories and were seldom delinquent, most would probably not
be borrowing from Household. Given that they are prone to more occasional delinquencies and they are
paying higher rates than prime borrowers, the company tries to work with its customers in an effort to
maximize loan payments and collections and on occasion will reage a loan. Interest accruals are unaffected
and typically interest accruals cease months before loans are charged off. We believe the company's reserving
is also unaffected by its delinquency recognition and reaging policies as reserves are established based on
expected losses. ' '

Its delinquency and chargeoff practices reflect the company’s desire to collect as much money as possible
from customers, even in the unsecured portfolio. By working with'a customer rather than rigidly pushing a
customer into delinquency or charging off an account, the company does typically accept smaller than normal
payments and will in some instances reage an account. Decisions are made based onconversations with the
customer and are made based on the customer’s particular circumstances. These practices- make GOOD
BUSINESS SENSE as they enable the company to MAXIMIZE COLLECTIONS AND PROFITABILITY.
Pushing an unsecured account into delinquency or charging off an unsecured account will essentially
eliminate the company’s ability to collect from that customer. Reaging accounts does defer chargeoffs, but in
most cases, it actually appears to AVOID CHARGEOFFS. Nearly all customers in each line of business that
are reaged are current one year later.

Helping a customer avoid delinquency is likely to strengthen Household’s relationship with its customer.
This willingness to work with customers is particularly valuable as there is a finite number of potential .
customers in the US and about two-thirds of Household’s unsecured borrowers are repeat customers.

Recent magazine articles and several other analysts’ reports have suggested that Household’s delinquency and
chargeoff policies are so lenient that the company-could avoid charging off accounts for as much as a year and
a half in its sub-prime portfolio. While unsecured loans can be kept in portfolio for up to 18 months, in
reality, virtually all unsecured loans are charged off at 12 months or less delinquency. Household does reage
accounts, but this practice is reserved for the company’s best customers. Contrary to the belief of some other
analysts, the company has no automatic reage policy. The portion of the portfolio that is reaged is actually
small. '

| M
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Unsecured accounts can be reaged a maximum of 3 times per year. While this appears to be very liberal, it is
important to remember that Household does not accrue interest once a loan is more than 4 months delinquent.
In general, borrowers make payments or they do not. It is very unusual for an unsecured borrower to make a
few payments then miss some payments and then begin making payments again. It is more likely that a
borrower encounters a financial problem and either is able to overcome it with the lenders’ help or cannot.

While some may suggest that Household has delayed the recognition of chargeoffs as a result of its flexible
chargeoff policy, the fact that interest accruals stop after four months should limit the financial impact of any
delay. In fact, even if one assumes that the-company has failed to recognize as that a portion of its unsecured
loan portfolio is delinquent, the eamings impact appears quite modest. For example, we estimate that
branched based unsecured loans have the highest loss rate of all unsecured loans. If there were 12% of those
loans that were delinquent but not recognized as delinquent (doubling delinquencies from the 12% reported),
there would be interest income recognized that should not be accrued. If four months accrued interest on 12%
of the unsecured branch based loans were reversed, the cost to the company would be roughly $91 million
(196,000 accounts at $6,000 average balance at 25% average rate) pre-tax. This equals about 13 cents per
share, an insignificant impact on eamings given our 2002 estimate of-$4.60 per share.

‘Deutsche Banc Alex. Brown Inc. ~ December 13, 2001
Strong Buy

We won’t rehash the Barron's article or our response. However, questions seem to be lingering about
Household’s credit policies, and Household is taking it very seriously by providing much greater detail.

Before going into the detail, we point out two “big picture” points:

1) Few companies provide even the detail that Household’s provides. And, sometimes the policies of
Household can be complicated and misunderstood. But, many of the large competitors, including
CitiFinancial and Wells Fargo Financial, provide less information than Household on pohcnes such as
reaging and recency.

2) Household’s policies are designed to generate high returns while meeting the special attributes of its

" customers. A higher percentage of Household’s customers (compared to a bank) are simply not going to
be able to make 36, 18, or possibly even 12, consecutive payments. But, eventually, they will pay and
borrow again. Two-thirds are repeat customers. It would be unwise for Household, and a disaster for the
customer, if Household didn’t work with the borrowers from time to time. The altemative is to slap on
late fees, ruin their credit records and foreclose on the homes. Household prices its loans with the
knowledge that some payments will not be received on time, but by working with the borrower, the loan
can still be highly profitable.

The Barron’s article and some sell side analysts have alluded to the possibility of loans being reaged multiple
times to postpone losses. First, there is not automatic reaging, and a collector would catch on. If too many
payments are piggy-backed on each other, the customer will simply give up and not pay. More important,
Household's customers are not aware of the reaging rules, so they can’t “game” it. If they can’t pay, they
won’t. Most borrowers who reage simply need some time.

HHS 03237042



Case: 1:02-cv-05893 Document #: 2130-6 Filed: 03/30/16 Page 1 of 13 PagelD #:82137

EXHIBIT 6



Case: 1:02-cv-05893 Document #: 2130-6 Filed: 03/30/16 Page 2 of 13 PagelD #:82138

INVESTOR RELATIONS REPORT
January-February 2002
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January-February Stock Trading Commentary

Household shares closed 2001 at $57.94. Significant events affecting the stock price in January and

February included:

 On January 11" the stock fell $2.16, to $54.38, as Fitch changed its ratings “outlook” on
Household from stable to negative. The agency also lowered its rating on HFC due to a policy
change requiring conformed ratings for parent companies and subsidiaries, Rumors that Houschold
would acquire Providian also contributed to the decline and appeared to affect the stock for the
ensuing week.

* OnJanuary 16®, Houschold reported record fourth quarter results and unequivocally denied that it
would purchase Providian. Neverthelsss, short selling drove the stock down $1.10, to $54.10, as
Household gave back over half of the increase it enjoyed the previous day on a sector rally.
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. CONFIDENTIAL

On January 28", the stock lost $1.86, dropping to $52.85, after an article in Barron’s listed
Household among the top 5 short selling stocks by Jim Chanos, the hedge fund manager generally
credited with anticipating the Enron debacle. The stock dropped another $3.50 over the next two
days on very heavy volume, t0 its closing low for the month of $49.35. The stock rebounded
somewhat 1o close January at $51.24, an 11.6 percent decline for the month.

On February 6", market romors that Household was unable to fund its operations with commercial
paper caused the stock to drop $2.83, or 6 percent, to $44.70, its closing low for the two-month
period. The stock hita 52-week low of $43.50 during that day.

In response to these very negative trends in the equity and fixed income markets, Household hosted
an investor conference call on February 7™ in which Bill Aldinger, Dave Schoenholz and Edgar
Ancona addressed concerns about liquidity, credit performance and accounting policies, The
conference call attracted over 750 participants and sparked a two-day rally in which the stock
jumped $7.30 to close at $52.00 on February g

Over the ensuing days, the stock generally drifted downward with the broader market amid investor
concerns about an economic recovery. On February 27" Federal Reserve Chairman Alan
Greenspan reported to Congress ¢hat the economy was showing signs of a modest recovery. His
comments drove a market rally and Household’s stock rose $2.10, to $52.08. Household closed
February at $51.50, an 11 percent decline for the two-month period. Average daily volume during
January and February was 4 million shares, well above the average for 2001.

The graph below shows the performance of Houschold’s stock, the S&P 500 and the S&P Financial
indices during 2002. Household has underperformed these indices thus far in 2002.

2002 Stock Performance
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Performance vs, Financial Indices

January and February, as well as year to date.

Change (%) January February
Household (11.6) 0.5
Peer Group Average (1.3) 0.6)
S&P 500 (1.6) (2.1)
S&P Financial (1.8) (1.6)

Analysts' Estimates
Following are analysts' EPS estimates for 2002.

Firm FY'02
A.G. Edwards $4.65
ABN Amro 4,70
" Bear Stearns T 460

B of A Montgomery Securities 4.65
Bemstein Research 4.65
Credit Suisse First Boston 4,70
Deutsche Banc Alex. Brown 4,70
Fox-Pitt Kelton 4.70
Friedman, Billings, Ramsey & Co. 4.65
Goldman Sachs 4.65

JP. Morgan 4.69
Legg Mason 4.60
Lehman Brothers 4.69

& Merrill Lynch 4.70
Morgan Stanley 4.60
Prudential Securities 4.60
Salomon Smith Barney 4.60

. Stephens, Inc. 4,65
. Thomas Weisel Partners 4,65
¢ UBS Warburg 4.65
U.S. Bancorp Piper Jaffray 4.65
William Blair 4.60
First Call Consensus $4.65

* Rating changed since last report.
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The following table compares Household's performance to our peer group and certain indices for

YTD

(1L1)
(18)
(3.6)
(3.3)

Opinion
Strong Buy *
Buy
. - -Buy -
Market Performer
Qutperform
Strong Buy
Strong Buy
Buy *
Market Perform
Buy
Buy
Market Perform
Buy
Buy
Outperform
Strong Buy
Outperform
Buy
Buy
Buy
Buy
Long-term Buy
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Ten Largest Institutional Shareholders
February 15, 2002

Institution Shares YTD Change Orientation
1. Capital Research & Management 35,369,500 3,100,000 Value
2. Davis Selected Advisers, L.P. 29,874,300 . Value
3. Fidelity Management & Research 25,000,000 (4,2554,400) Growth/Value
4, Alliance Capital Mgmt, 20,000,000 (500,000) Growth
5. Smith Bamey Asset Mgmt, 17,724,600 - Growth/Value
6. Barclays Bank plc 15,494,400 - Indexed
7. Oppenheimer Capital 12,300,000 3,244,800 Value
8. State Street Bank 10,359,900 - Indexed
9. Government of Singapore 9,500,000 4,000,000 Not Avail.
10. The Vanguard Group 7,379,300 - Indexed

Collectively, these shareholders own approximately 40 percent of Household’s outstanding common
stock. Capital Research added 3.1 million shares during the two-month period, while Fidelity sold
4.3 million shares. The Government of Singapore emerged as the 9™ largest shareholder, adding

4 million shares thus farin 2002. Jennison Associates, a growth investor and. " largest shareholder,
liquidated its entire 11.6 million share position in early February.

Peer Group Stock Price Performance

Exhibit 1 — details 2002 stock price performance for Household, our peer group and three market indices.

Research Reports
-Exhibit 2 - includes excerpts from analysts’ notes on senior management meetings/presentations.
Exhibit 3 — includes highlights from notes issued by analysts who changed their ratings on Household.

Exhibit 4 —includes excerpts from analysts’ notes on Household’s February 7% conference call with the
investment community.

Exhibit 5 —includes highlights from analysts notes on Household’s Best Practices Initiatives.

- CONFIDENTIAL HHS 02075805
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12131701

AIG 79.40
AXP 35.69
COF 53.95
C 50.48
KRB 35.20
ONE 39.05
PVN 355
usB 2093
WFC 4347
Peer Group

Average

DI Indust. 10,021.57
S&P 500 1,148.00
S&P Fin'l 355.26

American International Group (AIG), American Express (AXP), Bank One (ONE), Capital One (COF),
Citigroup (C), MBNA (KRB), Providian Financial (PVN), U.S. Bancorp (USB) and Wells Fargo (WFC).

2/28/02

73.97
36.45
49.27
45.25
34.68
35.84
3.89
20.85
46.90

10,106.13
1,106.73
343.40

(6.8)
2.1
[€:3))
(10.4)
(1.5)
8.2
96
(0-4)
79

(1.8)

0.8
(3.6)
€X)]

0.2)
1.7

(1.8) -

(4.5)

0.9)

(4.4)
37
0.1
1.1

0.6

1.9

@0
(1.6)

2001

2.89
0.98
291
281
192
247
0.49
1.32
1.97

408.05
40.15
8.25

EP.

2002

Est. EPS

3.49
1.91
351
331
2.24
278
0.05
L84
3.27

45555
53.39
10.09

% EPS
Grovil _

208
949
206
17.8
167
12.6
(89.8)
39.4
66.0

21

116
33.0
22.3.

Due to the acquisition of American General by AIG on Angust 20h, AIG has been added to the peer group.,

{1} 2002 P/E ratio relative to the S&P 500 P/E ratio.

(2} 2002 P/E ratio divided by EPS growth.

" CONFIDENTIAL

Household International Peer Group Stock Price Report
February 28, 2002

222
20.7
34.0

1.07

1.07
1.00
1.64

Lo2
0.20
0.68
0.77
0.93
1.03

0.29
022

Exhibit #1
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Exhibit #2

ANALYST REPORTS - SENIOR MANAGEMENT MEETINGS/PRESENTATIONS

Credit Suisse First Boston Corporation February 14, 2002
Strong Buy
Presentations at the CSFB Financial Services Conference by Specialty Finance companies were positive.

The overarching theme was that despite the weak economy and the expectation that credit losses would likely
continue to rise through mid-to-late 2002, both growth and profitability would be steady or improving,

Household discussed the various steps that the company has taken to lower its overall risk profile. The

company is broadly diversified by product, geography and channel. Household also took steps in advance of

the weakening of the economic environment including adding 2500 collectors and cutting back on open lines
* in the card business. - T T

Overall, the competitive environment in many of the company’s businesses has continued to remain healthy,
allowing for continued good growth, Thus far, balance growth appears to be running at the high end of
management’s guidance of 11%-14%. The company also indicated that it would be increasing the proportion
of home equity receivables that would be securitized (in financings, o as not to create incremental gain on
sale). This will also increase the transparency of the portfolio. We believe that Household has the most
diversified asset mix, and coupled with a strong balance sheet this should position the company to generate
solid earnings growth in 2002 and beyond.

Salomon Smith Barney January 30, 2002

Outperform

Household International’s William Aldinger, CEO, and David Schoenholz, CFO presented today in front of a
standing room only crowd at Salomon Smith Barney’s Financial Services conference.

¥ Tone of presentation was upbeat and company stressed that it is a large diversified financial services campany
and not a mono-line credit card or pure auto financing company.

s mAma c The

e ST A Sy TR e ey

- CONFIDENTIAL HHS 02075807
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Management stressed continued shift of loan portfolio to lower risk profile, as evidenced by 1) larger
percentage of real estate secured loans, 2)75% of real estate portfolio having first lien rights vs, 53% in 1996,
3) proactively lowering “open-to-buy” lines on credit cards, and 4) stepping up recoveries by doubling
collections staff to mitigate rising credit losses.

Most of the questions, after the presentation, surrounded reserving and capital management, which we believe
management appropriately addressed.

Household has continued to strengthen its business model over the past several years, Household has built a
i  franchise on lending to middle America, or what are commonly referred to as non-prime customers. We

{ believe Household can deliver its promised 13%-15% EPS growth over the next few years, although a
recession might limit growth to the low end of that range near-term. In a tough environment, investors are
likely to find Household’s resilience and solid balance sheet attractive, in our view.

- CONFIDENTIAL HHS 02075808
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Exhibit #3

ANALYST REPORTS ~ CHANGES IN RATINGS

A.G. Edward & Sons, Inc. February 6, 2002

Strong Buy

We are upgrading the shares of Household International to “Strong Buy” from “Buy.” We believe investors
should take advantage of weakness in the shares of the leading consumer finance company in the U.S.
Household shares are off 18% year-to-date and touched a 52-week low this week. We attribute weakness in
Household shares to industry credit quality concerns and accounting-related concerns. In our opinion, both
credit quality concerns and accounting-related concerns will fade away throughout 2002 as management
continues to build on its outstanding track record. To be sure, investor sentiment on the consumer finance
sector is poor today. We believe investors who separate the wheat from the chaff will be richly rewarded in
12-18 months, probably sooner if sentiment improves. Near-term, if investor sentiment gets worse, we would
be aggressive buyers of Household shares on any continued valuation pressure. Our price objective of $65,
which assumes Household shares trade at 14x our 2002 estimate of $4.65, implies approximately 37% upside

from current levels. .

From 1996 to 2001, Household’s retum on managed assets improved from 1.0% to 1.9% while its return on
average equity improved from 15.1% to 22.9%. Houschold’s improved returns under Bill Aldinger were not
merely one-dimensional. From 1996-2001, Household generated prudent loan growth while shifting its mix
to real estate secured products, expanded its net interest margin, improved its managed efficiency ratio, and
added a whopping 167 basis points to its tangible equity ratio. Skeptics might suggest that Household’s
returns were achieved by taking unreasonable risks. Our analysis suggests this is not the case. Since 1996,
Household’s managed receivables have grown at a compound annual rate of 11% to $100.8 billion, hardly out
of control. Management also improved the risk profile of Household by getting defensive much earlier than

most of its peers.

We have a high degree of comfort in our 2002 estimate of $4.65, which represents 14% growth over $4.08
reported in 2001, With respect to credit losses, we believe Household is likely to experience less sensitivity
in the event the economic environment remains difficult. Our reasoning is that 44% of Household’s managed

receivables are real estate secured. Simple math dictates that Household’ managed Joss rate should be less
sensitive relative to monoline consumer finance companics.

§ In our view share buybacks are a prudent use of corporate proceeds. In our view, most other consumer
finance companies cannot repurchase their shares due to either capital constraints or growth rates exceeding
their capital formation rates. The other advantage Household has with its strong capital base is being able to
opportunistically purchase consumer loan portfolios at distressed prices if available. In our view, small
add-on acquisitions make the most sense for Household.

In our opinion, Household's valuation offers investors an excellent opportunity to buy the stock of one of the
best-managed consumer finance companies at a meaningful discount to its growth rate.

- CONFIDENTIAL HHS 02075809
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Fox-Pitt Kelton January 16, 2002
Buy

We are upgrading Household, due to our belief that diversified finance companies have become the winning
business model in the finance industry and recognition that the current valuation offers a compelling entry
point,

‘We see Household's strengths as the diversification of its portfolio and its fortress-like balance sheet. While
Household has been able to deliver predictable earnings and improving profitability in recent years, the stock
never attracted the same degree of attention from growth investors as some of its pure play credit card rivals,
who could boast of more spectacular near-term EPS growth records, As a result, the stock never reached the
higher highs or lower lows of the monoline card companies and has for some time seemed an attractive,
moderate risk way for investors to play the consumer finance sector.

We believe that some of the discount to the credit card companies derives at least partially from Houschold’s
bank-like characteristics (a large branch network, slower loan growth, focus on cost efficiency for profitability
improvement) that make it look to some like an old fashioned business model. However old fashioned it may
be, it was clearly a hot item during 2001, as Household outperformed all other consumer finance stocks,
coasting behind the favorable winds of wider margins, loan growth that exceeded expectations, and credit
costs that ticked up much less than for those lenders with a higher proportion of unsecured loans. Its lower-
risk, lower-return strategy appealed to investors who shunned the greater volatility of losses expected from
unsecured lenders. In 2002, we believe that Household could continue to outperform if the economy
continues its current path; however, the stock could suffer from a rotation into higher-return, pure play credit
card names if a sharper recovery than the one were are anticipating ensues.

Core to the story is diversification. Household can be viewed as a mutual fund for consumer lending, with
sizeable market positions in home equity lending, credit cards, retail sales finance, sub-prime auto and other
unsecured installment loans,

Recently, Household’s accounting policies have come under investor scrutiny. The controversy has weighed
on the stock price, and given investors an attractive entry point to buy the shares. We believe the controversy
is overblown, in that the more liberal standards have been well known for the past few years and none of them
have been changed so as to distort period-to-period financial comparisons recently. The lack of transparency
is not unusual for a company of Household’s size and complexity. While we would prefer better disclosure
and clearer classification of past due loans, and agree that Household’s accounting policies can obscure a
thorough analysis of its asset quality performance, we do not believe any of ite accounting policies materially
misrepresent the company’s bottom line profitability.

d The company's earnings dynamics should resemble those of our credit-card universe — higher margins due to
¥ risk-based pricing, tighter underwriting, and pricing power in Household’s core near-prime markets; higher
losses and reserving as the slower economy takes its toll; and a tight rein on costs, a long-time Household
competitive advantage.

i The 120 year-old company is one of a few diversified financial firms with a demonstrated ability to grow
$: consistently in all seasons.

- CONFIDENTIAL HHS 02075810
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Exhibit #4

ANALYST REPORTS - INVESTOR CONFERENCE CALL

ABN AMRO Inc. February 7, 2002
Buy

Household International held a confercnce call this morning to respond to market concerns that had been

t  affecting Household’s stock price and its bond spreads. The company stated it was having the call to provide
increased transparency to its business, and that it would consider having calls like this on a frequent basis to
respond to investor questions.

i ———

Concerns about the company were brought to the table and we thought management had proper, thoughtful,
careful responses to all questions. We have never seen a period where there has been so much speculation on

so many companies in the market.

The company also said business trends remained strong in January and that it is very comfortable with analyst
estimates. This is not a surprise to us, but always good to hear.

We reiterate our “Buy” rating and $75 target price. The call seemed to satisfy investors as the stock is
currently up close to 10% and bond spreads have narrowed by 70 basis points. Fact nearly always overtakes
fears. We believe that the facts of strong micro trends at Household combined with improving economic

trends in the U.S. will lead to a major move in this stock over the next few quarters.

¥ J.P. Morgan : February 7, 2002

Buy

Senior management of Household International, including chairman and CEO Bill Aldinger and CFO Dave
Schoenholz hosted a very timely and upbeat conference call this morning regarding liquidity, funding and a
brief business update, We reiterate our “Buy” rating and came away with the following thoughts:

Speculation surrounding company troubles in rolling over commercial paper arc unfounded.

¢ With respect to term funding, Household believes that if spreads remain at current wide levels, the impact
to the bottom line will be modest (a few pennies per share).

o January was a strong month for operating performance and earnings are on track with guidance issued
following the company’s 4Q eamings call.

With respect to disclosure, Household expects no material change to previous methods following the
receipt of an SEC letter (sent to all companies within the S&P 500).

10

- CONFIDENTIAL HHS 02075811
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* MerrillLynch February 7, 2002

Strong Buy

Household held a conference call this morning to counter concerns that they were having a hard time issuing
debt or rolling over commercial paper,

The company stated they were having no problems issuing debt and commercial paper, which we have
confirmed with our fixed income analyst. We continue to recommend.

St B b s

The company noted that January business was very strong.

Recent accounting concerns have clearly impacted Household, particularly the stock and the pricing on some
longer duration bonds, and it is true that Household is dependent on the debt markets. We view commercial
paper and unsecured notes a3 more vulnerable markets than deposits and securitizations (all of which
Household uses), which is odd given that only higher rated companies get access to markets like commercial
paper and notes. Where the company is vulnerable is to a change in opinion by the ratings agencies, which
could impair access to these markets. That risk has increased recently when the agencies have indicated they
intend to watch companies that are weak in the equity and fixed income markets more closely, even when
they don't believe anything is wrong. This increases the risk that a spate of negative stories, unfounded or
not, could cause a rating agency action. That does not appear to be the case here.

Household stock is trading below 11x eamings, the normal bottom of its trading range, after a series of stories
conceming their accounting and lending practices. They do charge off accounts after a longer period of
delinquency than some of their peers, but the ratings agencies have publicly said they are fine with Household
practices. Losses rise when you lend to sub-prime borrowers in a recession, but we do not agree that
Household is facing a loss probiem (in fact we think they are far from it). We believe Household is well
reserved for this, and revenue trends are more than sufficient to cover the rising losses.

Lehman Brothers February 8, 2002

Strong Buy

Household keld an investor conference call to quell unsubstantiated speculation in the market. One report
that the company denied was that they were having trouble accessing the Commercial Paper market for
funding. The company denied the report and noted that the company continues to access the market at
spreads of 6-10 basis points below LIBOR. Second, the company noted that it has had ongoing dialogue with
S&P and has had its ratings affirmed. The company noted that the spreads on its bonds have widened, which
it believes reflect speculative short interest rather than investor concern, The company does not believe the
trading level of the bonds is an indication of their access to the markets or pricing. Even if spreads remain

§ wide, the maximum impact the company estimated that could result from high funding costs was $0.02 in

4 2002 EPS. The company also noted that it did not believe the lawsuit brought against it yesterday was a

| significant issue, The company also noted January results were solid. The shares have rallied 9% on the day,
¢: reflecting investor belief that the recent sell-off has been overdone.

- CONFIDENTIAL HHS 02075812
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Exhibit #5

ANALYST REPORTS — BEST PRACTICES INITIATIVES

Deutsche Banc Alex. Brown Inc. February 27, 2002
Streng Buy

As the largest publicly traded consumer finance company in the U.S., and a leader in home equity lending
(largely subprime), Household has attracted the attention of consumer lending activists and even some
politicians, It recently reached an agreement with the California Department of corporations, paying
. $12 million in penalties and refunds, to settle claims that it overcharged borrowers on certain penalty fees.
. Subsequently, ACORN, a community lending group, also charged Household with predatory lending. All
lenders must take these issues seriously, correcting any practices where necessary. This morning Household
announced several new practices that bring it to the forefront of the industry, in our opinion.

ST I ST

Although some of the initiatives will cost Household money, the company expects to make up the difference
in volume. Our 12-month target price is $71, or 15x our 2002 estimate of $4.70. We reiterate our “Strong
Buy” rating.

D T e

Goldman, Sachs & Co. February 27, 2002

Buy

Household announced several new consumer lending practices regarding its disclosure to consumers,
prepayment fees, caps on points and fees, and other pro-consumer initiatives. Trading at 11x our 2002
estimate of $.65, we continue to recommend purchase of the shares 2nd view the company’s recent actions
favorably.

¢ Recent “consumer friendly” actions will likely upgrade Househnld’s image in the eyes of consumers,
regulators, and equity investors.

o Clearly strengthens relationships with regulators and its own consumers.

* Probzbly along-term positive for market share.

» Expect specific reductions for certain fees to be largely offset by better customer retention, lower
collection losses, and some targeted increases in certain interest and fee related revenues,

- CONFIDENTIAL HHS 02075813
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INVESTOR RELATIONS REPORT
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. March-April Stock Trading Commentary

Household shares closed February at $51.50 and reached $58.29 by the end of April, an increase of
13%. Significant events affecting the stock price during this period included:

¢ Amid indicators that the economy was rebounding, Household's stock price trended upward over
the first half of March, along with the broader market. On March 11%, the stock reached its trading
high for March of $60.91 before drifting downward to trade in the $58-$59 range over the ensuing
10 days.

On March 19®, the Federal Reserve announced that it would leave interest rates unchanged but
changed its bias to neutral. Due to concerns over rising interest rates, the Dow dropped 134 points
on March 20®, and Household fell $1.37 to $57.61. Over the remainder of the month, Household's
stock drifted downward somewhat, to close March at $56.80, up 10.3 percent for the month.

Case # 02-C-5893

Jaffe v. Household

Plaintiffs’ Exhibit
P0202
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e On April 9" Household hosted its annual Financial Relations Conference. Presentations were very
well received, and the stock reached a trading high of $60.91. The stock weakened somewhat over
the following week, leading up to the release of our first quarter results.

o On April 17", Household reported record first quarter eamnings. In addition, Federal Reserve
Chairman Alan Greenspan testified that he would not raise rates in the near terin due to uncertainty
about the strength of the economy. Both factors drove Household's stock higher, to close at
$60.70, up $1.19. Over the next two days, the stock continued to climb, reaching $62.44, its
closing high for the two-month period.

¢ Over the remainder of the month, the stock generally drifted downward to close April at $58.29, a
13.2 percent increase for the two-month period. Average daily volume during March and April was
2.8 million shares, above the average for 2001.

The graph below shows the performance of Household's stock, the S&P 500 and the S&P Financial
indices during 2002. While Household underperformed these indices early in the year, the stock has

recently outperformed.

2002 Stock Performance

1100

1.050 A

0.950 4 / .

S/

0.850 "

01800 ] T L) L] L] T L] ¥ L)
12/31 v 125 2/08 222 yn ans 328 412 4126

e HI —S&P 500 e S&P Fin'l
NOTE: 'Weekly close Indexed to 1.0 at 12731/

HHS 02075816



Case: 1:02-cv-05893 Document #: 2130-7 Filed: 03/30/16 Page 4 of 14 PagelD #:82153

wpe

y
&
2
i
%

Performance vs. Financial Indices

The following table compares Houschold's performance to our peer group and certain indices for

March and April, as well as year to date.

Change (%) March
Household 10.3
Peer Group Average 113
S&P 500 37
S&P Financial 6.5

Analysts' Estimates

Following are analysts' EPS estimates for 2002,

Firm
A.G. Edwards

Bear Stearns

B of A Montgomery Securities
Bemstein Research

Credit Suisse First Boston
Deutsche Banc Alex. Brown
Fox-Pitt Kelton

Friedman, Billings, Ramsey & Co.
Goldman Sachs

J.P. Morgan

Legg Mason

Lehman Brothers

Merrill Lynch

Morgan Stanley

Prudential Securities

Salomon Smith Barmey
Stephens, Inc.

Thomas Weisel Partners

UBS Warburg

U.S. Bancorp Piper Jaffray
William Blair

First Call Consensus

* Rating changed since Jast report. See exhibit #3,

April

26
3.1)
(6.1)
@7

FY'02
$4.70
4,70
4.70
4,65
4.70
470
4,70
471
4.65
4.69
4.60
4.70
4.70
4.65
4.70
4.65
4.67
4.70
4.68
4.70
4.69

$4.68

20°02
$1.09
L.07
1.09

1.06 -

111
L1l
1.06
1.05
1.05
1.06
1.07
L10
1.07
1.09
1.07
111
1.10
1.05
1.07
1.06

$1.08

YTD

0.6
44
(6.2)
0.2

e

Opinion
Buy*
Buy
Market Performer
Market Perform *
Strong Buy
‘Strong Buy
Buy
Buy *
Buy
Buy
Market Perform
Strong Buy
Strong Buy
Market Perform
Buy
Outperform
Buy
Buy
Buy
Outperform
Long-term Buy
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PO TR

Ten Largest Institutional Shareholders

April 19, 2002

Institution Shares YTD Change QOrientation

1. Capital Research & Management 36,119,500 2,297,700 Value

2. Davis Selected Advisers, L.P. 31,991,700 - Value

3. Fidelity Management & Research 18,650,000 (11,013,400) Growth/Value
4. Putnam Investment Management 17,300,000 4,779,700 Growth

5. Smith Barney Asset Mgmt, 17,199,300 - Growth/Value
6. Alliance Capitul Mgmt. 16,800,000 (6,003,500) Growth

7. Oppenheimer Capital 16,200,000 7.340,400 Value

8. Barclays Bank pic 16,029,500 - Indexed

9. State Street Bank 10,563,400 - Indexed

10. Government of Singapore 10,200,000 4,700,000 Value

Collectively, these shareholders own approximately 42 percent of Household’s outstanding common
stock. Oppenheimer Capital added 4.1 million shares during the two-month period, while Fidelity sold
6.7 million shares. Putnam emerged as the 4™ largest shareholder, adding 2.9 million shares during
March and April.

Peer Group Stock Price Performance

Exhibit 1 ~ details 2002 stock price performance for Household, our peer group and three market indices.

Research Reports

Exhibit 2 ~ includes excerpts from analysts’ notes on Household’s Financial Relations Conference.
Exhibit 3 ~ includes highlights from notes issued by analysts who changed their ratings on Household.

Exhibit 4 ~ includes excerpts from analysts' notes on Household's first quarter earnings.
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Household International Peer Group Stock Price Report

April 30, 2002

123101 045002 % Change % Change 2001 2002

Exhibit #1

AIG 79.40 .12 {12.9) 42) 289 350
AXP 15.69 41.01 149 a1 098 199
COF 53.95 59.89 110 6.2 291 358
c 50.48 4330 {142) (12.6) 2.81 326
KRB 3520 3545 0.7 (8.1) 192 224
ONE 39.05 40.87 4.7 {2.2) 247 27
USB 20.93 23.70 132 3.0 132 185
WFC 43.47 5115 17.7 3s 197 3.9
Peer Group

Average 44 3.1

DJ Indust, 1002157 994622 0.8) 4.0) 391.09 455,55
S&P 500 1,148.00 1.076.92 (6.2) (6.1) .. 5241
S&P Fnl 35526 355.98 02 @2n 1959 24.44

American International Group (AIG), American Express (AXP). Bank On= {ONE), Capital One (COF),
Citigroup (C), MBNA (KRB), US. Bancorp (USB) and Wells Fargo {WFC).

(1) 2002 P/E rario relative to the S&P 500 F/E ratio.
(2) 2002 P/E ratio divided by EPS growth.
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Exhibit #2
ANALYST REPORTS - FINANCIAL RELATIONS CONFERENCE
Goldman Sachs April 10, 2002

Buy

Household’s investor.day blueprinted a process of more proactive reputational, financial disclosure,
operating, and strategic initiatives designed to strengthen confidence in steady 12%-15% growth in the
years ahead. This effort is likely to be well received by investors as its valuation retraces some of its 10%-
15% discount versus other high quality large capitalization spread lenders and big regional banks.

Housebold's 10%-15% P/E multiple gap versus a peer subset of spread lenders has arisen through a
combination of accounting issues, the perception of reputational vulnerability related to fees and certain
loan features, and its capital markets discount manifested through a widening in generic and company
specific credit spreads. While these issues could have a residual effect on valuation, we believe company
specific progress and/or a better understanding of these issues is likely to help narrow its valuation
discount. Finally, while we think upside is considerable, we note that as a consumer lender Household
could ‘fight against the grain’ a little, as we may see a heavier investor preference for financials with
strong leverage to a robust economic recovery, particularly one in which businesses are seen as the
principal beneficiary.

At the conference, Houschold made a conscientious cffort and has succeeded in developing investor
insight into centain areas of concerns including accounting, reputational, and liquidity-related issues. For
instance, Household now seems ahead of the curve on disclosing ‘reaging’ details, a process which we
think will provide a deeper investor perspective and dimension on credit quality, reserve adequacy, and
credit trends overall. On reputational issues, management made a forceful case on its proactive posture on
disclosure, limitation on fees, ‘graduation’ of rates based on good payment history, and community
involvement. Finally, on liquidity and capital markets access, we note that spreads have tightened
recently.

Prudential Securities April 10, 2002
Buy

At a well-attended onsite meeting yesterday, Household's senior management team discussed the prospects
and strategies of major businesses. The CFO also spent about an hour reviewing 2001 results, 2002 outlook,
and recent issues in the market. The tone of the meeting was generally upbeat, as Household has
demonstrated an ability to sustain mid-teen eamings growth and 20%-plus ROEs during various macro-
economic scenarios, In fact, recent results help support management’s claim that Household's business
model is largely “recession proof.” The following are our three main takeaways from the conference: First,
EPS growth of 15% appears doable. Fundamentals appear to remain solid with good loan growth, improving

.margins, and manageable credit. Household benefits from still healthy demand for debt consolidation, home
equity products and relatively rational competition. Second, capital ratios appear to be headed higher. Third,
disclosures appear to be getting better. '
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Management put to rest several recent “market issues” ~ €.8., transparency, securitizations, reserves, and
liquidity. However, new info on account re-aging lacked historical and comparative context and could be a
misleading indicator of Household's approach to managing credit losses. Overall, given financial momentum
and a lower risk profile we're nudging-up our 2002 and 2003 EPS estimates a dime each to $4.70 and $5.25.
We're also trimming our price target to $70 given our belief that valuation improvement may prove
challenging as political/regulatory/accounting issues could stay around for a while.

Bear Stearns April 10,2002

Buy

As expected, at its annual financial Relations Conference Tuesday, Household reiterated its confidence in
achieving its 13% to 15% EPS growth target and provided some new disclosure intended to address some
significant investor concerns that have been heightened over the past six months.

While the company expects some further increases in Joss rates during the first half of the year for the
portfolio overall, there have already been some improvements in delinquency rates in the US branch business.
It appears that the company's assumptions regarding unemployment and bankruptcy fihngs reflected in its
earnings forecast may he too conservative.

At the conference, the company addressed recent concems, providing some new information about
securitization gains, the re-aging and restructuring of accounts, and liquidity management. There was also
some additional information provided about the company’s credit policies by business line, including product
specific chargeoff policies.

In general, most attendees seemed pleased with the additional disclosure, but there seemed to be some
concern about the extent of the increase in loan restructurings in 2001 relative to 2000, but the increases seem

consistent with the company’s policies and the deteriorating environment.

As part of its new disclosure, the company presented significant detail about its re-aging policies by product.
While it is still too early to gauge the full effect of 2001 re-aging, accounts reaged in 2001 appear to perform
as well as those reaged in 2000. The company demonstrated that re-aging provides significant benefits in ita
auto business where the net benefit is positive even on accounts that subsequently chargeoff.

Lehman Brothers April 10, 2002

Strong Buy

Household held its Investor Conference and we believe it was a success. The company addressed the key
issues we expected in our preview in a highly credible manner. Household did more than just rehash old
explanations to old questions, it provided additional data for to address investor questions.

After trading up 2.5% in intraday trading, the shares ended up 0.3% on the day. We believe the reason for the

pull back was a shelf registration filed by the company’s HFC subsidiary to extend its internotes program
being mistaken for a filing at the parent level.
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In our preview, we noted that we expected CFO Dave Schoenholz to address the accounting issues that have
been a negative overhang for the stack since late 2001. His presentation exceeded our expectations. The
company addressed accounting issues relating to securitization and re-age policies. Certainly, skeptics could
argue that finance companies should not include any non-cash gains in their camings. We believe the fact
that such gains represent a relatively small percentage of earnings and the company’s assumptions have
proved conservative in the past, and its cleer disclosure of the impact of such gains should provide some
comfort to investors that the company's performance has not been securitization driven.

In addition to providing detail surrounding its re-age policies by portfolio, the company provided data on the
percentage of accounts and loans that had been reaged by loan portfolio. So what did the reage data show?

At fourth quarter 2001, 17% of accounts and $15.8 billion of the company’s receivables had been reaged,
which represents 15.6% of managed receivables. Skeptics may look at the numbers and be surprised by those
levels, but the magnitude of the change does not seem out of line given the weakness in the economy.
Further, the recidivism rates seem to be at reasonable levels.

The other key topic the company addressed is the issue of predatory lending. The company noted that it did
not expect the changes to have an impact on its profitability, As the largest independent non-prime lender in
the U.S., Household is likely to draw attention from regulators and consumers groups. That said, the
company believes its practices are sound and that the biggest risk is merely short term headline risk rather
than real economic risk.

HHS 02075822
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Exhibit #3

ANALYST REPORTS - CHANGES IN RATINGS

Friedman, Billings, Ramsey April 10, 2002
¢ Buy

Household held its annual investor conference yesterday in Chicago in front of a record crowd of attendees.
We believe the company provided an effective outlook of each business line, while also addressing several
key issues that have plagued the valuation of the stock in recent months. In addition, the company provided
{  several new disclosures in its investor packet yesterday, which provide significant transparency beyond
regular company reports to help investors assess the operating model.

We are introducing our 2003 EPS cutlook of $5.30, representing 14% year over year growth from 2002
earnings expectations. This outlook is consistent with the company's 13-15% longer-term guidance.

We are raising our rating to “Buy" from “Market Perform” and establishing a $73 price target. Our “Market
Perform” rating established in July 2001 stemmed from 1) an extended valuation, 2) an absence of necessary
disclosures to better evaluate the operating model, and 3) an elevated loan-to-value {LTV) ratio in
Household's subprime real estate lending business. While the company’s LTV ratios are still competitively
higher than industry average, our concerns are muted given the expected stability in the US residential real
estate market and the improving economy. The valuation on Household at 11.1x our 2003 EPS outlook is
compelling, in our opinion. As the economy improves, we believe Household can trade closer to its longer-
term growth rate of 13%-15%.

A.G. Edwards & Sons March 11, 2602 -
Buy

We are downgrading the shares of Household International to “Buy” from “Strong Buy,” based solely on
valuation. Our $68 price objective and our 2002 and 2003 EPS estimates of $4.65 and $5.20, respectively,
remain unchanged. Our price objective of $68 implies that Household shares trade at 14.6X our 2002 EPS
estimate of $4.65 and 13X our 2003 EPS estimate $5.20, which is in line with our growth estimates.

Bernstein Research March 5, 2002
Market Perform

We are downgrading Household to “Market Perform™ from “Qutperform” based on our belicf that legal risks
to the business model and headline risk around predatory lending cases will impede expansion of the
valuation multiple from today’s 53% to 5-year historical average levels of 57% or above.

While we are not reducing our earnings estimates for the time being, further measures by Household to

improve borrower protections or a clearer understanding on our part of the eamnings impact of current
measures could prompt a negative earnings revision in the future. '
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Household's announcement last Wednesday of expansions in best practice fending initiatives for branch-

originated real estate loans represents on-going action by the firm to manage the threat of legal action around '
predatory lending lawsuits. While the measures have atiracted public support from government and from

consumer advocacy groups such as The National Community Reinvestment Coalition, they will likely have an

adverse impact on profitability.

i The impact on profitability is hard to estimate. For example, Household has imposed a 3% cap on origination
fees and a reduction in the total amount of discount points to two making the maximum amount of fees on
branch-originated real estate loans equal to 5%. We assume the impact on pre-tax earnings is $50 million or a
tax-adjusted 7 cents/share. Other measures such as reducing the prepayment fee coverage period for
customers selling their homcs after two years from when their loan was made will further impact fee income.

At the same time, Household is taking measures that will tend to reduce net interest margin. For example, the
“PayRight Rewards” program will allow borrowers who make 12 consecutive on-time loan payments to
qualify for a rate reduction of 0.25% after one year from when their loan was made. The EPS effect of
reducing the qualifying period from three years to one year is approximately 4 cents/share.

While each measure has only a slight impact on earnings and we arc not reducing our eamnings forecast for the

time being, the sum of the nickels reduces eamings flexibility at the margin. This works against our original

investment thesis of preferring companies with a high degree of near-term earnings resilience and hence leads

{ wto change our rating to “Market Perform” from “Outperform.” Earnings flexibility is important at this

point in the credit cyclc given the possibility of spread margin compression in the latter part of 2002 as the

i Federal Reserve raises rates in anticipation of recovery but credit losses — which are tied to unemployment
and so lag recovery — continue to increase.

Qur concemn with Household is that legel threats increase structural risk to the business model and reduce
near-term earnings flexibiltiy. :
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Exhibit #4

ANALYST REPORTS - FIRST QUARTER EARNINGS

CS First Boston April 18, 2002
Strong Buy

Houschold reported excellent first quarter results. EPS of $1.09 was $0.05 better than consensus. The
increase was partially a result of $0.02 of goodwill amortization being eliminated. Since the company had a
high level of securitizations this quarter ($2.4 billion vs. $0.9 billion a year ago), securitization gains were
high ($0.04 vs. $0.01 a year ago), but were more than offset by stronger than expected reserve building.
Strong results on the revenue side were redeployed in marketing and other spending as well as reserve
building. Eamings quality continved to be high in the quarter, as the company added $0.27 per share after tax
to its on-balance sheet reserve, almost double our expectation. We believe that the company will maintain the
15% eamings growth level, and will use excess earnings primarily to build reserves, and also to spend to build
for the folure. However, also noteworthy was the fact that despite continued uncertainty in the overall
economy, management was highly confident about its ability to deliver on its financial tdrgets.

The improving growth outlook should serve as a catalyst to materially improve the company's valuation.
Household is building a track record of high and consistent internal growth, while maintaining efficiency and
credit quality. We believe that the results confirm that the improvement in fundamentals is sustainable, We
reiterate our “Strong Buy” rating on Household.

Merrill Lynch April 18, 2002
Strong Buy

Trends were generally stable, and core fundamentals remain good. Securitization gains were unusually good
as was profits from the company’s refund anticipation loan program, but this was all plowed (and then some)
into a $0.45 per share increase in loan loss reserves.

Managed receivables growth of 0.4% sequentially was sluggish due in part to $900 million of whole loan
sales and larger than expected seasonal declines in the VISA/MasterCard portfolio, Absent the loan sales,
receivables would have increased 1.2%, a bit better than our beginning of quarter forecast.

The net interest margin declined to 8.79%, 2 basis points below our estimate. A declining net interest margin
was expected since the company continues to shift its receivables mix toward lower-margin real estate
secured loans. We expect the margin to continue to decline during the year due to the mix shift plus an
expected increase in short-term interest rates later in the year,
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[ R .

Securitization gains were a robust $145.8 million in the quarter. Investors generally do not like to see big
quarterly securitization gains — they are unpredictable, lumpy, and sometimes subjective contributors to
camings — however this quarter’s level was not unusual as Household accelerated some of its normal
securitization volume into the first quarter 2002. Recent volatility in the commercial paper market in the
wake of Enron and Tyco prompted the company to decrease its reliance on commercial paper to a level that
could be replaced quickly by other funding sources without resorting to term lines.

Credit deteriorated moderately vs. the fourth quarter of 2001. This detericration was expected as
improvement in the company’s credit trends should lag improvements in the economy.

Houschold currently trades at 11.2x our 2003 EPS forecast of $5.40 per share, representing good value to
what we believe will be stable 15% EPS growth this year and next. With charge-off trends generally stable,
an excellent capital position, and an improving outlook for the economy, we expect Household's earnings
power to improve with each successive quarter. We maintain our “Strong Buy” recommendation.

Bernstein Research : April 18, 2002
Market Perform

On Wednesday morning, Household reported first quarter 2002 EPS of $1.09 (a nickel above consensus and
our estimate). The firm did not raise guidance for the full-year EPS growth of 13-15% but reiterated
confidence in delivering at the upper end of the range.

Household delivered a stronger-than-expected quarter and is taking advantage of a low cost of funds to
strengthen its balance sheet, a prudent move given regulatory guidelines for capital requirements against sub-
prime loans and expected deterioration in loss ratios through the year. The cyclical risk is that current
positive consumer trends stall — possibly as higher energy prices affect household cash flow - so that there is
less income available to service debt leading to worse-than-expected loan growth and loss ratios. A longer-
term risk is that changes in sales practices — including, for example, restrictions on loan points, the financing
of fee products, and prepayment coverage periods — impair the profitability of the business model.

Household has significant near-term earnings flexibility given the current environment of low interest rates
and the shift in the portfolio mix towards low-Joss ratio real estate loans. The firm will use surplus earnings
to strengthen the balance sheet and migrate towards Iess aggressive accounting policies (including a partial
reversal of the recency policy for loss recognition). However, we are cautious on longer-term returns as the
impact of recently announced and possible future changes to business practices on loan volumes, fee income,
and profitability becomes clear, We rate Household “Market Perform™ with a target price of $57.

12
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Stephens Ine. _ April 17, 2002

Buy

Household reported first quarter earnings per share of $1.09 or three cents above our estimate and five cents
higher than the consensus outlook. The earnings gain resulted from very strong positive operating Jeverage,
with total revenues (managed basis) increasing 25.5% compared to 11.5% higher operating outlays. The
eamings per share gain was also boosted by a 2.1% decline in the average diluted share count. The company
| has repurchased its shares on a pretty consistent basis, with 1.6 million shares bought back in the latest three-

1 month period.

As expected, asset quality continued t suffer. Management has been quite forthcoming regarding the
prospects of higher problem assets and loan losses. At the same time, the company continues to insist that
credit costs should be manageable due to the impressive eamings power of the overall franchise. The latest
quarter certainly bore that out. However, Household also accrued amanaged provision equal to 132% of
managed losses, thereby adding significantly to the reserve ratio (increasing to 4.10% of loans or up 32 basis
points from both year-end and last year).

We are fine tuning our estimates upwards, reiterating our “Buy” rating and confirming our $84 target price.
Barnings momentum is clearly quite strong, despite a problematic economic environment. Management has
done a superb job of managing the franchise through the short recession and can probably look forward to a
period of economic growth and the resulting decline in credit problems. What's more, Household benefits

I from a very favorable competitive environment and an exceedingly low cost structure. As the economy
recovers, we expect & lot of the issues bedeviling the company to diminish, thereby praviding a boost to
valuations.
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From: HFC0136 --HFCVMO1 Date and time 08/30/02 08:11:37
To: HI0O031 --HFCVM0O1l Streem, Craig A.
cc: HFC1204 --HFCVMO1l Detelich, Thomas M

From: Donna L. Taillon - DXTAILLO

847/564-6970 847/205-7452 FAX

Secretary: Tom Detelich, Gary Gilmer,Jim Kauffman,D.Garr
Subject: Tom

Craig, Tom phoned:

Would like the price history of Households's stock as he wants to measure
the decrease in the stock price from various points in time in the
announcements of the Washington report. He'd like to use in arguing

that we've already paid a good price to the states in the loss of our
stock value. Can we get daily quotes from the year or just from the

date WA released their report (May 15, 2002).

THANKS

Case # 02-C-5893
Jaffe v. Household

Plaintiffs' Exhibit
P1156

CONFIDENTIAL DEP. EXH. "30 HHS-ED 497256
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Christopher James

vs. Household International, Inc.

Page 1 Page 2
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3 3
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6 6
Plaintiffs, Plaintiffs,
7 7
vs. No. 1:02-Cv-05893 vs. No. 1:02-CV-05893
8 8
HOUSEHOLD INTERNATIONAL, HOUSEHOLD INTERNATIONAL,
9 INC., etal, 9 INC., etal,
10 Defendants. 10 Defendants.
11
12 11
13 12
14 VIDEOTAPED DEPOSITION OF CHRISTOPHER M. JAMES 13
15 Los Angeles, California 14 Videotaped deposition of CHRISTOPHER M.
16 Monday Ma;rch 14. 2016 15 JAMES, Volume |, taken on behalf of Plaintiffs, at
17 Volume | 16 300 South Grand Avenue, 32nd Floor, Los Angeles,
18 17 California, beginning at 9:07 a.m., and ending at
19 18 6:03 p.m., on Monday, March 14, 2016, before
20 19 Cheryl R. Kamalski, Certified Shorthand Reporter
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22 21
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25 Job No.: 10022555 25
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Page 13 Page 14
1 Q Okay. Didyou read the trial testimony of 1 1-- my recollection is, associated with that trial
2 any Household employees? 2 testimony were the exhibits.
3 A ldon'believe so. 3 Q Okay. That's consistent with your answer --
4 Q Okay. When | -- 4 "Professor Fischel" -- | take it?
5 A Um -- I've seen reference to some of their 5 A Yes.
6 testimony and looked around various parts of that 6 Q Didyou think it was important to review the
7 reference. Butin terms of reading it all and -- in 7 trial testimony of the witnesses in the case before
8 total, | did not. 8 you rendered an opinion on loss causation?
9 Q Okay. When | say "Household employees," | 9 A Interms of reviewing their testimony, as |
10 also mean former Household employees. 10 understood my -- my assignment here was to respond
11 A lunderstood that to be the case. 11 to certain opinions that Mr. Fischel has -- has put
12 Q Okay. Did you review any trial exhibits? 12 forth. And in -- in formulating my response, |
13 A Idid. 13 reviewed the materials that he cites to for purposes
14 Q Okay. Tell me about that. 14 of formulating his opinion, and -- and | thought
15 A Certainly there are some trial exhibits in 15 that, at the time, was sufficient.
16 the materials that are attached to the Fischel 16 Q Okay. When you say your assignment as you
17 reports; | believe there were some trial exhibits 17 understood it, what did you understand your
18 associated with Fischel's trial testimony, which | 18 assignment to be in rendering your first report?
19 reviewed. That's what comes to mind as | sithere. |19 A Inrendering my first report was to utilize
20 Q Okay. Nothing else that you recall? 20 my expertise in financial institutions to -- and
21 A There may be others, but that's what | recall 21 familiarize myself with the business model of
22 as| sit here. 22 Household -- to determine the extent to which there
23 Q Okay. Did you list any trial exhibits at all 23 may be significant factors either in the industry or
24 in your materials relied on? 24 in subsets of the industry or in the market or in
25 A I've -- | listed the trial testimony, and 25 the economy; regulatory and -- and legislative
Page 15 Page 16
1 changes that would have a disproportionate impact on | 1 as regulatory and examination issues that may impact
2 Household vis-a-vis other firms within, for example, 2 the banks in the San Francisco Federal Reserve's
3 the S&P Financials Index or the CF First Boston 3 District.
4 Specialty Finance Index. 4 Q Okay. Isthat a paid position?
5 Q Okay. So was your assignment, when you 5 A ltis.
6 undertook it, to see if there was a disproportionate 6 Q Okay. How do you get selected for that?
7 effect based on market and industry news on 7 A lwas asked in 2008 to -- whether | would be
8 Household? 8 interested in working at the bank, given the issues
9 A No. The first report was to identify factors 9 that the bank was facing.
10 that may have a disproportionate impact. And then 10 Q Okay. And you also list that you were a
11 in the second report, | demonstrate that those 11 consultant for the FDIC between '88 and '91. Do you
12 factors that I've identified, in fact, did have a 12 see that?
13 disproportionate impact. 13 A VYes.
14  Q I'd ask you to turn to your CV, which | think 14 Q What were your duties and responsibilities in
15 is Exhibit 1 to your report. Do you have that in 15 that position?
16 front of you? 16 A Primarily the focus was on evaluating
17 A ldo. 17 procedures that the FDIC followed for dealing with
18 Q Okay. And can you tell me -- what is a 18 problem banks -- either distressed or failing
19 visiting scholar at the Federal Reserve Bank of 19 institutions -- as well as working with staff on
20 San Francisco? 20 developing -- using economic analysis to address
21 A ltis ascholar who's charged with 21 issues that may be of concern to the chairman.
22 providing -- assisting the staff in their ongoing 22 Q Okay. And is that a paid position as well?
23 research, as well as providing consulting services 23 A ltwas.
24 ultimately to the president of the bank on issues 24 Q And then | notice that you also list senior
25 pertaining to financial market developments, as well |25 economic advisor for controller [sic] of the

Page 13..16
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Page 17

Page 18

1 currency; is that right? 1 funds with firms or individuals that are in need of

2 A Yeah. That's right. 2 funding; so intermediating between savers and

3 Q Okay. And can you, again, explain your 3 investors in the economy.

4 duties and responsibilities in that position. 4 The financial institution can be either an

5 A Sure. The comptroller is the primary -- or 5 intermediary, in which it intermediates between a

6 chief bank examiner for nationally chartered banks. | 6 depositor and an investor, or it can be an

7 And the senior economic advisor's position was one | 7 institution that we wouldn't think about as a

8 in which | advised on economic matters as it 8 intermediary, such as a broker/dealer or something

9 pertains to developments in the economy as they 9 like that -- something like that.

10 might impact the financial institutions that are 10 Q Okay. I'dask youtogoto--it's

11 regulated by the comptroller, as well as providing |11 paragraph 1 of your report.

12 economic analysis to evaluate certain regulatory or |12~ A Okay.

13 legislative proposals that were coming before the |13  Q And you say, in the very last sentence of

14 comptroller. 14 that:

15 Q Okay. And, again, is that a paid position? 15 "...I have served as the

16 A ltwas. 16 Securities and Exchange Commission-

17 Q Okay. You used the word [sic] "financial 17 approved independent distribution

18 institutions" a couple times now this morning. 18 consultant for the Janus Mutual Fund

19 A Uh-huh. 19 complex."

20 Q Do you have a definition of that for me? 20 Do you see that?

21 A Well, I think the -- the -- there's a broad 21 A Yes.

22 definition of "financial institutions" which would 22 Q Whatis the SEC-approved independent

23 be institutions that either engage in what's called 23 distribution consultant? What does that mean?

24 intermediation," which is taking funds from 24 A This was in the context of a fair fund

25 potential investors or lenders and placing those 25 settlement that Janus Funds entered into with the
Page 19 Page 20

1 SEC. And the procedure in a fair funds is -- in 1 A Idhave to look atit. Do you have a copy?

2 this context was to have an independent party to 2 Q |Ididn't bring it with me. I'm just asking

3 determine the appropriate distribution -- the fair 3 did you ever see it, that you recall?

4 fund settlement -- to fundholders at Janus in 4 A Imay have. |justdon'trecall.

5 proportion to the damages that they incurred as a 5 Q Areyou aware that the Janus Mutual Fund

6 result of certain activities at Janus, in terms of 6 complex submitted a number of claims in connection

7 permitting what were called "rapid traders" coming 7 with Household?

8 in and out of their mutual funds. 8 A I'maware of that, yeah.

9 Q Okay. Were there particular funds in the 9 Q Okay. What do you know about that?

10 Janus Mutual Fund complex that you dealt with? 10 A Nothing with any great specificity. | know

11 A Yes. Soit's been a while now, but it was 11 that Janus was one of -- had a relatively large

12 primarily funds that were either in the fixed-income 12 position as an institutional investor in Household.

13 space, by investing in bonds or structured products, 13 Q Okay. How'd you become aware of that?

14 or funds that were investing in foreign securities. 14 A From reviewing various case documents.

15 Q Okay. Did you ever look at the claims that 15 Q Okay. Which case documents?

16 were submitted in connection with the Household 16 A ldon't--1justdon'trecall. Ithink it

17 case -- by Janus? 17 may have been an investor relations report that

18 A No. 18 Household produced, looking at their top

19 Q Okay. Did you ever look at the judgment that 19 institutional investors.

20 was entered in the case in October of 20137 20 Q Okay. When you say an investor relations

21 A By "judgment" you mean, like, looking at the 21 report at Household, what do you mean by that?

22 verdict forms that -- 22 A They had an investor relations department.

23  Q No, not the verdict form. I'm talking about 23 And | recall seeing some memos or reports from the

24 the actual judgment the Court entered, finding in 24 investor relations department, and | recall their

25 favor of about 10,000 class members. 25 listing -- | think it was from 13D material --
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1 Household currently. 1 Q Okay. And are you compensated in whole or in
2 Q Right. No. lunderstand that. | mean -- 2 part for work performed by Cornerstone people in
3 A And I interpreted your question to be in a 3 connection with this engagement?
4 consulting as opposed to an expert witness role. 4 A No.
5 And the answer is no. 5 Q Okay. Do you get any sort of income or bonus
6 Q Okay. And in the -- paragraph 6, you talk 6 of any type from work that Cornerstone does?
7 about your compensation; is that correct? 7 A Notin connection with this case.
8 A Yes. 8 Q Okay. Can you tell me how you do get
9 Q You get about $950 per hour, correct? 9 compensated by Cornerstone?
10 A That's correct. 10 A Sure. Ihavea--I'mon --1have a
11 Q Okay. How many hours to date have you worked 11 retainer with Cornerstone that is negotiated every
12 on this? 12 two weeks.
13 A | would guess somewhere -- 150 to 200 hours. 13 Q Okay. And how does it work currently?
14 Q Okay. And have you submitted bills to date? 14 A The current retainer was negotiated a year
15 A Ihave. 15 and a half ago, and it expires in December of this
16 Q Andyou've been paid? 16 year, | think.
17 A I think there's some outstanding invoices, 17 Q Okay. And pursuant to that retainer
18 but I've been paid on some of the invoices. 18 agreement, are you paid directly or indirectly for
19 Q And you note that you were assisted in this 19 the amount of business that you bring to
20 matter by staff of Cornerstone; is that right? 20 Cornerstone?
21 A Yes. 21 A No. It'sasetsum.
22  Q Who at Cornerstone have you worked with? 22 Q Asetsum?
23 A My primary contact was Kristin Feitzinger and 23 A Yes.
24 Katie Galley. | also worked with -- on this case -- 24 Q Okay. How much is that?
25 Nick Yavorsky and James Lee. 25 A It's payable quarterly. It's 1.2 million a
Page 43 Page 44
1 vyear. 1 your -- in one of the notes below, but when you use
2 Q Okay. And that's not just related to this 2 the phrase "Observation Window," you mean the period
3 engagement, but for all your engagements for 3 from November 15th, 2001 to October 11th, 2002,
4 Cornerstone? 4 correct?
5 A It's notlinked to any particular 5 A Yes.
6 arrangement. It's negotiated in advance, andisnot | 6 Q Okay. And so if we use that word today -- or
7 contingent on any work that | do for -- in 7 those words, "Observation Window," we'll have that
8 conjunction with Cornerstone. 8 in mind.
9 Q Okay. Okay. I'd ask you to turn to 9 A Okay.
10 paragraph 7 of your report, if you would. And 10 Q Okay. And in that sentence you say the
11 that's a section entitled "Background and 11 "model effectively attributes." Why'd you use the
12 Assignment"; is that correct? 12 word "effectively"? What did you mean by that?
13 A Yes. 13 A |Ithink the -- "effectively" means that
14  Q Allright. And -- I guess it's the last 14 the -- the residual price decline that he is
15 sentence in that paragraph; you're talking about 15 attributing to what he refers to as "leakage” is
16 Professor Fischel's leakage model, and you say (as | 16 related to the residual price declines calculated
17 read): 17 from his regression model, with certain
18 "This model effectively attributes 18 maodifications.
19 the entirety of Household's residual 19 And -- so using "effectively attributes" was
20 price change during the 20 to highlight the fact that he's really not using his
21 Observation Window to fraud-related 21 regression model, per se, but he is using a
22 information." 22 regression model that he's adjusted in certain ways.
23 Do you see that? 23 Q Okay. Tell me your understanding of the
24 A Yes. 24 adjustments.
25 Q And --first, | think you describe it in 25 A He makes, I think, two primary adjustments.
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1 One is to ignore the effect of the constant term in 1 information” related to the allegations regarding
2 the -- in the regression and to replace that with 2 certain practices with respect to accounting
3 the risk-free rate -- a measure of the risk-free 3 restatement, alleged predatory lending, and account
4 rate. And second, he employs a cap on the residual 4 re-aging. And | note he doesn't tie it to the 17
5 decline. 5 actionable statements found by the jury. But that's
6 Q Okay. And so that's what you meant by 6 my understanding as to what he means by
7 "modifications" in your answer? 7 “fraud-related information."
8 A Yes, that's what | had in mind. 8 Q Okay. And can you tell me -- what is your
9 Q Okay. And the very last words in that 9 understanding of the predatory lending conduct in
10 paragraph 7 are "fraud-related information." Do you 10 Household?
11 see that? 11 A I'mnot sure | understand what you mean.
12 A Where are you? 12 Q What was the conduct that was deemed to be
13 Q Right at the very -- last three words in 13 predatory lending in Household?
14 paragraph 7 of your report. 14 MR. FARINA: Objection; form. Deemed by who
15 A Yes. 15 [sic]?
16 Q Itsays "fraud-related information." Do you 16 THE WITNESS: As | understood it, the
17 see that? 17 predatory lending categories in the -- that the
18 A Yes. 18 jury -- associated with the jury findings had to do
19 Q Okay. Can you give me your definition of 19 with, as | understand it, allegations of a failure
20 what's "fraud-related information," as you 20 to disclose certain -- what would be characterized
21 understand it. 21 as -- or what were referred to in the complaint as
22 A Ashe'susingit, it -- he's attributing all 22 "predatory practices."
23 of the residual price decline as inflation that is 23 BY MR. DOWD:
24 coming out of the stock as a result of what he 24 Q Okay. Can you give me some examples of that.
25 alleges to be the "leakage of fraud-related 25 A Well -- what might be considered predatory
Page 47 Page 48
1 practices? 1 A Yeah.
2 Q In--inthis case, yes. 2 Q And there's a section that says "two-plus
3 A Imean, | think that's the -- that is 3 delinquency re-aging."
4 somewhat ambiguous. 4 A Yeah. Do you have a copy | can look at?
5 We've talked about some of the practices that 5 Q Yeah. Sure.
6 various parties have alleged were -- may be 6 (Exhibit 3 was marked for identification by
7 predatory in nature, such as the effective rate 7  the court reporter and is attached hereto.)
8 issue that we talked about, the insurance packing 8 MR. FARINA: 3.
9 issue, issues regarding allegations regarding loan 9 BY MR. DOWD:
10 renewals, and the disclosure of point-based rate 10 Q Sir, you have in front of you what's been
11 reductions. 11 marked as James Exhibit 3. And that's the Verdict
12 Q Okay. Anything else that you recall? 12 Form you referenced, correct?
13 A That's what comes to mind as | sit here. 13 A Yes.
14 Q Okay. You mentioned re-aging, | believe, in 14 Q Okay. And do you see -- for example, just on
15 one of your answers. And do you have an 15 the first page there -- there's a section -- or a
16 understanding of the conduct in this case that 16 category that says "2+ Delinquency/Re-Aging"? Do
17 related to the two-plus delinquency re-aging, sort 17 you see that?
18 of, notation on the verdict form? 18 A Yes.
19 MR. FARINA: Objection; form. 19 Q Okay. And what I'm asking you is what was
20 THE WITNESS: I'm not sure | understand 20 your -- what is your understanding of the conduct in
21 vyour -- 21 the case that would fall within the "2+
22 BY MR. DOWD: 22 Delinquency/Re-Aging" category?
23 Q Sure. Yeah. | mean, you said that you 23 A Imean, as a very general matter, the
24 reviewed the verdict form, and you mentioned it in 24 question is whether the disclosures were adequate
25 your answer. 25 with respect to their policy of re-aging 60-day-plus
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1 A Again, | wasn't asked to undertake that 1 you mean information with respect to CapOne?
2 analysis. | -- as | understand it, that is what 2 A Thatis impacting investors' perceptions of
3 Professor Ferrell was engaged to do. 3 the future profitability of Household.
4 Q Okay. Have you talked to Professor Ferrell 4  Q And when you use the phrase "non-fraud-
5 about his work in connection with this case? 5 related information," what do you mean by that?
6 A |have not. 6 A Generally information such as -- | --
7 Q Okay. Have you talked to Professor Cornell 7 developments in credit markets that have a
8 about his work in connection with this case? 8 disproportionate impact on Household; you know,
9 A No. 9 developments in the regulatory and legislative area
10 Q You used the word "confounding" with respect 10 that may have a disproportionate impact on Household
11 to non-fraud-related information. Do you recall 11 and may affect its business going forward, but are
12 that? 12 not developments that Household could have disclosed
13 A Yes. 13 at an earlier date simply because those actions
14 Q What do you mean when you say "confounding"? 14 hadn't been taken. Those are examples that come to
15 A Well, you have, on a particular day, what may 15 mind.
16 be -- what, say, Professor Fischel attributes to -- 16 Q Okay. When you say a "disproportionate
17 identifies as "fraud-related," versus information 17 impact on Household," disproportionate to what?
18 thatis -- is clearly not fraud-related, such as the 18 What do you mean by that?
19 impact of, say, CapitalOne write-down, and, you 19 A Well, I think it's in the context of -- for
20 know, analysts identifying that write-down as 20 example, the kind of comparators that
21 having -- and -- identifying Household's stock price 21 Professor Fischel is employing, like the S&P 500 or
22 declining in sympathy of that write-down on that 22 the S&P Financials. So you've got a -- in the
23 particular day. So that would be an example of what 23 S&P Financials, a broad-based index that covers a
24 1 would consider confounding information. 24 range of financial institutions, heavily weighted
25 Q Okay. So in other words, in your example, 25 towards commercial banks, and many of those
Page 63 Page 64
1 institutions are not engaged in a certain type of 1 A |think that you do need to understand what
2 lending activity that provides a unique exposure to 2 the nature of the misstatement is in order to
3 both economic developments, as well as credit market 3 determine the extent to which it's fraud-related.
4 developments, as well as regulatory developments, as 4 That -- and | think -- one of my observations is
5 well as firm-specific factors, such as investors' 5 that there is certainly considerable ambiguity in --
6 perception of the similarity of, say, a CapitalOne 6 in Professor Fischel's characterization of things as
7 or a Metris business model to that of Household's. 7 being "fraud-related" versus "non-fraud-related."
8 Q Okay. And in your view, what is 8 So any -- for example, anything pertaining to the --
9 fraud-related information, then? 9 Household's lending practices, he appears to
10 A Well, I think that fraud-related information 10 attribute to a fraud-related factor.
11 would be -- in the context of this case -- what -- 11  Q Right. I'm not asking about what Fischel
12 as | understand the findings of the jury with 12 thinks. | just want to know what you think. |
13 respect to certain alleged misstatements. 13 mean, what do you consider to be fraud-related?
14 Q Can you explain that to me. 14 A Well, | think | have to analyze that in the
15 A Well, I think there were 17 findings by the 15 context of the -- the characterization and the --
16 jury regarding certain statements that were made 16 and the identification that Professor Fischel has
17 that the jury found to be a misstatement as it 17 done. And -- because what I'm commenting on and
18 pertains to predatory lending, two-plus 18 what I'm trying to determine is to -- the extent to
19 delinquency/re-aging, or restatement. 19 which certain factors that he has identified as what
20 Q Okay. Butl guess what -- what | don't 20 he calls "fraud-related," are there other factors
21 understand about your answer is -- take a statement 21 that are non-fraud-related, such as I've talked
22 like, you know, "We don't engage in predatory 22 about regulatory and legislative developments with
23 lending." What -- don't you have to understand the 23 respect to both lending practices as well as capital
24 underlying predatory lending conduct to understand 24 requirements at various institutions, in terms of
25 what's fraud-related? 25 credit spreads that are driven by macro as well as
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industry-specific factors such as finance companies'

reliance on commercial paper; and factors unrelated
to the fraud such as, for example, Household's need
to refinance a considerable amount of its debt in
the 2002 to 2003 time period because of the maturity
structure of its debt, given a time in which
spreads, across the board, were increasing, and
access to certain types of funding, such as the
commercial paper market, were being restricted, not
just for Household, but for other firms in the
marketplace.

Q Allright. I mean, | understand what
you're -- you're saying when you talk about
"non-fraud-related" --

A Okay.

Q -- but, you know, non-fraud-related is, sort
of, the converse of something.

A Right.

Q And -- I assume it's the converse of "fraud-
related." And that's what I'm trying to get at
is -- putting aside Fischel -- don't care what he
thinks -- what do you think is fraud-related?

A Well, I think that -- as | understand what
fraud-related is would be whatever pertains --
disclosures pertain to the findings of the jury
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regarding certain misstatements which, as |

understand it, was the finding as it pertains to
what we've been referring to as the "alleged fraud."

Q Okay. That's where you lose me; like, in
other words, if one of the false statements is "we
don't engage in predatory lending" --

A Right.

Q --right? I mean, | assume you agree with me
that that means the jury believes that Household did
engage in predatory lending, if they found that
false for that reason, correct?

A That's correct.

Q Okay. So what is the fraud-related aspect of
predatory lending?

A Well, I would think, in terms of trying to
identify a stock price response as to -- for
purposes of determining whether the inflation comes
out of the stock on a particular day, it would be is
there new material information coming to the market
regarding the issue pertaining to predatory lending.
Okay? And it would have to be new information. It
would have to be related to information that
corrects a misstatement that is identified by the
jury, if it be, for example, "We don't engage in
predatory lending."”
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Q Soin other words, say, for example, we

talked about the Washington DFI report.

A Right.

Q That clearly suggests that Household engaged
in predatory practices, correct?

MR. FARINA: Objection; form.

THE WITNESS: The DFI -- as | understand the
report -- found -- objected to certain practices,
principally disclosure-related activities of
Household, as it pertains to the effective rate,
insurance packing, and that type of thing.

BY MR. DOWD:

Q Okay. So if that -- if information with
respect to that report got into the market --

A Right.

Q -- would you consider that to be
fraud-related information?

A Well, you're using -- potentially. | haven't
been asked to -- to make that division, but
certainly potentially that could be fraud-related.
Whether | would consider it fraud-related on a
particular day or not, for purposes of ascribing,
say, a price movement to that information related to
the DFI report would require me to make sure that,
first, it was new information regarding the DFI
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report as opposed to simply an analyst reiterating

or commenting on a piece of information that was in
the market at a previous point in time, and to try

to determine the extent to which that there was any
other information being disclosed on a particular
day that would be, arguably, not related to
allegations regarding predatory pricing -- or
predatory lending.

Q Okay. And what steps or analysis would you
undertake to determine whether something was "new
information," as you used the phrase?

A Well, | would -- | would look to, you know,
what the nature of the disclosure was. For example,
as | mentioned, if an analyst is reiterating or
commenting on a piece of information that was
previously disclosed, | don't think | would
characterize that as new value-relevant information
because it's already in the mix of information.

Q Okay. What if the information came out and
the analyst provided his own independent analysis
and discussed its impact, would that potentially be
new information?

A 1think that -- | would have to look at the
nature of that. | would generally think that -- now
you're getting into an area where -- you know, is it
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1 methodology that is widely employed in academic 1 that--
2 research on the behavior of securities prices? 2 BY MR. DOWD:
3 A I'dneed to know more. The question is -- 3 Q Okay.
4 you know, | certainly think that if you're doing 4 A --which requires an evaluation of what the
5 a-- or -- aregression analysis -- | think 5 inputs into the model are, as well as how the output
6 regression analysis is one tool that statisticians 6 of the model is being interpreted.
7 use to conduct scientific inquiry. There are other 7 Q Okay. Butyou agree that that's the goal of
8 tools, such as comparing treatment groups to control 8 an event study analysis?
9 groups, using a matching technique. 9 A |--Ithink that's a goal of the event study
10 The hesitancy | have is you're -- the -- how 10 analysis, yes. Whether that goal is achieved or not
11 you -- whether it meets the scientific criteria or 11 really requires an inquiry into the specific facts
12 not really depends on how the experiment has been |12 and circumstances of its use.
13 set up so that, in fact, it is objective as opposed 13 Q Now, once you objectively quantify the normal
14 to a potentially subjective parsing of information 14 level of company-specific price movements through
15 on a particular day to ascribe price movements to 15 this event study, can those normal level of company-
16 one piece of information as opposed to another. 16 specific price movements be used to determine
17 Q Okay. Do you agree that the goal of an event 17 whether price movements on specific days, after
18 study analysis is to remove broad economic and 18 adjusting for market and industry effects, are
19 industry effects from daily price movements and 19 abnormal or statistically significant?
20 develop a model to quantify the normal level of 20 MR. FARINA: Objection; form. I'm going to
21 company-specific price movements? 21 apologize. I'm going to ask you to read that again.
22 MR. FARINA: Objection; form. 22 There was a lot in there.
23 THE WITNESS: | think that's the objective. 23 MR. DOWD: Okay.
24 The question is whether, as the event study 24  Q Let's assume that we've objectively
25 methodology is employed, you're successful at doing |25 quantified the normal level of company-specific

Page 75 Page 76
1 price movements. All right? Okay? 1 appropriately accounting for normal price movements.
2 A Okay. 2 Q Didyou perform an event study in this case?
3  Q And -- would you agree that this normal level 3 A ldid not.
4 of company-specific price movements can then be used 4 Q Okay. Why not?
5 to determine whether price movements on specific 5 A For acouple of reasons. Firstis the issue
6 days, after adjusting for market and industry 6 | was addressing was an issue that -- it -- was
7 effects, are abnormal or statistically significant? 7 specifically the leakage model that
8 A ltreally depends upon whether other criteria 8 Professor Fischel is proposing. That's not a model
9 are met or not. 9 that's based on an event study methodology --
10 Q Okay. What are those other -- 10 number 1.
11 A Let me give you an example is that -- what 11 Number 2 is to account for the control group,
12 you're trying to do with an event study is come up 12 1 used an approach of matching Household to -- which
13 with, sort of, a benchmark or a control. And the 13 is what -- | would, in scientific terms -- be -- is
14 question is is that benchmark or control, if it's 14 "subject to the treatment" -- the alleged -- the
15 estimated, say, over some period of time, say, prior 15 allegation that a -- fraud-related news is leaking
16 to the event -- is that benchmark or control -- do 16 into the market -- to a control group, which is
17 you have reason to believe that it would be 17 other firms in the industry that Household -- with
18 applicable for purposes of measuring normal price 18 the same business focus, and to compare the two
19 movement during the period in which you're 19 aggregate returns.
20 investigating the company stock price change. 20 Number 3 is, as | understood my assignment,
21 So -- and obviously the -- the more distant 21 that Professor Ferrell would be addressing specific
22 the control period is from the time in which you're 22 issues as it pertains to Dr. Professor Fischel's
23 using that control period as a benchmark to evaluate 23 event study methodology and his -- what I'll call
24 normal and abnormal returns, the greater the 24 "two-factor market model" that he's adjusting for
25 likelihood that you're -- that you're not 25 purposes of measuring abnormal returns on various
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days.
BY MR. DOWD:
Q You mentioned Professor Ferrell's activities
in connection with the case, correct?

A Yes.

Q Do you rely on any of Professor Ferrell's

analysis in rendering your opinion?

A | certainly considered it. And | think
it's -- his analysis is consistent with mine. But
in terms of would my report -- could my report be
used on a standalone basis? Yes. There's nothing
in my report that | perceive as being dependent upon
a particular conclusion or opinion that
Professor Ferrell is rendering.

Q Okay. Did you consider anything that
Dr. Bajaj testified to or wrote in his reports?

A No.

Q Why'd you read his testimony?

A | think that | was reading his testimony for
context, you know, when | was first retained.
There's a previous trial, and | was trying to
understand what the -- the issues were in the case.

Q Do you know Dr. Bajaj?

A | don't know him personally, no.

Q Okay. Have you ever worked with him on a
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case?

A No. When you get to a convenient stop, | --
| drink a lot of water.

Q Allright. Sure. It's a little early, but

go ahead. Go ahead.
A lcango--

Q No. No. It'sfine. Go ahead.

THE VIDEOGRAPHER: Going off the record at
10:59 a.m.

(Recess.)

THE VIDEOGRAPHER: Going back on the record
at11:09 a.m.

BY MR. DOWD:

Q Ready to go?

A Yeah.

Q Dr. James, do you agree that to derive a
relationship that explains a company's stock price
movements based on broad economic and industry-
specific factors, typically event studies use a
regression model?

MR. FARINA: Objection to form.

THE WITNESS: Are you asking me whether
regression -- that event studies typically use
regression models to -- | think typically, although
not always, a regression model is employed in the
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context of calculating the abnormal returns

associated with -- that's one input into an event
study -- yeah, | think that's right --
BY MR. DOWD:

Q Okay.

A -- but not exclusively.

Q Okay. And did you undertake any regression
analysis or use a regression model in this case?

A No. Because, again, as | indicated, | used
an alternative scientific approach, number 1; and
number 2 is | was really focusing on a part of the
analysis that Professor Fischel had conducted, which
is not based on a regression type of analysis.

Q Okay. How would you describe your
alternative scientific approach?

A I'd say it's very much in the spirit of a
propensity score matching technique where you really
look at the difference between the performance of a
treatment group, where here the treated group is --
is Household -- and a control group, which is firms
with the same business focus -- financial firms with
the same business focus as -- as Household, who
would be impacted in a similar way to developments
that were occurring in the economy and in the
segment of the business that was associated with the
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Household business model.

Q In performing an event study analysis, do
economists -- to estimate the reaction of a
company's stock price, do economists at times have
to choose a peer group?

MR. FARINA: Objection; form.

THE WITNESS: It depends on what the -- what
the nature of -- the question you're investigating.
BY MR. DOWD:

Q Okay. If you're looking at loss causation
and damages and you're performing an event study,
have you ever looked at peer groups?

A Oh, sure.

Q Okay.

A Um -- yeah, | have.

Q Isthat fairly typical to do that?

A It depends on what the nature of the question
is. | mean, what's typically done is to look at a
specific date or a set of dates that have been
identified, and then look at the extent to which
there's abnormal returns on those particular dates.

You know, once you get into a situation in
which you're aggregating returns over a long period
of time and then -- there are significant problems
associated with relying on, say, abnormal returns

Page 77..80

www.aptusCR.com



volgAeej 1:02-cv-05893 Document #: 2130-9 Filed: 03/30/16 Page L1, 9t 30 29e R 847 Plan
Christopher James

vs. Household International, Inc.

Page 81 Page 82
1 generated from market model estimations, and as a 1 A Sure. |--Itryto--1maydo that. It
2 result, you -- as -- you may employ some alternative 2 would depend on, you know, the extent to which | --
3 methodology. 3 | thought the peer group, based on my understanding
4  Q Okay. Inthe past when -- when you've 4 of the industry, was likely to capture important
5 testified about causation and damages and you've 5 developments that would be impacting the firm that |
6 used an event study and a regression model -- 6 was -- was evaluating.
7 A Right. 7 Typically in an event study, where you're
8 Q --have you looked at peer groups? 8 focusing on one day or -- you've isolated specific
9 A |Icertainly have. | don't recall ever 9 disclosures on a given set of days, the results are
10 testifying in a loss causation or damages context in 10 not terribly sensitive to the -- the comparative
11 response to the -- an expert claiming that over an 11 groups that -- that you utilize.
12 extended period of time it's appropriate to 12 When you're in a situation in which you are
13 aggregate a modified output of -- for residuals. | 13 departing from that, sort of, traditional approach,
14 just haven't encountered that. 14 and looking over an extended period of time, | think
15 Q Okay. I'mjust asking about -- 15 it -- then it's really important that you carefully
16 A No. lunderstand. 16 consider whether the comparables that may be
17 Q --whatyou've done in the past. 17 reported in a proxy statement, for purposes of
18 A Yeah. 18 compensation or general industry trend, are
19 Q So -- just so we're on the same page. 19 appropriate for purposes of capturing what might be
20 In performing loss causation and damages 20 specific to a particular firm that is -- that you're
21 analysis during your career, in connection with 21 trying to isolate and separate from disclosures that
22 expert witness testimony -- 22 pertain to an alleged misstatement.
23 A Sure. 23 Q Okay. Butyou agree with me that in your
24  Q --have you ever used the peer group in a 24 career as a consultant -- or expert on loss
25 company's proxy statement to do your analysis? 25 causation and damages, you've certainly used a peer
Page 83 Page 84
1 group in a company's proxy statement for your -- 1 case are important to your analysis --
2 purposes of your analysis? 2 A lthink --
3 A Sure. And I've -- and sometimes I've not 3 Q --inselecting a peer group?
4 used the -- the peer group that's in the proxy 4 A |--1think so. Particularly, you know, if
5 statement because of the specific issue that I'm 5 you're -- if you're -- | think that if you have a
6 trying to address in my -- in my report. 6 situation in which you -- you have as -- like in the
7 So for example, as | recall in the Oracle 7 Oracle case -- or | think in this case, where you
8 case, there was an allegation regarding certain 8 have a firm that has a distinct business focus, and
9 misstatements that Oracle made concerning its Suite | 9 there's allegations pertaining to that distinct
10 software, while there are certain firms within the 10 business focus, as well as other events going on in
11 industry that focus on Suite software. And thus | 11 the marketplace that are likely to be impacting
12 looked at the extent to which those firms were 12 firms with that similar business focus, that -- |
13 reacting in a similar fashion to Oracle on days in 13 think it's important to make sure that you've
14 which Oracle was making statements regarding Suite | 14 adequately controlled for -- through selection of a
15 software. 15 peer group that is going to be similarly impacted.
16 So it really depends on what the nature of 16 Q Okay. | appreciate your Oracle example as a
17 the -- the exercise is and whether, based on a 17 situation where you didn't use the peer group listed
18 familiarity with the industry, you're confident that 18 in a company's proxy statement.
19 you're capturing, with the firms in the proxy 19 Can you tell me some cases where you did use
20 statement, firm-related -- or industry-related 20 the peer group listed in a company's proxy
21 developments as opposed to -- and -- and oftentimes |21 statement.
22 I've had to employ a narrow -- narrower definition 22 A l--aslsithere, | --1--1--1can't
23 of industries because of the facts and 23 recall. | know that | have and I've -- | know that
24 circumstances. 24 | have used other indices where | felt it
25 Q Okay. So the facts and circumstances in the 25 appropriate.

Page 81..84

www.aptusCR.com



volgAeej 1:02-cv-05893 Document #: 2130-9 Filed: 03/30/16 Page 12,9t 30298 R84 L75h Plan
Christopher James

vs. Household International, Inc.

Page 85

Page 86
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statement, correct?
A | think I've answered the question. And |

1 Q Okay. How many times would you say you've 1 that you're analyz- -- whether -- where -- if you

2 used a peer group set forth in a company's proxy 2 have a firm within an industry that is focused on a

3 statement? 3 particular segment of the market.

4 A |think I've used it on a number of 4 Q Okay. You said that on a number of occasions

5 occasions. | really think that before | would 5 you've used the peer group set forth in the proxy

6 use -- and my recollection of using a peer group in 6 statement. Can you tell me how many times you've

7 a proxy statement is whether | think the peer group 7 done that.

8 s -- is going to be capturing the important 8 A lcan't. | mean, my typical approach would

9 developments within a particular industry or a 9 be to carefully analyze the extent to which the

10 particular business focus. That -- | think that's 10 firms that I'm using as peers are going to be

11 particularly important when you have firms where 11 similarly impacted by the same non-fraud-related --

12 they're part of a broad-based index, such as the 12 or non -- non-alleged-fraud-related factors that I'm

13 S&P 500 or the S&P Financials, where, as | 13 trying to control for in the firm that I'm studying.

14 understand it, there may be regulatory requirements |14 Q Okay. But you can't tell me how many times

15 asto the -- you know, benchmarking their 15 you've done that?

16 performance relative to a particular index and -- 16 A Ithink the majority of the time | don't use

17 then you have to ask whether are you really 17 a proxy-statement based -- that it's really looking

18 capturing and are you really controlling for 18 at the specific segment of the firm's industry.

19 important firm-specific factors that are -- that 19 Q Okay. Butyou can't tell me how many times?

20 are -- factors that are impacting the firm that 20 A No. | would say generally -- you know, the

21 is -- that are not being -- you want to make sure 21 broader the index that's in the proxy, the more

22 that you're capturing, with the industry peer, okay, 22 likely I would be to look at spec- -- firms with --

23 developments that are occurring within the industry 23 do the research to identify firms with a similar

24 that might have an impact on a particular segment of |24 business focus.

25 the industry, if that's, in fact, where the firm 25 Q Okay. Have you ever chosen a peer group
Page 87 Page 88

1 based on the fact that the company discusses peers 1 basically said it really depends on whether the --

2 inits 10-K? 2 the firms -- that | have reason to believe that the

3 A Yes. 3 firms that are stated -- that are described in the

4 Q Okay. How many times have you done that? 4 proxy statement are firms that are going -- based

5 A Again, | --1don't know. | mean, | -- 1 can 5 on -- that -- are going to be subject to the same

6 say that, you know, on each occasion, to the extent 6 economic factors to the same extent as the firm that

7 that I'm using a -- peers in the proxy to 7 I'm studying, so that I'm able to capture important

8 competitors identified in the 10-K versus 8 industry factors that may impact the firm in

9 identify -- competitors identified through analyst 9 question.

10 reports or competitors identified through a 10 Q Okay. Yeah. My question's more basic than

11 combination of analyst reports as well as looking 11 that. Ijust wantto ask you: So on a number of

12 carefully at the line of business that the 12 occasions in selecting a peer group, you've selected

13 comparable firms are in, | -- | think it -- | can't 13 the firms listed in a proxy statement, correct?

14 quantify the number of times, but | think my 14 A Yes. Butl just want to make sure that it --

15 approach is similar in the sense that | have to ask 15 the record is clear that it's -- it's not so much

16 whether the peers identified from another source -- 16 that | would use the proxy statement and say "Well,

17 be it the company or analyst reports, for purposes 17 because it's in the proxy statement,” okay, "I'l

18 of, you know, evaluating general performance or 18 use it as a peer group"”; rather | would investigate

19 compensation -- are appropriate in the circumstances |19 the extent to which, as an economist -- particularly

20 in which I'm investigating a firm's performance. 20 if it's an industry that I'm very familiar with,

21 Q Okay. Soyou'd say that on a number of 21 like financial institutions -- do | have reason to

22 occasions for selecting a peer group, you've used 22 believe that that set of peers that are described in

23 the companies listed in the company's proxy 23 the proxy statement or described in the 10-K are --

24
25

are firms that, during the period that I'm
analyzing, are going to be subject to the same
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1 non-fraud-related factors as the firm that I'm 1 A lthinkthat'sit.
2 studying. Okay? 2 Q Okay. I'd ask you to turn to paragraph 11 of
3 So, you know, | think that -- that's the -- 3 your report.
4 the first step in the analysis as to whether | would 4 A Well, I should -- you were just asking
5 use a peer in the proxy statement or peers in 5 questions regarding -- in terms of expert work that
6 analyst reports or peers appearing on a 10-K. 6 I've done, right, not --
7 Q Okay. So on other occasions you've used 7 Q Yes.
8 peers in the 10-K; is that correct? 8 A --interms of academic work?
9 A Again, as | just described, following that 9 Okay.
10 same procedure. 10 Q Yes. Okay?
11 Q Okay. And then based on your answer, on some 11 A Uh-huh.
12 occasions you've used peers set forth in an 12 Q Are we back on the same page? | just asked
13 analyst's report? 13 you to turn to paragraph 11 of your report. It's on
14 A Yes. Again, following the same procedure as 14 page 4.
15 I've identified. 15 A Okay.
16 Q Okay. Are there any other ways you've 16 Q Do you have that in front of you?
17 selected peer groups besides proxy statements, 17 A Yes.
18 10-Ks, or analyst reports? 18 Q And that section's entitled "Summary of
19 A You know, to the extent that -- I've 19 Opinions," right?
20 utilized, on some occasions, certain indices that, 20 A Yes.
21 say, may be provided by Bloomberg, to the extent 21  Q And then you, sort of, have a) through e) on
22 that, say, there's a -- a narrow -- narrower 22 page 5 of your report that, sort of, walks through
23 industry segment that | think it's important to 23 those opinions; is that right?
24 control for. 24 A Sum- -- summarizes those opinions, yes.
25 Q Anything else? 25 Q Okay. Inthat first entry -- | guess it

Page 91 Page 92
1 would be paragraph 11a) -- you discuss the breakdown 1 A Sothere are various definitions of what a
2 of Household's managed receivables; is that right? 2 subprime customer is. For example, sometimes people
3 A Yes. 3 will look at a FICO score and say, "Well, 660 or 620
4 Q Okay. One of the segments, | guess, that you 4 is a subprime credit" relative to a 715 FICO.
5 mention there is "bank card"; is that right? 5 The -- you know, there's other criteria, such
6 A Yes. 6 as, you know, debt-to-income ratio, frequency of
7 Q Andyou say that was 17 percent of 7 delinquencies within the last year -- typically it's
8 Household's managed receivables at that time; is 8 two -- debt-to-income ratio for the borrower, if
9 thatright? 9 it's over 50 percent; whether there's been a
10 A Yes. 10 bankruptcy in the last five years. So there's a
11 Q Okay. And so, in other words -- just so | 11 combination of indicators that one looks to.
12 understand -- so if Household had 100 billion in 12 You know, | concluded, from both looking at
13 managed receivables, the bank card was about 13 the analyst reports, as well as the Household
14 17 billion, right? 14 description of its -- of its customer focus, that
15 A Yes. 15 they were principally in a -- what | would refer to
16 Q Okay. Do you know what percentage of 16 as "largely subprime," which would include, you
17 Household's bank card receivables, say, in 2001-2002 17 know, what | would think of as clearly a subprime,
18 were related to subprime customers? 18 with a 620 or a 660, and those characteristics, as
19 A |think they were principally non-prime 19 well as what I'd say "non-prime," which is someone
20 related, and -- you know, in terms of their, you 20 with a blemished credit record but they may have,
21 know, GM card, their union affiliation cards, and 21 you know, a 680 FICO score with one delinquency and,
22 the like, | think those were primarily non-prime 22 say, a relatively high debt-to-income ratio.
23 focused products. 23 Q Now, are you just talking about their bank
24  Q When you say "non-prime," what do you mean by 24 card customers, or are you now talking about their
25 that? 25 customers generally?
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1 MR. FARINA: | think you misspoke. You said 1 private label is superprime or prime?
2 2010. It's 2001. 2 A No.
3 THE WITNESS: | apologize. 2001. 3 (Exhibit 6 was marked for identification by
4 BY MR. DOWD: 4 the court reporter and is attached hereto.)
5 Q What percentage of the private label, 5 BY MR. DOWD:
6 14 percent of managed receivables in your 6 Q Sir, I've placed in front of you what's been
7 paragraph 11a) was prime versus subprime? 7 marked as James Exhibit 6.
8 A I'd have to go back and look. The -- you 8 And for the record, that's a 13-page exhibit.
9 know, based on my experience, it typically is going 9 It's entitled "Q2 2002 Household International
10 to be more of a non-prime-related customer because, |10 Earnings Conference Call - Final." Do you see that?
11 you know, the prime customers are going to be using |11 A Yes.
12 primarily cards that are linked to their bank 12 Q Okay. Andit's dated July 17, 2002, correct?
13 accounts, so you're going to be in the MasterCard, 13 A Yes.
14 Visa, or AmEX space. 14  Q Have you seen this document before?
15 Q And -- but you can't tell me what percentage 15 A |believe | have, yes.
16 of the private label was prime versus subprime, at 16 Q Okay. That's a transcript of Household's
17 Household? 17 Q2 2002 earnings call, right?
18 A No, other than the description both by 18 A Yes.
19 analysts, Household, and -- you know, looking at 19 Q Okay. And this would have been a conference
20 their -- the performance of their overall consumer 20 call that -- both Mr. Aldinger and Mr. Schoenholz
21 receivables, that led me to the conclusion that -- 21 made comments during the course of that earnings
22 that their principal, although not exclusive, 22 conference call, correct?
23 business focus was on the non-prime/subprime-related | 23 A Yes.
24 aspect -- segment of the market. 24  Q Okay. And there's a section on page 2, about
25 Q Butyou don't know what percentage of that 25 halfway down the page. It says, "David Schoenholz,
Page 111 Page 112
1 CFO, Household International,” and it starts out 1 Q And]Iassume that Mr. Schoenholz meant
2 '"Thanks, Bill." Do you see that? 2 1.1 billion a year ago, but be that as it may.
3 A Yes. 3 He says "...that's less than 1% of our total
4  Q And turning to the next page, Mr. Schoenholz 4 portfolio."
5 is still talking; is that right? 5 Do you have an understanding of -- of what
6 A Yes. 6 Household was telling the markets that day about the
7 Q Okay. And probably the fifth full paragraph 7 percentage of subprime in their Visa/MasterCard
8 onthat -- on that page, starts "Visa/MasterCard." 8 portfolio?
9 Do you see that? 9 MR. FARINA: Objection; form.
10 A Yeah. 10 THE WITNESS: I'm sorry. | don't -- I'm not
11  Q Okay. And Mr. Schoenholz told the markets 11 sure --
12 that day that "Visa/MasterCard product grew by about 12 BY MR. DOWD:
13 10 percent annualized rate in the quarter." Do you 13 Q Yeah. What was your understanding of what he
14 see that? 14 was telling the markets?
15 A Yeah. 15 A Other than what's here? That he's apparently
16 Q Then he goes on to state (as read): 16 looking at 1.3 billion in the Visa/MasterCard
17 "We're cautious about the whole 17 portfolio relative to his entire managed portfolio,
18 subprime area. Our portfolio 18 which is about a hundred billion at this point in
19 subprime Visa/MasterCard is about 19 time, | think.
20 1.3 billion. That compares to about 20 Q Okay. Was that 1.3 billion in your
21 1.1 million a year ago. To put it 21 17 percent bank card section?
22 in perspective, that's less than 1% 22 A Yeah.
23 of our total portfolio." 23 Q Okay.
24 Do you see that? 24 A Soitwould be -- 17 percent of managed
25 A Yes. 25 receivables -- so 17 -- so maybe around 1 --
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1 10 percent is -- is subprime. 1 MR. FARINA: Objection; form.

2 Q Okay. 2 THE WITNESS: Of their overall receivable

3 A Now -- you know, he's not providing the 3 portfolio, the -- Visa/MasterCard's around

4 detail as to what's the non-prime-related aspects of 4 17 percent of the overall portfolio, and he's saying

5 the portfolio. 5 1.3 billion of that, which is apparently 1 percent

6 Q Asopposed to subprime? 6 of the total receivables portfolio.

7 A Yeah. 7 BY MR. DOWD:

8 Q Okay. You've looked at the evidence in this 8 Q Okay. And did you consider that in rendering

9 case. You know Mr. Schoenholz was often pretty 9 your opinion in this case?

10 hesitant about disclosing details, right? 10 A Idid.

11 MR. FARINA: Objection; form. 11 Q Okay.

12 THE WITNESS: Yeah, | don't know one way or 12 (Exhibit 7 was marked for identification by

13 the other. 13  the court reporter and is attached hereto.)

14 BY MR. DOWD: 14 BY MR. DOWD:

15 Q | mean, the jury found he made false 15 Q Sir, I've placed in front of you what's been

16 statements. You understand that? 16 marked as James Exhibit 7.

17 A That's my understanding, yes. 17 And for the record, that's a 5-page report.

18 Q Okay. Do you have any reason to believe that 18 And I'd ask you just to take a look at that,

19 he was making a false statement about the percentage 19 if you would.

20 of subprime in this bank card portfolio? 20 It's also marked as Exhibit 17 to the Fischel

21 A ldon't--no--1don't, no. 21 November 23rd, 2015 report.

22  Q So Mr. Schoenholz was telling the markets 22 A Okay.

23 that the subprime exposure in the bank card 23 Q Have you had a chance to take a look at that?

24 portfolio was about 1 percent of their managed 24 A Yeah. Yeah.

25 receivables, right? 25 Q Okay. Sorry. And you agree with me that
Page 115 Page 116

1 James Exhibit 7 is a Deutsche Bank Securities 1 A Yes.

2 analyst report dated July 18th, 2002, correct? 2 Q And the second sentence there says (as read):

3 A Yes. 3 "...Household's subprime exposure

4  Q Andit's entitled (as read) "Household 4 in its MasterCard/Visa portfolio is

5 International: Solid 2Q Performance- Strong Buy- 5 miniscule, totaling 1.3 billion at

6 Part1of 2." Do you see that? 6 2Q (versus 1.1 billion last year)."

7 A Yes. 7 And that's just parroting what Mr. Schoenholz

8 Q Okay. And I take it you've seen this before, 8 said; isn't that correct?

9 because it was marked as one of Fischel's exhibits. 9 A Areyou referring to what we just looked at a

10 A Yes. 10 moment ago?

11 Q Okay. I mean, I'm just sort of going on the 11 Q VYeah.

12 assumption that his -- you wrote a rebuttal to his 12 A Oh.

13 November 23rd report, so presumably you reviewed the 13  Q The transcript the day before.

14 exhibits in that report. 14 A Itappearsto, yes.

15 A Idid. 15 Q Okay. And it says "This represents less then

16 Q Okay. And so this -- this document is dated 16 1% of the total managed portfolio."

17 July 18th, 2002. That's the day after Household's 17 And again they're just repeating to the

18 Q2 earnings call that we just reviewed, right? 18 markets what Mr. Schoenholz said; is that correct?

19 A Yes. 19 A 1--they're -- they're saying something

20 Q Okay. And Deutsche Bank basically reports to 20 similar. | don't know if they're repeating what he

21 the markets on what Mr. Schoenholz said that day, 21 said. | don't know what the basis for the analyst's

22 right? 22 statement here is.

23 A I'm--I'm--if you could direct me to -- 23 Q Okay. You don't think it's based on what

24  Q Sure. If you take a look, there's a section 24 Mr. Schoenholz said the day before on their FRC --

25 "Regulatory Update." Do you see that? 25 or on their Q2 earnings call?

Page 113..116

www.aptusCR.com



volgAeej 1:02-cv-05893 Document #: 2130-9 Filed: 03/30/16 Page 18,9t 30298 R84 Plan
Christopher James

vs. Household International, Inc.

Page 117 Page 118
1 A I--1don'tknow one way or the other. It's 1 THE WITNESS: We can just break for
2 not referencing that call, so | don't know. 2 10 minutes and then come back.
3 Q Okay. And they say that it's -- "Household's 3 MR. DOWD: Okay. Do like another 40 minutes
4 subprime exposure in the MasterCard and Visa 4 orso. And if you get tired after that, or you get
5 portfolio is miniscule.” That's the word they use; 5 hungry, just yell.
6 isn't that right? 6 THE VIDEOGRAPHER: Going off the record at
7 A "They" meaning? 7 12:09 p.m.
8 Q Deutsche Bank. 8 (Recess.)
9 A Yes. 9 THE VIDEOGRAPHER: Going back on the record
10 Q Okay. Allright. | don't know how we're 10 at12:22 p.m.
11 doing ontime. | haven't checked. Sorry. 11 BY MR. DOWD:
12 MR. STOLL: Lunch is here whenever you want. 12 Q Okay. And, Dr. James, going back to your
13 MR. BROOKS: It's been about an hour since 13 report that we've marked as James Exhibit 1, and
14 the last break. 14 again back to paragraph 11, your, sort of, summary
15 MR. DOWD: Has it been? Do you want to take 15 of opinions. If you look at 11b)?
16 a break? 16 A 11b). I'msorry. Okay.
17 MR. FARINA: Do you want to break for lunch? 17 Q Okay.
18 MR. DOWD: No. No. It's up to the witness. 18 A Uh-huh.
19 | mean, it's really -- he's the one that has the -- 19 Q And I thinkin that part you summarize your
20 you know, has to do most of the thinking. 20 opinion that the S&P Financials Index is a broad
21  Q Would you rather take a break for 10 minutes 21 index that is heavily weighted towards companies
22 and go for another 45 minutes or so and then break 22 with businesses that differ substantially from
23 for lunch, or would you rather just break for lunch 23 Household's: banks, insurers, investment service
24 now? It doesn't matter to me. 24 companies, and asset managers. Do you see that?
25 MR. FARINA: It's up to you. 25 A Yes.
Page 119 Page 120
1 Q Letmejustaskyou: Did Household own banks 1 marked as James Exhibit 8. I'd ask you to take a
2 during 20017 2 look at that briefly, if you would.
3 A lIthad arelatively small bank subsidiary 3 And do you generally recognize that to be a
4 and -- | think in terms of -- and it had a -- had a 4 copy of Household's 10-K for the fiscal year ended
5 thrift operation as well. 5 December 31st, 20017
6 Q Okay. When you say "relatively small" -- 6 A Yes. Itlooks to be a printout of -- of its
7 that might have been the term you used -- what do 7 10-K, as well as, | think, the -- the exhibits to
8 you mean by that? 8 the 10-K.
9 A Ithinkin terms of, for example, in its 9 Q Okay. And I believe you testified earlier
10 deposit financing, my recollection is it was 10 but -- do you have an understanding that Household
11 somewhere around 4 percent or thereabouts -- I'm 11 subsequently restated this 10-K?
12 sorry; 9 percent, in -- in 2001, and then 1 percent 12 A This is the 200- -- for fiscal year ending
13 by the end of 2002. 13 2001? Yes, | believe they did.
14 Q Okay. And did Household do insurance 14 Q Okay. And, again, that related to, as you
15 business between 2001 and 2002? 15 understood it, the --
16 A It had a very small insurance-related 16 A The amortization of acquisition costs
17 business; mostly credit-related insurance. 17 associated with their bank card portfolio.
18 Q Okay. 18 Q Okay. I'djust ask youto goto --it's
19 A Butthose -- that was not the primary focus, 19 actually page 10 of the -K. I think here -- if you
20 either the banking business or the -- or the credit 20 look in the upper right-hand corner, there's a
21 insurance products, so -- of Household. 21 notation that says page 9 of 20. Do you see that?
22 (Exhibit 8 was marked for identification by 22 A Yes. Soyou're referring to -- just so I'm
23  the court reporter and is attached hereto.) 23 clear -- in the middle of the lower part of the
24 BY MR. DOWD: 24 page, there's a 10.
25 Q [I've placed in front of you what's been 25 Q 10, right.
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1 they generally compete with not just banks, but 1 think that we would all agree that automobile
2 insurance companies and all sorts of financial 2 manufacturers compete with other forms of
3 institutions. 3 ftransportation. But I certainly wouldn't say
4 BY MR. DOWD: 4 that -- that when analyzing -- from an economic
5 Q Right. I mean, they didn't say that they 5 perspective -- developments that might be impacting
6 competed, for example, with software companies? 6 a segment of that -- of that broader industry, |
7 A ldon'tthink they did. 7 would think it would be adequate to simply say
8 Q Okay. And -- butin 11b) of your report you 8 "Well, you know, I've got trains and planes and
9 say the S&P Financials is a broad index that is 9 cars, and therefore I've controlled for, you know,
10 heavily weighted towards companies with businesses 10 what they're saying they generally compete with."
11 that differ from -- substantially from Household's, 11 | think that, you know, if you look at
12 and you list banks, right? 12 Household's business focus, | think at one point in
13 A Right. 13 time 9 percent of its financing comes from deposits.
14  Q Butthey said they generally competed with 14 Typically banks rely primarily on deposit financing.
15 banks, correct? 15 It -- its businesses in terms of insurance were very
16 A Well, | think -- you know, as a general 16 small. In terms of asset management companies, |
17 matter, all financial institutions compete. Now, 17 don't think it had many in the way of asset
18 the question is in what specific segment of the 18 management-related exposure. And then within the
19 market are they competing? And whether, in fact, by 19 markets in which it was competing, it was -- as it
20 looking at, as Professor Fischel does, the S&P 20 said, its focus was primarily on the non-prime/
21 Financial Index, are you going to be able to isolate 21 subprime consumer market.
22 the impact of developments that are occurring within 22 Q Okay. Justso I'm clear in your example --
23 a particular segment of the market. 23 like when GM writes a 10-K, do they say they compete
24  Q Like what particular segments? 24 with airplane manufacturers?
25 A Let me give you an example. You know, | 25 A ldon'tknow. I'd have to look at that.

Page 127 Page 128
1 Q Okay. 1 and indicators such as the employment and -- and
2 A My point was really that they're talking 2 charge-off rates on consumer credits were
3 about general competition across the financial 3 increasing, and that it's generally recognized that
4 services industry, and the question is -- Fischel is 4 those sorts of economic -- that an economic downturn
5 using the S&P Financial Index to control for the 5 has a disproportionate affect on subprime loan
6 effect of macro and regulatory changes on -- on 6 customers as opposed to, say, prime-related credits.
7 Household. And it's an index that is heavily 7 Q Okay. Let me go back to how you started that
8 weighted towards what, in my opinion, would be firms 8 answer. You talked about the dating of the
9 that are in a different segment of the financial 9 recession was November 2001. What do you mean by
10 services industry, such as banks, insurance, and 10 that?
11 investment services companies, and asset managers. |11 A Sothe NBER has a protocol for dating
12 Q Okay. In paragraph 11c) of your report, you 12 recessions.
13 talk about an economic downturn affecting financial 13 Q Okay.
14 institutions with subprime customers. Do you see 14 A | believe it's two quarters of negative
15 that? 15 economic growth. And my recollection is that the --
16 A Yes. 16 the start of the recession was dated, | believe, in
17 Q Okay. What -- what are you referring to 17 the fourth quarter of 2001.
18 there when you talk about economic downturn in 18 Q The start of the recession?
19 paragraph 11c)? 19 A Yeah. | --that's my recollection.
20 A Well, I certainly think that the -- | believe 20 Q Okay. And any -- you said November 2001. Is
21 the dating of the -- the recession was November of 21 it November 2001 or some other time in the past?
22 2001. You know, the -- the -- the recessions are 22 A |don'trecall specifically the NBER dating.
23 dated retrospectively; so -- you know, | think that, 23 I'd have to go back and look.
24 from what I've reviewed, that the market was 24  Q Okay. Butyou believe that the financial
25 realizing a -- that the economy was in a downturn, 25 markets didn't realize there was a recession until
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sometime after November 15th, 2001?

A | think that the markets were coming to
realize that the economy was in a recession and
that -- the question was the extent to which the
recession would be -- how long the recession would
be and -- and what impact it would have on consumer
credit, in particular, because typically economic
downturns in the consumer -- have -- impact the
consumer sector with a lag because -- you know, at
the beginning of -- part of the recession, you may
lose your job, but continue to make payments on your
credit card or credit card debt, but as the length
of the unemployment period increases, then you see
an increase in the frequency of delinquencies and
that type of thing. And certainly charge-offs
are -- lag with respect to economic downturns as
well.

Q Okay. And you, in paragraph 11d) -- which |
think you already referred to there -- you reference
a "double-dip recession." Do you see that?

A Yes.

Q Just generally, what do you mean by
"double-dip recession"?

A So recessions are -- are defined as declines
in economic activity. And when economic activity
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begins to increase again, basically that's when the

recession ends, in terms of the dating of the
recession.

Now, the -- the thing that many people don't
understand is that -- but | think the recent
financial crisis illustrates -- is that you can have
a recession ending, because economic growth is
positive, but you certainly haven't gotten back to
the employment or disposable income levels you had
at the -- at the start of the recession. Okay? And
then a double-dip recession -- or double-dip would
be you may have one quarter of growth, or maybe two
quarters of growth, and then the economy begins to
contract again, in terms of negative economic
growth.

Q Okay. Had that happened in the U.S. prior to

20017

MR. FARINA: Objection. Ever?

MR. DOWD: Yeah. I'm just asking.

THE WITNESS: Yeah -- that's fair.

MR. DOWD: He teaches this kind of stuff.

THE WITNESS: You know, | think | -- there
had been, and | just don't recall what the dating
was. There may have been one -- so 2001 was the
first recession in over, | think, a decade. | think
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the prior one was in the late 1980s, early 1990s.

And | believe there were -- my recollection is there
were a couple of double dips in the '70s or '80s,
but I'd have to go back and look.

BY MR. DOWD:

Q Okay. Sois acouple more than one?

A Yeah, but| -- again, I'm -- I'm -- I'm not
certain of that. I'm -- I'm just going by, as I sit
here, a general recollection of economic history.

Q In paragraph 11e) you discuss changes in the
regulatory landscape, and one of those changes you
reference is "higher capital requirements.” Do you
see that?

A Yes.

Q Okay. And what do you mean by that in the
context of this report?

A During this period of time, there -- there
had -- the capital requirement is the percentage of
equity capital that a firm needs to use to finance
itself; a minimum amount of equity capital relative
to debt financing.

The level of capital requirements,
principally for regulated financial institutions
such as banks -- insurance companies have it as
well -- was increasing from, | believe, the -- the
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overall capital ratio was increased, but more

important, how the capital ratio -- the required

capital ratio was calculated was changing to

what's -- what was called a "risk weighting," so

that you needed to have more capital associated with
riskier assets. More -- moreover, if you're engaged
in securitizations, the amount of capital that you
needed as funding for what -- the residual that you
retain in the securitization was increasing as well.

Q Okay. So what segment of Household's
business did these -- the higher capital
requirements, that you refer to there -- which
segments did that affect?

A Yeah. | mean, directly it would affect and
cap -- and Household was indicating that it was
going to raise its capital from -- | think it was
around 7, 7- -- a little over 7 to 8-1/2 percent, to
bring it in compliance, overall, with what the
capital requirements were for banking institutions,
even though, as we talked about, | think, maybe
9 percent or 10 percent of its operations were under
a bank subsidiary or a thrift subsidiary. Part of
that was because, you know, to the extent that, as a
number of analysts said, Household was -- to the
extent that it had reached, sort of, a size that
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1 A Uh-huh. 1 Q 21. Andthe second sentence. You say:
2 Q Yousay: 2 "Analysis of that index" --
3 "As Fischel points out, during the 3 referring to the S&P Financials
4 Observation Window Household 4 Index -- "reveals it to be quite
5 suffered declines in excess of those 5 broad, including a handful of
6 suffered by the S&P 500 Index and 6 companies similar to Household."
7 the S&P Financials Index"; is that right? 7 A Right.
8 A Yes. 8 Q Okay. And when you say a "handful of
9 Q And I take it when you say "as Fischel points 9 companies similar to Household," which companies are
10 out," that that means you agree with that 10 you referring to?
11 observation by Professor Fischel; is that right? 11 A lwas -- I'm thinking of Providian and
12 A Well, | think you asked me that question 12 CapitalOne.
13 before. | don't -- | mean, if -- his -- his 13 Q Okay. Now, right after that, you reference
14 predicate is that Household suffered declines in 14 Exhibit 4 to your report.
15 excess of the S&P 500 Index and S&P Financials 15 A Uh-huh.
16 Index. | don't disagree with the fact that 16 Q Do you have that in front of you?
17 Household suffered declines in its stock price that 17 And that's the number of companies in
18 were in excess of the S&P 500 Index and 18 industry subsectors in the S&P Financials Index,
19 S&P Financial Index [sic]. | do disagree with the 19 right?
20 inference that he draws from that, that -- that the 20 A Yes.
21 excess is a result of what he refers to as 21 Q Okay. And you note that other companies in
22 “fraud-related factors." 22 the consumer finance subsector during this period
23  Q Okay. In paragraph 21 of your report. The 23 are MBNA, American Express, Providian, and
24 second sentence there -- 24 CapitalOne. Do you see that?
25 A Paragraph 21? 25 A Yes.
Page 167 Page 168
1 Q Okay. Do you believe that MBNA was one of 1 developed country loan portfolio?
2 the handful of companies similar to Household? 2 A No.
3 A No, | don't think so, given their business 3 Q Okay.
4 focus. 4 A lwas citing this for the proposition that
5 Q What about American Express? 5 within a particular segment of the financial
6 A Again, I don't believe so, given their 6 services industry, or even within the banking
7 business focus. 7 sector, developments in a particular submarket may
8 Q Okay. Okay. So in other words, when you say 8 have an impact on some institutions, but not others.
9 "a handful of companies" all you mean is Providian 9 Q Okay. |Iwantto justask you a couple more
10 and CapOne? 10 questions about the 2001 recession.
11 A Yeah. With respect to similar business 11 Is it true that by mid-March 2000, the
12 focus, yes. 12 dot-com bubble had already burst?
13 Q Okay. In paragraph 22 of your report -- 13 A Itdepends on what you mean by the "dot-com
14 A Okay. Just hold on. Let me get there. Yes. 14 bubble." |think there was two parts of the -- of
15 Q Okay. There's a third bullet point there 15 the -- the tech bubble. I think the first part
16 where you reference an article that you wrote; is 16 ended in March and the second, which was more, sort
17 thatright? 17 of -- a different segment of the -- of what people
18 A "Heterogeneous Creditors and the Market Value 18 were referring to as "dot-com," collapsed later.
19 of [sic] LDC Loan Portfolios"? 19 Q Okay. Laterin 2000?
20 Q Right. 20 A I'd have to go back and look.
21 A Yeah. 21 Q Okay. Do you recall whether the NASDAQ was
22 Q Okay. And "LDC" stands for "lesser developed 22 down approximately 50 percent from March 2000 to the
23 countries," you say just below that? 23 end of the year 20007
24 A Yes. 24 A |recall it being down during that period of
25 Q Did Household have any sort of lesser 25 time. Whether it was 50 percent or 45 percent, |
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recession.”
Do you see that?

Page 181 Page 182
1 given what would -- had occurred in the stock 1 Q Okay. And in reviewing information with
2 market, and were trying to determine what impact the 2 respect to Household during the observation window,
3 wealth effects associated with a decline in equity 3 did you analyze at all what Household was telling
4 values would have on certain businesses. 4 the markets about the economy's effect on its
5 Q Okay. Sir, I'd ask you to turn to 5 business at that time?
6 paragraph 28 of your report. And in that paragraph 6 A 1did review some of those, yes.
7 it seems to me that what you're trying to say is 7 MR. FARINA: We've been going about an hour.
8 that-- 8 Do you want to -- are you moving on to a new
9 A Which paragraph? 28? 9 subject?
10 Q 28. Yeah, 28. Do you need time to read it? 10 MR. DOWD: Yeah, more or less. I'm sorry.
11 A If you're going to characterize what I'm 11 Yes. | kind of lost track of how much time we were
12 saying in there. 12 inthere. | was going to stop right before that,
13 Q Sure. Go ahead. 13 but | thought maybe | was wrong. Yeabh, let's take a
14 A Okay. 14 break.
15 Q Okay. And I took it that what you were 15 THE VIDEOGRAPHER: Going off the record at
16 trying to say was that the economic downturn 16 2:43 p.m.
17 affected Household more negatively than it affected 17 (Recess.)
18 other companies; is that right? 18 THE VIDEOGRAPHER: Going back on the record
19 A The developments that were occurring in 2002, 19 at2:55p.m.
20 in terms of increases in unemployment, as well as 20 BY MR. DOWD:
21 the -- the consequences of what we've been talking 21  Q Okay. And, Dr. James, we were talking a
22 about occurred in 2001, would -- | would expect to 22 little bit about analysis of Household around the
23 have a disproportionate impact on financial 23 time of the observation window. | just wanted to
24 institutions such as Household whose customers 24 mark the next in order.
25 comprise primarily subprime borrowers. 25 (Exhibit 14 was marked for identification by
Page 183 Page 184
1 the court reporter and is attached hereto.) 1 A ldon't I'msorry.
2 BY MR. DOWD: 2 Q Oh. First paragraph.
3 Q Okay. For the record, that's a 3-page 3 A Isee--yeah.
4 article from Investor's Business Daily. And, 4 Q Okay. And it goes on, in the next paragraph,
5 Dr. James, just so you know, it was also Exhibit 16 5 to say:
6 to Fischel's November 23rd, 2015 report. 6 "The consumer finance company
7 A Okay. 7 accelerated its shift from issuing
8 Q Okay. And have you seen that article before? 8 unsecured credit card debt to
9 A |believe so. 9 secured home equity loans" --
10 Q Okay. And you agree with me that it's from 10 A Uh-huh.
11 Investor's Business Daily, and it's dated 11 Q --"and began the task of doubling
12 November 2nd, 2001, right? 12 its collection staff from 2,500 to
13 A Yes. 13 5,000 employees."
14 Q Okay. And it's entitled "Household 14 Do you see that?
15 International, Prospect Heights, lllinois, Foresight 15 A Yes.
16 Pays Off in Shift to Secured Loans." Do you see 16 Q Okay. Inyour analysis of Household, did you
17 that? 17 see any evidence of a shift at Household, prior to
18 A Yes. 18 November 2001, from issuing unsecured credit card
19 Q Okay. Inthe article it notes that "A couple 19 debt to secured home equity loans?
20 of years ago" -- and I'm right in the first 20 A Priorto 20017
21 paragraph -- "when it looked like the high-flying 21 Q Prior to November 2001.
22 economy would last forever, Household International 22 A I'd have to go back and look at the portfolio
23 was busy digging trenches to get ready for a 23 composition. | don't -- | recall seeing it. | just

NN
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don't recall -- remember what, if any, the shift in
the portfolio was.
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Page 210

1 without any conversations with the customer? 1 Q Butyou haven'tlooked at the evidence, for
2 MR. FARINA: Objection; form. 2 example, about what Household said in its 2001 10-K
3 THE WITNESS: Yeah, | haven't been asked to, 3 about their re-aging practices, and compared it to
4 you know, review their policies as it pertains to 4 what they subsequently admitted?
5 re-aging, so | just don't know what -- what 5 A In other words, what -- what the size of the
6 procedures they were following in terms of when they 6 restatement was in 2003 versus 2001?
7 would re-age a loan or not. 7 Q No. I'mjusttalking about statements that
8 BY MR. DOWD: 8 they made about their re-aging practices in the
9 Q Do you know that Household restated its 9 2001 10-K. Do you understand that they later
10 2001 10-K again in 2003, to amend what they had said 10 subsequently changed that, in 2003, and admitted
11 about their restructuring or re-aging policies? 11 that their 10-K contained false information?
12 A I'm aware that there was a restatement in 12 MR. FARINA: Objection; form.
13 2003 pertaining to -- | believe it was 2001. I'd 13 THE WITNESS: I'd have to go back and look at
14 have to go back and look. 14 the restatement for 2003.
15 Q Okay. Butdo you understand -- do you 15 BY MR. DOWD:
16 understand -- let me just ask you: Do you 16 Q Okay. That's what I'm asking. Have you ever
17 understand that Household lied about the 17 analyzed that evidence to look at it?
18 circumstances under which they would re-age loans? 18 A | haven't been asked to do that.
19 MR. FARINA: Objection; form. 19 Q Okay. And if Household reduced its re-aging
20 THE WITNESS: You know, | think | can look at 20 practices, would that ultimately affect charge-offs?
21 the -- the verdict form and -- the -- for -- some of 21 A Notdirectly.
22 the statements pertain to issues pertaining to 22  Q Butwould it affect it eventually?
23 two-plus delinquency and re-aging -- some of the 23 A No.
24 findings pertain to those issues. 24 Q Youdon'tthink so?
25 BY MR. DOWD: 25 A No.
Page 211 Page 212
1 Q Whydoyou say that? 1 A [Ithink | have; that when -- the re-aging
2 A Well, because re-aging has to do with -- with 2 means that you take a loan that is being -- a
3 how you're classifying a delinquent loan whereas a 3 portion of which is being carried at 60-day-plus
4 charge-off has to do with writing off a loan when 4 past due, and the re-aging process either brings it
5 you determine that it's uncollectible. Okay? And 5 current, okay, and that's -- thus you don't report
6 the net charge-off number is the amount of charged- 6 it as 60 days past due because -- one reason to do
7 off loans relative to loan recoveries within a 7 that would be because you observe some change in the
8 particular month or quarter. 8 customer's willingness or ability to make payment on
9 Q Okay. Butifyou don't re-age loans, won't 9 loan -- on the -- on the -- on the credit.
10 they go to charge-off faster, if the customer can't 10 Q Okay. So you believe that the re-aging would
11 pay? 11 relate to an observation with regard to a change in
12 A Well, the -- not necessarily. They certainly 12 the customer's willingness or ability to make a
13 could go to charge-off faster, but the ultimate 13 payment on the loan, right?
14 charge-off rate's not going to be affected. | mean, 14 A Well, you're asking me a general practice in
15 the timing of the charge-off may be affected. 15 terms of re-aging and 60-day post -- past due?
16 Q Did you understand at all -- or do you 16 Yeah, you'd -- you may engage in a re-aging process
17 understand the relationship between re-aging and 17 when you have reason to believe that the customer --
18 Household's two-plus numbers that they reported? 18 there's been a change in the customer's willingness
19 MR. FARINA: Can you repeat the question. 19 and ability to pay, as evidenced, for example, by
20 BY MR. DOWD: 20 payments or some other indicia.
21  Q Yeah. Do you understand the relationship 21 Q Okay. Did you ever re-age loans
22 between Household's re-aging practices and its 22 automatically at SunTrust Bank without contact with
23 reported two-plus numbers? 23 customers?
24 A Yes. 24 A ldon't--1don'trecall.
25 Q Okay. Tell me that. 25 Q Youdon'trecall ever doing that?
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1 damaging for Household. In December 1 MR. FARINA: Objection; form, foundation.
2 a Barron's article cited a bear that 2 THE WITNESS: Yeah, | don't know that | would
3 guestioned whether aggressive 3 agree with that. As | recall, the Barron's article
4 accounting practices may have 4 was in December; so -- the Barron's article wouldn't
5 boosted earnings by, among other 5 be new information in February.
6 things, slowing the recognition of 6 BY MR. DOWD:
7 credit losses." 7 Q Okay. So you disagree with Mr. Schoenholz on
8 Do you see that? 8 what was pummeling Household at that time was the
9 A Yes. 9 Barron's article?
10 Q Okay. And just below that, Mr. Schoenholz is 10 A Well, he doesn't say just the Barron's
11 quoted. Do you see that? 11 article. He's talking about exceptionally
12 A Yes. 12 skitterish [sic] markets.
13 Q And he says: 13 Q Right. And he says "...or the Barron's
14 "You have an exceptionally 14 article, in our case"; is that right?
15 skittish market that has been 15 A That's right.
16 pummeled by negative news, whether 16 Q Okay. So he ties it to the Barron's article,
17 it was Enron, Tyco, or the Barron's 17 right?
18 article, in our case." 18 A Idon'tthink he ties it exclusively to the
19 Do you see that? 19 Barron's article. He's saying you have
20 A Yes. 20 exceptionally skitterish [sic] markets that have
21 Q Okay. Does that refresh your recollection at 21 been pummeled by negative news.
22 all that the accounting panic that Household was 22  Q Right. Then he goes on to say "...whether it
23 dealing with in February 2002 was based, in part, on 23 was Enron, Tyco, or the Barron's article, in our
24 aBarron's article that questions its accounting 24 case," right?
25 practices? 25 A Yes.
Page 227 Page 228
1 Q Okay. And then Schoenholz went on to say 1 A Yes.
2 that the company "has no problem issuing commercial 2 Q Okay. So that's what Mr. Schoenholz was
3 paper and it maintains an established and 3 telling investors in February of 2002; is that
4 diversified source of funding." Do you see that? 4 right?
5 A Yes. 5 A Inresponse to investor concerns that
6 Q SoMr. Schoenholz was reassuring the markets, 6 analysts had identified as adversely impacting the
7 in February 2002, that the company had no problem 7 company's stock price.
8 issuing commercial paper; is that right? 8 Q Right. He was saying that there were no
9 A Itwas responding to concerns that were being 9 liquidity issues, right?
10 identified by analysts as having an adverse impact 10 A He was trying to reassure the market at this
11 onthe stock, which was concerns regarding the 11 pointin time regarding the liquidity issues, that's
12 company's ability to access liquidity. 12 correct.
13 Q Right. He said they had no problem issuing 13 Q Okay.
14 commercial paper, right? 14 MR. FARINA: Why don't we take a break?
15 A He'sindicating -- adding the company has had 15 MR. DOWD: Can we finish this one?
16 no problem issuing commercial paper and it maintains 16 MR. FARINA: Yeah.
17 an established and a diversified source of funding. 17 MR. DOWD: Is that fine?
18 Q Right. Justso we're clear, he doesn't say 18 MR. FARINA: Okay. | thought you were done
19 "has had no problem"; he says the company "has no 19 with that one.
20 problem issuing commercial paper,” right? 20 MR. DOWD: No.
21 A "Has no problem." If | said "had," | 21 MR. FARINA: Okay. Go ahead.
22 meant -- | misspoke. 22 MR. DOWD: I'm not done with that, Steve.
23 Q Hegoes on to say, at the very end of that 23 MR. FARINA: All right.
24 paragraph, "From a funding and liquidity point of 24 BY MR. DOWD:
25 view, it's business as usual"; is that right? 25 Q Soif the accounting panic -- panic -- and
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you can assume this for purposes of the question --

if the accounting panic that Household was facing in
February in [sic] 2002 related to concerns about
whether Household's aggressive accounting practices
may have boosted earnings by, among other things,
slowing the recognition of credit losses, would you
say that was fraud-related?
A Well, I'm -- and | -- | think there's --

there's a couple of issues. Right? First is the
extent to which there's any new information
concerning the -- the issues raised in the -- in the
Barron's report. And -- you know, this is -- we're

in February. We're not in December. So | wouldn't
expect old information to be impacting a company's
liquidity access two months later, particularly

given the fact that this is a company that was
engaged in commercial paper issuance on a fairly
regular basis.

Second -- and so -- you know, whether or not
one considers the Barron's article to be in some way
fraud-related, it's not new information as of
February.

Second, there's clearly, in this article and
others, an indication that there were concerns
generally about market conditions that were
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impacting firms, not just like -- not just

Household, but other firms that were reliant, for
example, on commercial paper. You see that in a
fairly substantial drop in aggregate commercial
paper outstanding and finance-related commercial
paper and the economy during this period of time.
Q Okay. But, again, Mr. Schoenholz reassured

investors that he had no problem with commercial
paper, right?

MR. FARINA: Objection; asked and answered.

THE WITNESS: 1 think I've answered that
guestion. He's -- there are clearly concerns in the
marketplace, and he's attempting to reassure
investors as it pertains to those concerns.

MR. DOWD: Okay. All right. Let's take a

break.
THE VIDEOGRAPHER: Going off the record at
4:04 p.m.
(Recess.)
THE VIDEOGRAPHER: Going back on the record
at 4:15 p.m.
BY MR. DOWD:
Q Okay. Dr. James, we're -- I'd ask you to
turn to paragraph 44 of your report, if you would.

In the first sentence of that paragraph 44, you
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reference, again, "Household and its close peers."

Do you see that?

A Yes.

(Interruption in the proceedings.)

BY MR. DOWD:

Q And, again, when you reference "close peers"
there, are you referring still to CapitalOne and
Providian?

MR. FARINA: Obijection; form.

THE WITNESS: No. | was talking about --
these are regulations that are impacting primarily
subprime and non-prime-related lenders, so | would
think about those -- other firms with significant
exposure in those particular segments of the market.
BY MR. DOWD:

Q Okay. So who would those firms be?

A We've gone through them: Providian,
CapitalOne, Metris, CompuCredit, AmeriCredit.

Q Okay.

A And as | indicated today, in a -- perhaps
through its exposure with the associate Citibank,
but it's going to be diluted by the fact that
Citibank has a lot of other business activity.

Q And then the next paragraph, paragraph 45,
you talked about -- you talk about "increased
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capital requirements for subprime lenders like

Household."
A Yes.
Q Do you see that?
And -- at the very end of that paragraph, you
say:
"Subprime lenders were likely to
be more significantly affected by
the rule which became effective on
January 1st, 2002"; is that right?

A Yes.

Q Okay. And you cite an article there in
your -- at the end of that sentence, Note 65, Linda
Punch, "Shape Up, Issuers!" Do you see that?

A Yes.

Q Okay. And that article, "Shape Up,
Issuers!," it really addresses credit card
companies, right?

A It -- it pertains to credit card companies
with substantial subprime exposure, yes.

Q Okay.

A | mean, the rules, | think, are for all types
of consumer-related subprime and non-prime lending.

Q Butit's -- the article talks about credit
card companies, right?
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1 these increased capital levels were requirements, 1 "regarding a memorandum of understanding that CapOne
2 Household was saying that it only affected their 2 had reached with national banking authorities,"
3 bank subsidiaries, correct? 3 right?
4 A We talked about that earlier today, that 4 A Yes.
5 while the direct impact would be on its bank 5 Q What's your understanding of that memorandum
6 subsidiary or its thrift subsidiary, the indirect 6 of understanding -- or that announcement -- however
7 impact would be, to the extent that, as we talked 7 you want to do it.
8 about earlier, that's perceived to be a best 8 A I'd have to go back and look. My
9 standard from either the rating agency or from the 9 understanding is it was an agreement to increase its
10 perspective of an acquisition candidate -- coming in 10 capital and hold higher reserves for its subprime
11 to compliance with those on a companywide basis was 11 exposure.
12 what they were attempting to do. 12 Q Okay. I'd ask you to pull out, if you could,
13 Q Okay. Butin other words, the regulations 13 what we marked earlier today as James Exhibit 15.
14 themselves only directly impacted the bank 14 Do you have that there? It's not too long ago.
15 subsidiaries, right? 15 A Pardon me?
16 A Right. The indirect impact was broader. 16 Q Nottoo long ago -- we marked it. James 15.
17 Q Okay. And that was roughly 11 percent of the 17 A 46. Hold on. That's it.
18 hundred-billion-dollar loan portfolio; is that 18 Q Yep.
19 right? 19 A Okay.
20 A Yes, | think that's right. 20 Q Again, we looked at this probably an hour ago
21 Q Okay. Okay. In paragraph 54 you make a 21 orso. Itwas a Credit Suisse First Boston report,
22 reference to an announcement that CapitalOne made on 22 dated July 17th, 2002; is that right?
23 July 17th, 2002; is that right? 23 A Yes.
24 A Right. 24  Q Okay. And this was at the same time as -- or
25 Q Okay. And it says -- | believe you say 25 same day as CapitalOne's July 17th announcement; is
Page 243 Page 244
1 thatright? 1 MR. FARINA: Another six hours to go?
2 A Yes. 2 MR. DOWD: We do.
3 Q Okay. And going down in the "Summary and 3 (Exhibit 20 was marked for identification by
4 Investment Recommendation" section on the first page 4 the court reporter and is attached hereto.)
5 of Exhibit 15. The fifth paragraph down says: 5 BY MR. DOWD:
6 "Management addressed regulatory 6 Q AnNd, sir, we've placed in front of you what's
7 risks on its conference call saying 7 been marked as Exhibit 20.
8 that there is nothing analogous to 8 And do you recognize that to be your expert
9 what has happened to CapitalOne." 9 rebuttal report in this case that's dated --
10 Do you see that? 10 A December...
11 A Yes. 11 Q -- December 21st, 20157
12 Q Do you recall Household telling the markets 12 A ldo.
13 that on July 17th, 2002? 13 Q Okay.
14 A Right, in response to both analysts -- 14 MR. FARINA: Mike, you don't object if he
15 response to what analysts attributed a market 15 uses the spiral-bound version?
16 response to Household's stock -- or stock price 16 MR. DOWD: No. | don'tcare. Yeah. You
17 reaction of Household to the CapitalOne 17 didn't write answers in there?
18 announcement. | think the term here is "reacted in 18 MR. FARINA: No. The answer's already in
19 sympathy" to CapitalOne. 19 there.
20 Q Okay. But Household reassured markets that 20 BY MR. DOWD:
21 they didn't have the same issue as CapitalOne, 21 Q Okay. I'd ask you to take a look at
22 right? 22 paragraph 4 of your rebuttal report. And it seems
23 A Right. But there was still an impact on the 23 like, in paragraph 4, you're, sort of, summarizing
24 stock price. 24 some of Professor Fischel's comments on your initial
25 | knew you'd get to it. 25 report; is that fair?
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1 A Right. 1 and says "Well, you know, | think the positive
2 Q Okay. And you note that he says that you 2 outweigh the negative and" -- "or offset the" --
3 ignored all of the positive announcements made by 3 "offset some of the negative," and -- you know, "and
4 Household during the observation window, correct? 4 1look at the" -- "I'm" -- "I'm justified using a
5 He says that. 5 leakage model because | observe two things:
6 A Yes. 6 substantial underperformance and analysts
7 Q Okay. And did you do any analysis of the 7 attributing that underperformance to fraud-related
8 impact of positive announcements on Household's 8 factors."
9 stock price? 9 And the stock price performance of Household,
10 A Well, I certainly look at -- as | talk about 10 when measured relative to its peers, does not
11 later in the report, he cites to certain examples of 11 indicate underperformance. So the first predicate
12 what he characterizes as "positive statements by 12 of his analysis isn't met. And second, when you
13 Household." And when you look at those positive 13 look at the very articles that he's talking about in
14 statements, there's also statements in -- in those 14 terms of analysts attributing the price decline to
15 same press releases that are talking about the kinds 15 what he refers to as "fraud-related factors," those
16 of developments that I've been focusing on that are 16 same analyst reports, and others, are pointing to
17 adversely affecting its business, such as increase 17 what are clearly non-fraud-related factors also
18 in, say, the net charge-off rates, and the like. 18 having an impact on Household's stock price.
19 Q Okay. But--1guess my question is -- | 19 Q Okay. Butdid you do some sort of analysis
20 understand you're looking at the negative. But have 20 of how positive announcements impacted the price?
21 you done any analysis of the impact of positive 21 A Well, you -- you can, in some sense -- |
22 announcements on Household's stock price? 22 mean, | think the issue is when you're looking at it
23 A Well, yeah. I mean, | -- for example, | 23 as a whole -- I would note that in looking at, for
24 mean, as | understand his -- his argument is that, 24 example, the results of the Ferrell report, on many
25 you know, he looks at the whole of the information 25 of the days in which there's purported to be

Page 247 Page 248
1 positive statements being made by Household, the 1 A Uh-huh.
2 stock price is down significantly, which would 2 Q How did you decide whether something was
3 suggest that Professor Fischel's, sort of, 3 fraud or non-fraud?
4 interpretation of those positive statements is not 4 A Where are you?
5 consistent with the stock price movement on those 5 Q Oh. Justparagraph 8. You say "l discuss
6 days. 6 numerous types of non-fraud information that were
7 Q Okay. Butdid you do, like, any sort of 7 released during the Observation Window."
8 independent analysis of whether positive statements 8 A Oh. We talked about this earlier today, in
9 affected the stock price? 9 terms of -- we've -- had this discussion earlier,
10 MR. FARINA: Objection; form. 10 which was -- so, for example, there are certain
11 THE WITNESS: Well, | think that, you know, 11 information, such as developments in the credit
12 you can look at -- you know, looking at the control 12 market, regulatory and legislative changes, that are
13 group being other subprime-related lenders to 13 clearly non-fraud-related in the sense that -- you
14 Household's, you know, performance to determine the, |14 know, the fact that credit spreads are increasing or
15 sort of, net effect of the information, and whether 15 that Household is faced with having to refinance a
16 there's any evidence of fraud -- a fraud-related 16 substantial amount of its short- and medium-term
17 leakage during the -- the leakage period; but | 17 debt in the 2002-2003 time period, when credit
18 didn't try to, for example -- and | note that 18 spreads have increased overall in the marketplace,
19 Dr. Fisch- -- Mr. Fischel -- Professor Fischel 19 is not something that | -- | -- I've seen
20 didn't attempt to do this either -- which is parse 20 Professor Fischel consider to be fraud-related. And
21 out the positive from what might be negative news 21 certainly | wouldn't consider them fraud-related.
22 occurring on those particular days. 22 Q Okay. Was there, like, a particular
23 BY MR. DOWD: 23 methodology you used to determine something was
24  Q In paragraph 8 of your report -- rebuttal 24 fraud or non-fraud, or was it just, like, you
25 report, you use the phrase "non-fraud information." 25 eyeball it and decide?
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1 A Well, | mean -- | think the problem I -- | 1 legislation is not fraud-related, to the extent that

2 had was Professor Fischel didn't articulate a 2 it's not something the company could have or should

3 methodology that he was employing for identifying 3 have said at some earlier date.

4 fraud versus non-fraud-related. 4  Q Ijustwantto make sure | understand. You

5 I've identified what | consider to be 5 talked just a second ago about the control group of

6 non-fraud-related factors that, you know -- are 6 subprime-related lenders.

7 factors such as the credit market conditions, 7 A Uh-huh.

8 factors such as the -- refinancing the liability 8 Q Andwho do you putin that group?

9 portfolio that -- the composition of the liability 9 A We've talked about that today. We've got

10 portfolio of Household, as | mentioned, legislative 10 Metris in there, Providian, CapitalOne, AmeriCredit,

11 and regulatory changes, which are clearly not 11 and CompuCredit.

12 related to the fraud in any way. 12 Q Okay. So when you use that phrase, those are

13 Q Okay. Soyou just-- you, sort of, looked at 13 the companies you're talking about?

14 these factors and just decided whether it was fraud 14 A Yes.

15 or non-fraud? 15 Q Okay. Again, AmeriCredit was an auto loan

16 A No. I mean, | think that there's -- as | 16 company?

17 indicate, there's numerous types of 17 A Right.

18 non-fraud-related information, such as a change in 18 Q Andyou said Providian was a credit card

19 the regulatory environment, the fact that there's 19 company?

20 capital requirements being imposed based upon the 20 A Yes.

21 credit risk of a particular credit as opposed to a 21 Q Okay. Metris was a credit card company?

22 uniform capital requirement, regardless of credit 22 A Yes.

23 risk. I've not seen anything that indicates that 23  Q CompuCredit was a credit card company?

24 that is the kinds [sic] of information that 24 A Yes.

25 Plaintiffs are alleging is -- is fraud-related. New 25 Q And you thought that CapitalOne was not
Page 251 Page 252

1 monoline, but its primary business was credit cards? 1 connection -- connected with real estate secured,

2 A Yes. | mean, it had other consumer -- 2 right?

3 primarily in the consumer unsecured area. 3 A Butthe collateral -- there's two problems

4 Q Okay. Did any of those five companies have 4 with that. Firstis if you -- if you have a home

5 real estate-secured portfolios? 5 equity loan where the loan-to-value ratio is a

6 A No. Idon't--Ithink CapitalOne may have 6 hundred percent or more, then the coverage --

7 had some activity in that segment of the market, but 7 collateral coverage on your loan is quite limited,

8 I think it was pretty limited. 8 and thus it -- it really behaves more like -- in

9 Q Okay. So how do companies -- | mean, that's 9 terms of both default risk and loss severity, much

10 44 percent of Household's business, as we said 10 like an unsecured credit, because the loan-to-value

11 today, right? 11 ratio is so high.

12 A Yeah. 12 Q Do you say anything about that in your

13 Q And none of these five companies did that 13 reports -- either one?

14 business? 14 A I'd have to go and look but -- | mean, that's

15 A No. Butyou have to understand the economics 15 certainly the economics of the business.

16 of their real estate-secured portfolio. Right? 16 Q Okay. I'm just asking if you talked about

17 Their real estate-secured portfolio is providing 17 that at all in your reports.

18 equity -- real -- equity-related lending. Okay? 18 A Idon'trecall.

19 So -- and with loan-to-value ratios of 100 percent 19 Q Do you cite any loan-to-value statistics for

20 or more -- which means that, effectively, you're 20 Household's portfolio?

21 engaged in -- | agree while you may have a lien -- a 21 A |don't believe so.

22 second lien on the property, you're really -- it's 22 Q Okay.

23 exposing yourself to the risks that are very similar 23 A It'sin -- there's certainly discussions of

24 to consumer unsecured lending. 24 itin both Household's own reports, as well as in

25 Q Okay. Butthere's collateral in 25 analyst reports.
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1 agreements with both the State of California and the 1 A The name sounds familiar, but -- | need a
2 OCC to repay deceived customers about $330 million? 2 hint.
3 A |believe -- yeah. | believe that pertained 3 Q He was afounder of Providian.
4 to and those agreements were in the 2001 time 4 A Okay.
5 period. 5 Q Okay. Are you familiar with him at all?
6 Q Do you think that Providian's poor 6 A The name sounded familiar. | -- now that
7 performance in 2002 may have related to information 7 you've refreshed my memory, yes.
8 like that coming out? 8 Q Okay. Do you know that after he was forced
9 A ltdidn't perform poorly. Providian 9 out of Providian, he was retained by the defendants
10 actually, of the peers -- | included it as a peer -- 10 in this case, William Aldinger and David Schoenholz,
11 butits performance was actually the best of -- of 11 as a consultant?
12 the peer groups. So -- it was actually up in 2002. 12 MR. FARINA: Objection; form. Just to be
13 Q Okay. 13 clear, he was not retained in connection with the
14 A Itwas down 92 percentin -- in -- prior to 14 litigation. You're talking about as part of the
15 the observation period. 15 business.
16 Q Down? 16 MR. DOWD: Yeah.
17 A Itwas down 92 percent prior to the 17 MR. FARINA: Okay.
18 observation period. 18 THE WITNESS: All right. 1 didn't know one
19 Q Okay. 19 way or the other.
20 A Andit had, as of December, undertaken an 20 BY MR. DOWD:
21 initiative not to engage in additional subprime 21 Q Okay. Were you aware that after Providian
22 credit extension. It retained a subprime portfolio, 22 settled with California and the OCC in relation to
23 but it -- its focus was going to move forward 23 its deceptive practices, that Mr. Schoenholz wrote a
24 elsewhere. 24 memo at Household ordering the destruction of any
25 Q Okay. Do you know who Andrew Kahr was? 25 memoranda that Mr. Kahr wrote during his work at
Page 259 Page 260
1 Household? 1 BY MR. DOWD:
2 MR. FARINA: Objection; form. 2 Q Asanindustry expert.
3 THE WITNESS: I'm not aware of that. 3 A Todowhat? Isit--
4 BY MR. DOWD: 4  Q Have you ever seen that?
5 Q Okay. Did the audit committee at SunTrust 5 MR. FARINA: Are you asking him as an expert
6 ever order the destruction of memoranda because they 6 in causation and damages, which is what we're
7 were controversial? 7 offering him for, or are you asking him as an expert
8 MR. FARINA: Objection; form. 8 in something else?
9 THE WITNESS: Not that | can recall. 9 BY MR. DOWD:
10 BY MR. DOWD: 10 Q Well, based on your report, | assume that you
11 Q Okay. Did the board of directors at 11 were trying to say that you also had some expertise
12 SunTrust, when you were there, ever order the 12 in the area of financial institutions.
13 destruction of memoranda because they were 13 A Yes. Andyour question is have | --
14 controversial? 14  Q Is it part of your work?
15 MR. FARINA: Objection. 15 A Have |l ever seen --
16 THE WITNESS: Not that | recall. 16 Q Have you ever seen a situation where a CFO
17 BY MR. DOWD: 17 ordered the destruction of documents because those
18 Q Asanindustry expert, have you ever seen a 18 documents might cause the company trouble with
19 situation in which the CFO of a financial 19 regulators?
20 institution ordered the destruction of documents 20 A Have | seen instances of that? Yes. That's
21 because they might be misinterpreted and land the 21 not an activity that | would condone.
22 company in trouble with regulators? 22  Q Okay. It'swrong, right?
23 MR. FARINA: Objection; form. 23 A |--1don'tthink it's appropriate to -- |
24 THE WITNESS: You're asking me as an expert 24 don't -- | wouldn't advocate destroying documents to
25 in the financial -- 25 avoid the regulator -- my regulator, if | were on
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1 the board of a financial institution, from obtaining 1 underperformance of Household relative to the

2 those documents if those were documents that the 2 S&P Financials, as well as the S&P 500, and -- and

3 regulator had a right to see. 3 thus -- and -- and that's a comparison very similar

4 Q Okay. And when were the instances that 4 to what a -- is in Exhibit 2A of my report, where

5 you've seen that? 5 I'm looking not at S&P Financials or S&P 500, but

6 A Ithinkit's typically in terms of press 6 I'm looking at close peers to Household. And based

7 reports or in a litigation context. 7 on that -- the criteria that he's using, you know,

8 Q Okay. Do you recall any companies where that 8 the control group -- which is these similar firms --

9 happened? 9 don't appear to underperform in any substantial way

10 A Not specifically. 10 from -- relative to -- I'm sorry; Household doesn't

11 Q You know, earlier today you said that you 11 appear to underperform in any substantial way

12 applied an alternative scientific approach. 12 relative to these peers.

13 A Uh-huh. 13 Q Okay. The propensity score technique, I'm --

14 Q Okay. And I think you said it was in the 14 |1 don't remember seeing those words in either of

15 spirit of a propensity score technique? 15 your reports.

16 A Right; just comparing groups that are -- a 16 A No. I'm saying the -- it's -- it's -- it's

17 treated and a control group that are similar along 17 similar in spirit to looking at a control group

18 non-treatment-related fact -- dimensions. 18 relative to a treated group. Here you have one

19 Q Okay. What does that mean? | lost you on 19 treated firm, which is a firm that Professor Fischel

20 that one. 20 is contending is underperforming because of what he

21 A Sowhat -- what I'm doing is looking at how 21 determines to be the leakage of fraud. And -- okay?

22 Household's stock price performed relative to peer 22 Well, is that underperformance attributed to the

23 groups that -- if the -- Professor Fischel is 23 leakage of fraud or is it attributed to industry

24 arguing that the so-called "leakage method" is 24 factors? Well, let's take a firm -- set of firms

25 appropriate because he observes significant 25 that are not affected by any alleged leakage of a
Page 263 Page 264

1 Household fraud, and determine whether their 1 treated group -- or in this case, the treated firm.

2 performance is similar or not to -- to Household's. 2 And whether -- do you -- and determine whether there

3 Q Okay. And so -- and | just want to make sure 3 is a substantial difference.

4 | understand. So this analysis that you did that 4 Again, Professor Fischel has motivated his

5 was similar in spirit to a propensity score 5 leakage model by an observation that there is

6 technique, you're talking there about your 6 substantial underperformance of Household relative

7 comparison of Household to the five credit card and 7 to some very broad indices: the S&P 500 and the

8 automobile companies? 8 S&P 500 Financials.

9 A Yeah. 9 Q Okay. Justso |l understand it, this analysis

10 Q Okay. And how is what you did in your 10 that you did that was similar in spirit to a

11 reports different than a propensity score technique? 11 propensity score technique, did you do that analysis

12 A A propensity score technique would -- it 12 to identify these five credit card and automobile

13 depends on how you do the matching criteria. 13 companies, or you selected the five credit card

14 Typically if it's done on a mult- -- multiple 14 companies and automobile loan companies, and then

15 dimensions, and you have a large sample so -- you 15 you used the propensity score technique to compare

16 can estimate what's called a "logit" model, or the 16 them to Household?

17 likelihood that a firm is going to be in a treated 17 A No. Again, just to be clear, there's -- I'm

18 group versus the control group, and then try to find 18 looking at firms that | determined that were part of

19 firms that are not subject to the treated -- or -- 19 the CF First Boston Specialty Finance with the

20 or observations that are not subject to the 20 line -- with a business focus similar to

21 treatment but have a propensity score similar to 21 Household's, in terms of a focus on subprime/

22 what the treated group has overall. But the -- the 22 non-prime lending, because those firms are going to

23 idea is very straightforward, which is try to find a 23 be impacted by the same economic, industry,

24 set of controls [sic] firms or observations or 24 regulatory -- in a way, similar to Household. Okay?

25 group that is similar in many respects to the -- the 25 And my -- and if, in fact, what is going on is
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1 there's a disproportionate impact of industry, 1 significant developments within a particular segment
2 economy, and regulatory, and credit market factors 2 of an industry, | think that making the comparison
3 on Household, relative to, say, the S&P Financials, 3 between the firm and an industry group with a
4 then one way to account for that is to look at firms 4 similar kind of business focus is completely
5 that have similar exposure to those same risks that 5 appropriate, particularly if you're looking at as --
6 were evolving over the observation period. 6 as Professor Fischel is, you know, a 228-day
7 Q And are you aware of any academic literature 7 observation period.
8 that indicates that you should use this analysis 8 Q How does the analysis that's similar in
9 that's similar in spirit to a propensity score 9 spirit to a propensity score technique compensate
10 technique to analyze loss causation and damages? 10 for a long event window?
11 A Oh, I think that -- the whole idea of either 11 A Well, I mean, it -- again, it -- you're going
12 aregression analysis or identifying a peer group is 12 to be comparing it over the same time period; so
13 totry to find a set of firms that are going to be 13 you're -- you're aggregating returns over the -- the
14 impacted by -- in a similar way as the company in 14 long observation period.
15 question would be, absent the alleged dis- -- this 15 But, again, if you look at Exhibit 2 of
16 disclosure of alleged misstatements or 16 Professor Fischel's report, he's making the same
17 misrepresentations. Okay? 17 kind of comparison, but I just don't think he has
18 And so you -- you can -- one potential way to 18 the peer group right because he's not going to be
19 do that is through, you know, estimating a 19 capturing the disproportionate impact of things such
20 regression over a control period and using that 20 as legislative regulatory developments, credit
21 regression to -- as a control. To the extent that 21 market developments, and -- that had a
22 you have evidence that the regression is not stable, 22 disproportionate impact on -- on Household's
23 in the sense that there's shifts, and that there may 23 business during the observation period.
24 be -- and you're using it over a long period to 24  Q Okay. Allright. Ijustwantto go back to
25 forecast, in which you observe substantial and 25 the last couple of questions | asked.

Page 267 Page 268
1 A Sure. 1 particular set of firms, you know, make sure that
2 Q Isthere --is there some academic literature 2 you're basing the comparison on firms that are going
3 that | could look at that would say, in analyzing 3 to be similarly impacted by what you're
4 loss causation or damages, you should use an 4 hypothesizing is impacting a particular firm. Let
5 approach that's similar in spirit to a propensity 5 me give you an example.
6 score technique? 6 Q No. It'sallright. You don't have to give
7 A |--Ithink -- in terms of an -- academic 7 me an example. | mean, | understand that picking a
8 literature, | -- | don't know of any academic 8 peer group is important. We talked about that early
9 literature that would support using the, sort of, 9 this morning, right?
10 leakage model that -- but -- and the reason | 10 A Right.
11 mention that and indicate that is because really 11 Q WhatI'mtrying to say is is there some
12 what I'm doing is testing whether the predicates 12 academic article | could go look at that's going to
13 associated with Fischel's use of a leakage model 13 say "loss causation and damages; you should analyze
14 have been met. 14 it using something similar in spirit to a propensity
15 Q Right. I'mjust trying to figure out -- you 15 score technique"? Am | going to find the words
16 said that you took an alternative scientific 16 "propensity score technique” in any academic article
17 approach that was similar in spirit to a propensity 17 that relates to loss causation or damages?
18 score technique. And all | want to know is is there 18 A Idon't know if you're going to find
19 any academic literature that discusses taking that 19 "propensity score technique.” | think you're going
20 approach to analyzing loss causation and damages? 20 to find that any article that's looking at loss
21 A I certainly think that there -- there's an 21 causation and damages, the concept that in order to
22 academic literature out there that, sort of, says, 22 what -- isolate the impact of an alleged disclosure,
23 you know, if -- if you want to look at -- identify 23 you need to have some baseline control measure --
24 factors that may be impacting the performance of a 24 okay -- whether that's obtained through a regression
25 set of firms, or a unique factor that's affecting a 25 or obtained through looking at a set of firms that
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1 are not impacted by the alleged misrepresentation -- 1 set of firms that are likely to be impacted by
2 or the disclosure of those misrepresentations. 2 similar economic regulatory or credit market
3 Q Okay. Soin other words, in academic 3 developments.
4 literature that discusses loss causation and 4 Q Okay. And in the last few answers you
5 damages, I'm not going to find the words "propensity 5 referenced that CSFB report, right?
6 score technique,"” right? 6 A Yes.
7 A No. Ithink you're going to find -- and | 7 Q Okay. Andif I recall correctly, in that
8 didn't use the term "propensity score" in my 8 report, Household is listed as a "diversified
9 report -- but you will find an attempt in that 9 financial company"; is that right?
10 literature to identify some method of a control, be 10 A Ithinkit's -- I'd have -- do you have the
11 it a control through using the -- a -- a market 11 report?
12 model to identify normal performance or a control by 12 Q Yeah. I'll take a look.
13 looking at how a set of firms or a given firm's -- 13 A Ithinkit's a "specialized consumer
14 (Interruption in the proceedings.) 14 finance."
15 THE WITNESS: -- stock price performs 15 Q Hangon asecond. Yeah. It's 37.
16 relative to a set of firms that are not subject to 16 (Exhibit 21 was marked for identification by
17 the -- the potential impact of curative disclosures. 17  the court reporter and is attached hereto.)
18 BY MR. DOWD: 18 BY MR. DOWD:
19 Q Okay. So like, for example, this morning, we 19 Q And, Professor James, we've put in front of
20 talked about peer groups that might come out of a 20 you what's been marked as James Exhibit 21. And I'd
21 proxy, out of a 10-K, or out of an analyst report, 21 ask you to take a look at that, if you would.
22 right? 22 A Uh-huh.
23 A Or--and -- or peers that would come out of 23  Q And just - first, is that the Credit Suisse
24 a detailed study of a particular firm, and the 24 First Boston report that you were talking about?
25 industry in which that firm operates, to identify a 25 A |believe so.
Page 271 Page 272
1 Q Okay. And -- for example, if you go to 1 A When you're at a convenient spot, can we
2 page 18 of that report. 2 take --
3 A I'mthere. 3 Q Yeah. Sure. We can take a break now. It's
4 Q Okay. Sothey -- Credit Suisse First Boston 4 agood spot.
5 categorized Household as a diversified financial 5 THE VIDEOGRAPHER: Going off the record at
6 company; is that right? 6 5:20 p.m.
7 A lthasin --in its specialty finance 7 (Recess.)
8 universe category, credit card companies, 8 THE VIDEOGRAPHER: Going back on the record
9 diversified financials, auto finance. 9 at5:37 p.m.
10 Q Okay. And you agree that Household is 10 BY MR. DOWD:
11 categorized as a diversified financial; is that 11 Q Okay. And, Professor James, we agree that
12 right? 12 the jury found that there were 17 materially false
13 A It'sin the diversified financials category, 13 and misleading statements that were made by
14 that's correct. 14 Household, beginning around March 23rd, 2001 through
15 Q With American Express and CIT Group; is that 15 October 2002, correct?
16 right? 16 MR. FARINA: Objection; form. Hang on.
17 A That's right. 17 THE WITNESS: | -- | -- | think there was a
18 Q Okay. And then it categorizes CapitalOne, 18 finding by the jury on 17 of the statements, out of
19 CompuCredit, Metris, and Providian as credit card 19 4o0.
20 companies; is that right? 20 BY MR. DOWD:
21 A That'sright. 21 Q Okay. And do you recall if the first one was
22 Q Okay. And it categorizes AmeriCredit as an 22 around March 23rd, 2001?
23 auto finance company; is that correct? 23 MR. FARINA: Here. My objection had to do
24 A That's correct. 24 with the end date.
25 Q Okay. 25 MR. DOWD: Yeah. No. | got that.
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fees on the first loan.

Is any of that right?

MR. DOWD: Objection, your Honor.

THE COURT: Excuse me?

MR. DOWD: Objection, your Honor.

THE COURT: Basis?

MR. DOWD: Seems to call for expert testimony.

THE COURT: I am sorry?

MR. DOWD: It seems to be a rebuttal expert opinion.

MR. KAVALER: 1It"s just the opposite, your Honor.
It"s Mr. Gilmer giving the facts that Ms. Ghiglieri should
have had straight before she gave an opinion.

THE COURT: I will sustain the objection as to the
form of the question.

MR. KAVALER: Okay.
BY MR. KAVALER:
Q. Mr. Gilmer, did Household ever make a second loan for the
purpose of having the customer borrow funds to pay the fees on
the first loan?
A. 1 never have, in my career, seen an example of that.
Q. Do other lenders also lend money to people in real estate
transactions with two loans, two separate loans?
A. Yes, iIndeed.
Q- Is that common in the industry?

A. Very common.
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Q. Is that something you started in 1999, or was that in
existence back when you joined Household in the early "70s?
A. It probably predates 1972, but I can speak to it back that
far. 1t was in existence in 1972.
Q. Not something you invented in the late "90s?
A. Absolutely not.
Q- Not part of your growth initiatives?
A. No.
Q. We talked a moment ago about the foreclosure rate being
very low at Household. Let me ask you something else about
foreclosures.

Do you know what FFIEC is?

A. It"s a law -- yes.

Q. Does it apply to banks?

A. Yes, it does.

Q. Does it apply to Household?
A. No, it does not.

Q. Does the fact that this law does not apply to Household
give Household greater flexibility in some area than the
banks?

A. In does indeed.

Q. In what area does it give Household a greater flexibility?
A. It gives a consumer Tinance company broad flexibility in
managing its customers® accounts. That would include real

estate accounts.
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Q. And there has been some talk about foreclosure, and if
there was a foreclosure and Household didn*t collect the full
amount of a loan, Household would, of course, we were told, go
ahead and sue the customer for the difference.

Did Household ever sue customers for the amount that
they owed on the loan if there should be a foreclosure and the
foreclosure was not sufficient to pay off the loan?

A. Never.
Q. Why not?
A. It was not a good business practice.

Number one, you wanted to avoid foreclosure at all
costs. That was a very last, very last resort. So we rarely
did it.

On the occasion where we had to do it -- where the
customer walked away and left the house, sometimes that
happened; or they decided they wouldn"t pay for it, sometimes
that happened -- and we took the house back, we had to take
the house back, we considered that to be the end of the
transaction. | just didn"t think it would be good customer
relations, good public relations. It would just be a bad deal
all around.

So we made a decision. (A) We wouldn"t go after the
customer if the seller of the house didn"t clear the balance.
(B) On the occasion where we sold the house and got more than

was required to pay off the balance, although we were not
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LAWRENCE E. JAFFE PENSION PLAN, )

on behalf of itself and all )
others similarly situated, )
)
Plaintiff, )
)
VS. ) No. 02 C 5893
)
HOUSEHOLD INTERNATIONAL, INC., )
et al., ) Chicago, Illinois
) April 16, 2009
Defendants. ) 9:18 a.m.
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ROBBINS LLP

BY: MR. LAWRENCE A. ABEL
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MR. DANIEL S. DROSMAN
MS. MAUREEN E. MUELLER
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Suite 1900
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(619) 231-1058

COUGHLIN STOIA GELLER RUDMAN &
ROBBINS LLP
BY: MR. DAVID CAMERON BAKER
MR. LUKE O. BROOKS
MR. JASON C. DAVIS
MS. AZRA Z. MEHDI
100 Pine Street
Suite 2600
San Francisco, California 94111
(415) 288-4545
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1 A. Yes, I believe --
2 Q- And you understand that Household is not a bank, correct?
3 A. 1 believe at some point they had a banking subsidiary;
4 but, yes, | understand that Household is not a bank.
11:41:10 5 Q. And for purposes of the consumer lending business, it"s
6 not a bank?
7 A. 1 do understand that.
8 Q. Do you know what FFIEC guidelines are, Mr. Devor?
9 A. | forget exactly what it stands for, but they"re
11:41:22 10 regulatory guidelines for banks, as I believe.
11 Q. So these are the regulatory guidelines for banks that we
12 were kind of trying to get to earlier; is that right?
13 A. |1 don"t know to what you"re referring to when you say
14  earlier, but --
11:41:37 15 Q. Withdrawn.
16 Well, you know that under FFIEC, banks have much
17 stricter requirements for when they can re-age; do you know
18 that?
19 A. Again, | think you asked me that before. 1 don"t have
11:41:49 20 personal knowledge of that. It"s logical that they have
21 certain requirements with respect to re-aging.
22 Q. So in reviewing this document about Wells Fargo®s analysis
23  of Household, you didn*"t know that Wells Fargo and Household
24  are governed by two different regulatory structures concerning

11:42:06 25 what they can do to re-age?




Case: 1:02-cv-05893 Document #: 2130-10 Filed: 03/30/16 Page 8 of 13 PagelD #:82203

11:42:20 5

9

11:42:41 10

11

12

13

14

11:42:51 15

16

17

18

19

11:43:03 20

21

22

23

24

11:43:22 25

Devor - cross
2560

A. 1 don"t know that that goes to the language that 1 --
Q. That"s not my question.
A. 1 mean, | understand that banks have different rules from
non-banks. 1 understand that -- requirements. To some extent
they"re stricter. To some extent they"re the same. But I
think they both have to follow GAAP. And GAAP -- you know,
GAAP requires reserves. And GAAP requires to report two-plus
delinquency statistics and -- and -- and full and adequate
disclosure. That goes --

MS. BUCKLEY: Move to strike, your Honor.

THE WITNESS: So, anyway.

THE COURT: I"m sorry?

MS. BUCKLEY: It was a motion to strike, your Honor,
but 1 think the witness finally stopped talking.

THE COURT: What part of the answer are you seeking
to strike?

MS. BUCKLEY: The last two sentences, your Honor.

THE COURT: They"ll be stricken.
BY MS. BUCKLEY:
Q- All right. Mr. Devor, so what we"re trying to explain or
trying to explore is that Wells Fargo is in -- is a bank. As
a bank, it has to comply with FFIEC regulations on re-aging.

You understand that?
A. Yes, | do understand that.

Q. But you don"t understand what those regulations are, I —-
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1 correct?
2 A. When you say | don"t understand, I don®t know specifically
3 what the requirements are. 1 mean, | would understand what
4  they are, the substance of them. But I don"t know exactly
11:43:38 5 what they are in terms of they require these aspects of a
6 customer before you re-age. You know, I don"t know what those
7 require.
8 Q. That"s fair enough. You just don®t know what those
9 requirements are, right?
11:43:51 10 A. That"s correct.
11 Q- And you know as to Household, they"re not governed by any
12 such requirements, correct?
13 A. That"s correct.
14 Q. All right.
11:44:02 15 A. 1 believe though this was referring though for the most
16 part to the consumer lending business, but not the banking
17 part. As I recall, these documents -- 1 thought they were for
18 the most part referring not to the banking business of
19 Household but to the consumer lending arm of --
11:44:25 20 Q. Mr. Devor, Household isn"t the bank. Wells Fargo is the
21 bank.
22 A. No, I understand that.
23 Q. 1 don"t understand what you just said.
24 A. What I"m saying is Wells Fargo would have known in looking

11:44:38 25 at Household that the consumer lending policies that they had
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Aldinger - cross
3241
Q. Okay. Mr. Aldinger, in issuing the financial reports that
were later restated, in other words, the original reports for
all of those years in reliance on the advice of Arthur
Andersen, did you have any intent to defraud anybody?
A. No.
Q. Did you have any intent to misstate anything?
A. Never.
Q. Did you have any intent to do anything other than get the
numbers right?
A. No.
Q. Did you think you were getting the numbers right?
A. 1 did think we were getting the numbers right.
Q. Did you have a reasonable level of comfort that all the
people involved in this process were on board with you?
A. Yes, I did.
Q. Did anyone ever say to you this is wrong, we shouldn®t be
saying this?
A. No.
Q. Let"s talk a little bit about restructuring.
We"ve heard a lot about it"s either called
restructuring or re-aging.
Are you okay?
A. Yes. 1°'m okay.
Q. Can you tell us why Household engaged in the business

practice of restructuring loans in the first place?
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A. Re-aging was a process that was -- was going on for
decades, 70 or 80 years since the beginning of the company,
well before 1 got there, and it really had two purposes. One
was to Fulfill our customer proposition; that is, to work with
customers, keep them in their houses longer.

Second was to maximize cash flow, and we believed
that re-aging did both of those things.
Q. Tell us how -- address each of those things in order.
First start with the customers. Tell us how re-aging helps
the customers.
A. Well, re-aging in many cases allows the customers to stay
in their homes. And, again, I"m not an expert on how we
re-age or what the techniques are, what the best approach is;
but generally speaking, it allows the customers to continue to
pay their loans when they wouldn"t be able to do it if we
applied bank rules.
Q. When you say bank rules, what are you referring to?
A. Well, bank rules, something called FFIEC, they"re much
more strict on what you can do in terms of re-aging and how
long you can let customers go without paying.
Q. Did they apply to Household"s Consumer Lending Unit?
A_. They did not.
Q. Did they apply to Wells Fargo?
A. They did.

Q- And the second thing you said is re-aging helps to
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3243

1 maximize cash flow. Please explain what you meant by that,
2 sir.
3 A. Well, it means we believe that by re-aging, ultimately we
4 get more money than if we didn"t re-age.
03:48:50 5 Q. Explain how that works.
6 A. By -- by re-aging and allowing the customer to continue to
7 pay his bills as opposed to walking away, we get more money
8 than we would otherwise if he walked away.
9 Q. My fault for not being clear.
03:49:05 10 What would the alternative be to re-aging? If you
11 didn"t re-age, what would you do?
12 A. Well, for example, on a home if we didn"t re-age, what
13 would happen is you"d have more foreclosures. And from a
14  company -- certainly from a customer standpoint, that"s
03:49:18 15 terrible; but from a company®s standpoint, it"s terrible
16 because you can only lose money on a foreclosure. The way our
17 policy was if there was any gain, it went to the customer.
18 But in 90 percent of the times you ever foreclosed or
19 99 percent of the times, you basically lost money because you
03:49:35 20 had the cost of selling it and you had the cost of maintaining
21 it.
22 And so we never wanted to own a home if we could, and
23  to the extent we could re-age, encourage the customer to stay
24  paying, that was a good thing. Good for the customer, they

03:49:51 25 kept their house; good for us, we got more cash flow, and we




Case: 1:02-cv-05893 Document #: 2130-11 Filed: 03/30/16 Page 1 of 28 PagelD #:82209

EXHIBIT 11



Volafsgi 1:02-cv-05893 Document #: 2130-11 Filed: 03/30/16 Page AqtA8 AR e P34<Lidh Plan
Bradford Cornell, Ph.D.

vs. Household International, Inc.

Page 1 Page 2
1 UNITED STATES DISTRICT COURT 1 UNITED STATES DISTRICT COURT
2 NORTHERN DISTRICT OF ILLINOIS - EASTERN DIVISION 2 NORTHERN DISTRICT OF ILLINOIS - EASTERN DIVISION
3 3
4 LAWRENCE E. JAFFE PENSION 4 LAWRENCE E. JAFFE PENSION
PLAN, On Behalf of Itself and PLAN, On Behalf of Itself and
5 All Others Similarly 5 All Others Similarly
Situated, Situated,
6 6
Plaintiffs, Plaintiffs,
7
7
vs: No. 1:02-CV-05893 vs. No. 1:02-CV-05893
8
8
HOUSEHOLD INTERNATIONAL, HOUSEHOLD INTERNATIONAL,
9 INC,, etal., 9 INC., etal.,
10 Defendants. 10 Defendants.
11 11
12 12
13
14 VIDEOTAPED DEPOSITION OF BRADFORD CORNELL, Ph.D. 13
15 L . . 14 Videotaped deposition of BRADFORD CORNELL,
os Angeles, California o
16 Thursday, March 10, 2016 15 Ph.D., Volume |, taken on behalf of Plaintiffs, at
17 Volume | 16 300 South Grand Avenue, 34th Floor, Los Angeles,
18 17 California, beginning at 9:09 a.m., and ending at
19 18 2:50 p.m., on Thursday, March 10, 2016, before
20 19 Cheryl R. Kamalski, Certified Shorthand Reporter
21 20 No.7113.
22 21
23 Reported By: 22
CHERYL R. KAMALSKI 23
24 CSRNo. 7113 24
25 Job No.: 10022554 25
Page 3 Page 4
; APPEARANCES: 1 APPEARANCES (Continued):
3 For Plaintiffs: 2 )
4 BFinBg/Lr:lSIEtEESLLgFF:ORSUMDmAN & DOWD LLP 3 For Defendant Gary Gilmer:
;DY DANIEL S DROSY 4 MCDERMOTT, WILL & EMERY, LLP
Attorneys at Law BY: C. MAEVE KENDALL (Via videoconference)
6 655 West Broadway, Suite 1900 5 Attorney at Law
San Diego, California 92101
7 (619)2311058 227 West Monroe Street
dand@rgrdlaw.com, miked@rgrdlaw.com 6 Chlcago, Illinois 60606-5096
8 , (312) 984-2175
0 For Defendant Household International, Inc.: 7 makendall@mwe.com
SKADDEN, ARPS, SLATE, MEAGHER & FLOM, LLP 8 For Defendant D A Schoenholz:
10 BY, R RYANSTOLL 9  JACKSON WALKER L.L.P.
11 PATRICK FITZGERALD (Via Videoconference) BY: TIM S. LEONARD
12 A1tté)5rn§ys r?tv{/_am{( 5 10 Attorney at Law
orth Wacker Drive i i
Chicago, lliinois 60606-1720 1401 McKinney, Suite 1900
13 (312) 407-0971 11 Houston, Texas 77010
ryan.stoll@skadden.com, (71 3) 752-4439
14 oG oom 12 teonard@jw.com
15 '
WILLIAMS & CONNOLLY 14 MARK LoSACCO, HSBC (Via Videoconference)
16 BY: STEVEN M. FARINA 15
Attorney at Law .
17 725 Twelfth Street, N.W. Videographer:
Washington, D.C. 20005 16
18 (202) 434-5526
afarina@wc.com MAX MAI
19 17
For Defendant William F. Aldinger: 18
20
KATTEN MUCHIN ROSENMAN, LLP 19
21 BY: GIL M. SOFFER (Via Videoconference) 20
Attorney at Law 21
22 525 West Monroe Street
Chicago, lllinois 60661-3693 22
23 (312) 902-5474 23
gil.soffer@kattenlaw.com 24
24
25 25

Page 1..4

www.aptusCR.com



Vofaasgi 1:02-cv-05893 Document #: 2130-11 Filed:

Bradford Cornell, Ph.D.

03/30/16 Page AurbAB R AR BRASH Plan

vs. Household International, Inc.

Page 13 Page 14
1 about deposition preparation, probably once by 1 what Cornerstone work product?
2 phone. 2 MR. STOLL: Counsel, I'm -- I've given some
3 Q Okay. When was that? 3 leeway here. You're treading into 26(b)(4) areas,
4 A That would have been about a week or two ago. 4 in terms of the preparation. You're allowed to ask
5 Q Who was on the phone? 5 Mr. Cornell what he's relied upon or what has
6 A Mr. Stoll, Pat Fitzgerald are the two that | 6 refreshed his preparation [sic], but beyond that,
7 remember. 7 you can't get in the substance.
8 Q Okay. How long did that conversation last? 8 MR. DROSMAN: Well, he's already testified
9 A Three, four hours. 9 that he relied on -- or that he reviewed --
10 Q Did you review any documents while you were 10 MR. STOLL: No. He --
11 on that phone call? 11 MR. DROSMAN: -- some work product. I'm just
12 A It was a WebEX, so there might have been 12 asking him what work product that was.
13 something on the screen. | don't specifically 13 MR. STOLL: At a general level, Brad, you can
14 recall what it was. 14 respond. | don't want you to get into any specifics
15 Q Was your report on the screen? 15 regarding the matters. It's inappropriate for
16 A No, it wasn't my report. 16 questioning.
17 Q You don't recall which document was on the 17 BY MR. DROSMAN:
18 screen? 18 Q What -- what Cornerstone work product did you
19 A 1 think it might have been -- I'm trying to 19 review?
20 remember -- maybe a few pages from my article, maybe| 20 A As | recall, it was some regression analyses.
21 afew pages from Cornerstone work product -- 21 Q Okay. What were they about?
22 Q Okay. 22 A They were regressions that, | think, they had
23 A -- afew pages from Mr. Fischel's -- one of 23 prepared, in part, for Professor Ferrell.
24 his reports. 24 Q Who from Cornerstone were you speaking to
25 Q What work product are you referring to -- 25 about them?
Page 15 Page 16
1 A There were a number of Cornerstone people on 1 Q Where was that meeting?
2 theline. | --the ones | recall are Kristin 2 A That was at Cornerstone's offices Downtown
3 Leitzinger [sic] and James Lee. 3 at-- Los Angeles.
4 Q Why'd you review regression analyses? 4 Q How long did that meeting last?
5 MR. STOLL: You know, now I'm cutting it off. 5 A The Thursday meeting was about four hours.
6 MR. DROSMAN: Are you going to instruct him | 6 Q Did you review documents at that meeting?
7 not to answer? 7 A Yes.
8 MR. STOLL: Yes, sir. 8 Q How many?
9 (Instruction Not to Answer.) 9 A There were a variety of documents available;
10 BY MR. DROSMAN: 10 my reports, Fischel's reports, various exhibits --
11 Q Are you going to follow your attorney's 11 I'm not sure exactly what the exhibits were to; they
12 advice? 12 were just labeled "exhibits"; the Fischel
13 A Yes. 13 deposition.
14 Q Okay. You mentioned that you also met in 14 Q Were they exhibits to the trial?
15 person to prepare for your deposition? 15 A | couldn't tell you.
16 A Yes. 16 Q Okay. What type of documents were these
17 Q On two occasions; is that right? 17 exhibits?
18 A Yes. 18 A One was an output -- it looked like an output
19 Q Okay. When was the first time you met in 19 of -- it was "Exhibit 25," as | recall. | think it
20 person? 20 was an output to Professor Fischel's leakage model.
21 A Tuesday of this week. 21 | don't know if he'd prepared it or if Cornerstone
22 Q Who was present for that meeting? 22 had prepared it.
23 A Mr. Lee, Ms. Leitzinger [sic], another person | 23 Q Okay. Any other exhibits that you recall?
24 from Cornerstone whose name | do not know, and |24 A Yeah, there were others.
25 Mr. Farina, Mr. Fuchs, and Mr. Stoll. 25 Q What type of documents were the others?
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1 A Graphs of regression output, specific 1 A ldon't exactly know. That -- that was
2 disclosure calculations. That's all | really 2 handled by Mr. Bergstrom, who handles the retention
3 recall. 3 letters. I think it was Skadden Arps, but | can't
4 Q Okay. And then you said you met a second 4 be positive of that.
5 time in person to prepare for your deposition; is 5 Q Who's Mr. Bergstrom?
6 that correct? 6 A He's the CFO of San Marino Business Partners.
7 A Yes. 7 Q When were you retained by Defendants in this
8 Q When was that meeting? 8 case?
9 A Yesterday. 9 A | don't exactly recall, but some time ago.
10 Q Who attended that? 10 Not recently.
11 A Same people. 11 Q When you say "some time ago" -- more than a
12 Q Okay. And was that at Cornerstone's offices 12 year ago?
13 in Downtown L.A. as well? 13 A You know, | really don't remember. It --1
14 A Yes. 14 think it's at least six months ago. | remember when
15 Q Okay. How long did that meeting last? 15 | work on the project. But as to the retention and
16 A Five hours. 16 so forth, | don't pay much attention to that.
17 Q Did you review documents at that meeting? 17 Q When did you first start working on the case
18 A As far as | recall, they were the same ones | 18 that we're here to discuss today?
19 just spoke of. 19 A 2007.
20 Q Okay. No -- no new documents? 20 Q Okay. Were you retained at that time?
21 A | don't think so. 21 A Not by these people, but | was retained, yes.
22 Q Okay. Were you retained as an expert by 22 Q By whom?
23 Defendants? 23 A 1don't remember the law firm. It was one of
24 A Yes. 24 the New York law firms that was defending the case
25 Q Who retained you as an expert? 25 at the time.
Page 19 Page 20
1 Q Okay. Who contacted you? 1 Q And then when you were retained several years
2 A Backthen? 2 ago -- back in 2007 -- to work on this case, what
3 Q Yes. 3 was your understanding of the assignment then?
4 A One of the attorneys for that law firm. 4 A Basically to do work on affid- -- two
5 Q Okay. When was that? 5 affidavits that | produced; so | don't remember it
6 A About 2007, or thereabouts. 6 being any different than what the affidavits were.
7 Q Okay. And then you said you were retained 7 Q In other words, the assignment was the same;
8 by, you think, Skadden Arps; is that correct? 8 s that correct?
9 A Yes, by the defendants, but | believe the 9 MR. STOLL: Objection; misstates the
10 retention letter is with Skadden Arps. 10 testimony.
11 Q Who contacted you for that retention? 11 THE WITNESS: No. The assignment was to work
12 A |think it was Mr. Stoll, but I'm not 12 on the affidavits that | produced back then, which
13 positive. 13 are different than the reports that I've done now.
14  Q Okay. And you believe that that was roughly 14 There's some overlap, but they're by no means the
15 six months to a year ago? 15 same.
16 A That would be the time frame that | would put 16 BY MR. DROSMAN:
17 itin. 17 Q Okay. So that's what I'm trying to get to.
18  Q Okay. In this second retention with Skadden 18 What was your assignment back in 20077
19 Arps, what was your understanding of the assignment? 19 A To work on those affidavits.
20 A To analyze the extent to which | thought 20 Q Okay. Specifically what were you supposed to
21 Professor Fischel had used an article, that Greg 21 do? I mean, "work on an affidavit" is a very broad
22 Morgan and | had written, as the basis for his 22 description, right? You can say "work on a report."
23 leakage model, and to offer my own opinion about the 23 I'm asking you specifically what were you supposed
24 leakage model and how effectively that could be used 24 to do when you were retained back in 20077
25 in the circumstances of this case. 25 A Exactly what | wrote in the affidavits. If
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1 A I don'trecall. 1 definition of "relied on" here. Some of these
2 Q Okay. You read Mukesh Bajaj's expert 2 things, such as the order and the Bajaj work, | did
3 reports, right? 3 look at; | wanted to understand it, but it had no
4 A Atonetime. 4 direct impact on my analytical work.
5 Q Okay. It's - they're listed in your 5 Q You relied on his deposition testimony; is
6 Exhibit C -- correct -- or your Appendix C to your 6 that correct -- Mr. Bajaj's?
7 Exhibit 1? 7 MR. STOLL: Objection to form.
8 A Yes. 8 THE WITNESS: | think | just --
9 Q Yourelied on those, right? 9 MR. STOLL: Mischaracterizes the testimony,
10 A No, | don't think so. 10 and asked and answered.
11 Q You listed them under your reliance 11 THE WITNESS: Yeah, | think | just answereq
12 materials, though, right? 12 that to -- the best | can.
13 A Yes. 13 BY MR. DROSMAN:
14 Q Okay. You read Mukesh Bajaj's deposition 14 Q Did you read Dr. Bajaj's trial testimony?
15 transcript, right? 15 A It would be the same answer with respect to
16 A Parts of it | went back to. | read it many 16 his deposition -- assuming it's on here.
17 vyears ago, and then | -- | did go back and look at 17 Q You read it; is that correct?
18 parts of it. 18 A Ireadit at one time. |looked back at it.
19 Q And you also listed his deposition transcript 19 I didn't use it in developing any of my opinions in
20 under your Appendix C to your Exhibit 1, right? 20 this case.
21 A Yes. And just to be clear, | wanted to be 21 Q You listed it under your Appendix C,
22 complete in this. There can be things that | rely 22 reliance -- "Materials Relied Upon," right?
23 on, in the sense that | read it to just inform 23 A For the reasons | just described.
24 myself and then never used; things that | -- 24 Q Did you, in fact, list his trial testimony
25 actually influenced my opinion. | used the broader |25 under your "Materials Relied Upon" in your
Page 79 Page 80
1 Exhibit 1? 1 | can't remember which had which position -- the
2 MR. STOLL: Objection to form. Asked and 2 CFO, a major marketing person, and the CEO. There
3 answered. 3 was Gilman [sic], Aldinger, and Schoenfeld [sic], or
4 THE WITNESS: 1 did, for the reasons | just 4 something to that nature.
5 described. 5 Q So these are defendants in the case that
6 BY MR. DROSMAN: 6 you're listing; is that right?
7 Q Okay. Were there any parts of Dr. Bajaj's 7 A Yes.
8 methodology that were incorrect? 8 Q Can you tell me the names of the individual
9 MR. STOLL: Objection to form. Beyond the 9 defendants?
10 scope. 10 A Those are the only three with which I'm
11 THE WITNESS: |don't know. |didn't look at 11 familiar.
12 it that carefully, or with that in mind. 12 Q If you could tell me them, I'd appreciate it.
13 BY MR. DROSMAN: 13 1didn't hear.
14 Q Well, let me just ask you: Did you disagree, 14 A There was an Alding- -- again, | -- | don't
15 from a methodological standpoint, with any part of 15 remember the spelling, and so forth, specifically,
16 Dr. Bajaj's reports? 16 so | may get the names wrong. There's a Gilman
17 MR. STOLL: Objection to form and beyond the |17 [sic], an Aldinger, and Schoenfeld [sic] or a --
18 scope. 18 something like "Schoenfeld."
19 THE WITNESS: |didn't read them that 19 Q And do you recall the positions of those
20 carefully or for that purpose, and | don't know. 20 three individuals -- the respective positions?
21 BY MR. DROSMAN: 21 A | can't match them specifically, but one was
22 Q Do you know who William Aldinger is? 22 the CEO, one was the CFO, the other had a major
23 A He's a Household executive. 23 operating role.
24 Q Do you know his position? 24 Q Okay. Did you read Mr. Aldinger's trial
25 A Well, there were three key executives -- and 25 testimony?
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1 A Not that | recall, no. 1 Q Okay. Did you read any Household internal
2 Q Did you read Mr. Aldinger's deposition 2 documents produced in discovery in this case?
3 testimony? 3 A Not specifically.
4 A Not that | recall, no. 4 Q What about generally?
5 Q Okay. And the Schoenfeld that you mentioned 5 A | think some were quoted on the jury forms
6 is actually Schoenholz? Does that ring a bell? 6 thatllooked at. There were questions that the
7 A That may be right. Yes. 7 jury was answering that quoted documents, and |
8 Q Okay. Did you read Mr. Schoenholz's trial 8 think some of those may have been Household internal
9 testimony? 9 documents.
10 A Not that | recall, no. 10 Q What -- what jury forms are you referring to?
11 Q Did you read his deposition testimony? 11 A | --that's -- that's the best | can describe
12 A No. 12 them, is jury forms. The jury was asked to -- to
13 Q And Mr. Gilman that you mentioned, he's 13 determine whether certain statements were
14 actually Gary Gilmer. Does that ring a bell? 14 misstatements.
15 A That could be right. | mean -- again, 15 Q This is the verdict form, you're referring
16 because | -- | wasn't using them in my specific 16 to?
17 work. | saw their role when | was looking at some 17 A That's what | was referring to.
18 of the jury verdict forms -- | believe it was -- but 18 Q Okay. And you believe that there may have
19 | didn't read his deposition or trial testimony 19 been internal Household documents quoted in that,
20 either. 20 correct?
21 Q Okay. Did you read any exhibits used at the 21 A | recall seeing various documents quoted
22 2009 trial in this case? 22 and -- it could have included internal Household
23 A | can't recall if there were some included 23 e-mails, for example.
24 with the Bajaj testimony. If | --if | did, that 24 Q Okay. Did you read any documents from
25 would have been the ones. 25 Household about executive compensation?
Page 83 Page 84
1 A Not that | recall, no. 1 A Pretty much, yes. | can't think of how they
2 Q How about documents from Household about 2 would be related.
3 training? 3 Q Okay. Did you review any examination reports
4 A Training? 4 from regulators about Household?
5 Q Correct. 5 A No.
6 A ldon't recall that, no. 6 Q Did you review any Household responses to
7 Q Did you review any consumer complaints about 7 examination reports from regulators?
8 Household? 8 A No.
9 MR. STOLL: ['ll just have a continuing 9 Q Did you review any correspondence between
10 objection that this is all beyond the scope. 10 Household and the State's Attorneys General?
11 Go ahead. 11 A No. And just to -- you know, to be a little
12 THE WITNESS: No. 12 more general here, you do have my two reports. And
13 BY MR. DROSMAN: 13 what I've reviewed, and influenced my opinion -- or
14 Q Okay. And did you review any of Household's 14 even what just informed my background -- is listed
15 responses to those consumer complaints? 15 in those documents. Ifit's not there, | didn't do
16 A No. It wasn't related to the questions | was 16 it
17 trying to answer. 17 Q You're talking about your Appendix C?
18 Q Okay. And why do you say that? 18 A My --to this, and there's a second report
19 A Because | was trying to analyze the -- the 19 with a similar appendix.
20 extent to which Professor Fischel had used the model | 20 Q Soif a document is not listed in the
21 suggested by Mr. Morgan and me, and to the extent 21 appendix to your October report -- that's Exhibit 1
22 that that model could produce a reliable measure of 22 for identification -- or your December 2015 report,
23 inflation in the circumstances of this case. 23 you didn't look at it; is that fair?
24 Q And the internal documents at Household are 24 A 1think that's probably fair, yes.
25 unrelated to that analysis, correct? 25 Q Did you review any documents authored by
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1 Household's Investor Relations employees? 1 A No.
2 A Not that | recall. 2 Q Craig Streem?
3 Q What about documents about Household's 3 A No.
4 internal controls? 4 Q Kenneth Walker?
5 MR. STOLL: I'll make a continuing objection 5 A No.
6 on all of this; that it's outside the scope. 6 Q Dennis Hueman?
7 THE WITNESS: My answer is the same. Againj 7 A No.
8 Idon'trecall that. It wasn't part of what | was 8 Q Lisa Sodeika?
9 trying to do. 9 A No.
10 BY MR. DROSMAN: 10 Q Paul Makowski?
11 Q Do you know who Edward Ancona is? 11 A No.
12 A 1 don't think so. 12 Q Megan Hayden-Hakes?
13 Q Did you ever read his deposition transcript? 13 A No.
14 A No. 14 Q Dick Schaeffer?
15 Q Do you know who Joe Vozar is? 15 A No.
16 A No. 16 Q Andrew Kahr?
17 Q What about Robert O'Han? 17 A No.
18 A No. 18 Q Other than the trial testimony of Fischel and
19 Q Walter Ryback? 19 Bajaj, did you read any other trial testimony from
20 A No. 20 the case?
21 Q Stephen Hicks? 21 A Not that | recall.
22 A No. 22 Q Other than the deposition testimony of
23 Q Elaine Markell? 23 Fischel and Bajaj, did you read any other deposition
24 A No. 24 testimony from the case?
25 Q Thomas Detelich? 25 A Not that | remember.
Page 87 Page 88
1 Q Have you spoken to any current or former 1 MR. STOLL: Objection to form.
2 Household employees, other than the lawyers, about 2 THE WITNESS: Not the details.
3 this case? 3 BY MR. DROSMAN:
4 A No. 4 Q Did you read the District Court's most recent
5 Q Did anyone on your behalf speak to any 5 opinion denying Defendants' motion to exclude
6 current or former Household employees about this 6 Professor Fischel?
7 case? 7 A Yes.
8 MR. STOLL: Objection to form. 8 Q Why?
9 THE WITNESS: | can't say for sure, but if 9 A It was a recent opinion that related to
10 they did, they didn't report it to me. And it 10 Professor Fischel, who was the focus of my work.
11 wasn't relevant to what | was doing. 11 Q Did you read the opening statements from
12 BY MR. DROSMAN: 12 trial?
13 Q Okay. Are you familiar with the -- let me 13 A No.
14  withdraw that question. 14 Q Did you read the closing arguments from
15 You talked earlier about Professor Ferrell 15 trial?
16 and Professor James, right? 16 A By -- you mean the previous trial?
17 A '"Ferrell." 17 Obviously. Because we don't -- happen yet. No.
18 Q "Ferrell." Have you spoken to them about 18 Q Okay. You understood my question, right?
19 this case? 19 The only trial --
20 A No. 20 (Speaking Simultaneously.)
21 Q Have you talked to Mukesh Bajaj about the 21 A Well, for a minute -- well -- well, like |
22 case? 22 said, earlier you were asking me like there was only
23 A No. 23 one trial, and then | said there's two, and -- but
24 Q Okay. Did you do anything to learn the 24 if you were referring to the original trial, which
25 details of Defendants' fraud? 25 you must be because the current one hasn't started,
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1 no, | did not. 1 A Well, they had a consumer -- | mean, | know
2 Q And, | guess, same question with respect to 2 some of the businesses they were in. They were in
3 the closing arguments. Did you read those -- from 3 consumer lending, for example. But | haven't
4  the trial? 4 attempted to look at the company or the extent of
5 A No, | did not. 5 its businesses.
6 Q Did you read the trial testimony of Cathy 6 Q So you can't tell me any of the business
7 Ghiglieri? 7 units that Household had?
8 A 1did not. 8 A |don't know.
9 Q Do you know who she is? 9 MR. STOLL: Objection to form, and also
10 A No. 10 beyond the scope.
11 MR. STOLL: Again, a continuing objection to 11 THE WITNESS: | don't know specifically how
12 all of this line of questioning. It's beyond the 12 they broke that down or what business units they
13 scope. 13 had, no.
14 BY MR. DROSMAN: 14 BY MR. DROSMAN:
15 Q Did you read the trial testimony of Harris 15 Q Okay. Did you ask for any documents that
16 Devor? 16 were used at trial?
17 A No. 17 A | wanted -- the specific one | wanted to look
18 Q Do you know who he is? 18 at was Professor Fischel's work. That's what |
19 A No. 19 asked for. But | had it anyway; so -- | was given
20 Q Did Household International have any business 20 that without having to ask for it but --
21 units? 21 Q Anything else?
22 A | believe so. 22 A That's all | recall asking for.
23 Q How many? 23 Q Did you ask for any internal Household
24 A Idon't know. 24 documents, for the purposes of forming your opinions
25 Q Can you name one of them? 25 in this case?
Page 91 Page 92
1 A No. 1 predatory lending, the other one might have been
2 Q Did you ask for any evidence of the fraud, 2 aging or re-aging, and then there's a third but --
3 for the purposes of forming your opinions in this 3 there were three categories of statements that were
4 case? 4 seen as the -- encompassing the fraud.
5 MR. STOLL: Objection to form. 5 Q Okay. Can you provide me with -- any more
6 THE WITNESS: I'm not -- you know, | really 6 with respect to your understanding of the fraud in
7 don't know how to answer that, because if there 7 this case?
8 hadn't been a fraud, there'd be no case; so | 8 MR. STOLL: Again, objection to form, and
9 basically assumed what the jury had found, as 9 beyond the scope.
10 explained to me by counsel, in the previous case; 10 THE WITNESS: Not as | sit here now because
11 that there had been a fraud and -- and that there -- 11 it -- it wasn't the focus of my work or my
12 certain liability had been assumed. 12 assignment. And | only learned it through the
13 BY MR. DROSMAN: 13 general background of the case.
14 Q Okay. 14 BY MR. DROSMAN:
15 A So that -- that was a prerequisite to the 15 Q What documents -- or what was the source of
16 work | began. 16 the information through which you learned about the
17 Q What's your understanding of the fraud in 17 fraud in this case?
18 this case? 18 A Well, it's one of the -- the documents that
19 A | don't think | understand it well enough to 19 I've listed. It might have been Professor Fischel's
20 really answer that under oath. That -- | can tell 20 work. As | sit here now, that's what | recall as
21 you generally that it's alleged that Household made |21 the source -- either his trial testimony or his
22 misleading or inaccurate statements or had omissions| 22 reports or his deposition.
23 regarding aspects of their business that are 23 Q Any other source of information besides that
24 referred to as -- there are three categories. | 24 which informed your understanding of the fraud in
25 don't think | can list them all. But one was 25 this case?
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1 A | think Bajaj talked about it. | can't 1 MR. STOLL: Objection to form, and beyond the
2 remember if it was in the decisions or not. 2 scope.
3  Q Anyother sources? 3 THE WITNESS: | don't think I'm expert enough
4 A Not that | can think of. 4 to characterize it.
5 Q Okay. Do you understand that the jury in 5 BY MR. DROSMAN:
6 this case found that the defendants made false and 6 Q Do you have any understanding at all of the
7 misleading statements and omissions? 7 predatory lending fraud?
8 MR. STOLL: Objection to form. 8 MR. STOLL: Objection to form, beyond the
9 THE WITNESS: Yes. 9 scope.
10 BY MR. DROSMAN: 10 THE WITNESS: Nothing that | could use as the
11 Q Okay. You mentioned that there were three 11 basis for a professional analysis.
12 categories, right? 12 BY MR. DROSMAN:
13 A Yes. 13 Q Okay. Could you tell me any of the predatory
14  Q Okay. And you mentioned predatory lending as 14 lending schemes in which Defendants engaged?
15 one of those categories, correct? 15 MR. STOLL: Objection to form, beyond the
16 A Yes. 16 scope.
17  Q Whatis predatory lending? 17 THE WITNESS: No.
18 MR. STOLL: Objection to form, and beyond the 18 BY MR. DROSMAN:
19 scope. 19 Q Have you heard the term "effective rate"?
20 THE WITNESS: |don't--1don'thave a -- a 20 MR. STOLL: Objection to form, beyond the
21 specific definition. I'm sure that that's part of 21 scope.
22 this case, but | don't know exactly what it means. 22 THE WITNESS: | think I've seen it, yes.
23 BY MR. DROSMAN: 23 BY MR. DROSMAN:
24 Q What is your understanding of the predatory 24 Q What does it mean?
25 lending fraud that Defendants committed? 25 MR. STOLL: Objection to form, beyond the
Page 95 Page 96
1 scope. 1 Q Have you heard the term --
2 THE WITNESS: Well, I've seen it in many 2 MR. STOLL: Counsel, should I -- obviously
3 contexts. | can tell you in --in -- in a mortgage, 3 this whole line of inquiry, which is not dealing at
4 the effective rate is the all-in rate that reflects 4 all with the scope of assignment for
5 the total cost the borrower is paying. | can't tell 5 Professor Cornell, or the opinions he's offered in
6 you exactly what it means in the context of this 6 the case -- | mean, | can -- every question | can do
7 case. Maybe it means the same thing. 7 "objection to form, beyond the scope"; we can have a
8 BY MR. DROSMAN: 8 continuing objection -- what is your preference?
9 Q Have you heard the term "closing the back 9 MR. DROSMAN: If you find a question
10 door" with respect to this Household case? 10 objectionable, you should object to it.
11 MR. STOLL: Objection to form, beyond the 11 Q Have you heard the term "equity stripping"?
12 scope. 12 MR. STOLL: Objection to form, beyond the
13 THE WITNESS: No. 13 scope.
14 BY MR. DROSMAN: 14 THE WITNESS: No.
15 Q Have you heard the term "load splitting" with 15 BY MR. DROSMAN:
16 respect to this case? 16 Q Do you understand that Defendants committed
17 MR. STOLL: Objection to form, beyond the 17 securities fraud?
18 scope. 18 MR. STOLL: Objection to form, calls for a
19 THE WITNESS: No. 19 legal conclusion.
20 BY MR. DROSMAN: 20 THE WITNESS: My understanding, you know, not
21 Q Have you heard the term "insurance backing"? 21 being a legal expert, is that the jury did find
22 MR. STOLL: Objection to form, beyond the 22 liability against the defendants.
23 scope. 23 BY MR. DROSMAN:
24 THE WITNESS: No. 24 Q Okay. Now, you mentioned that one of the
25 BY MR. DROSMAN: 25 other categories of fraud that the jury found might
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1 have been aging, or re-aging, right? 1 BY MR. DROSMAN:
2 A That was my recollection. 2 Q Did re-aging impact any financial metrics at
3 Q Okay. What does that term mean? 3 Household?
4 MR. STOLL: Objection to form, beyond the 4 MR. STOLL: Objection to form, beyond the
5 scope. 5 scope.
6 THE WITNESS: | don't specifically know. 6 THE WITNESS: [ couldn't tell you.
7 BY MR. DROSMAN: 7 BY MR. DROSMAN:
8 Q What's your understanding of how Household 8 Q Have you heard the term "two-plus delinquency
9 engaged in re-aging? 9 statistics"?
10 MR. STOLL: Objection to form, beyond the 10 MR. STOLL: Objection to form, beyond the
11 scope. 11 scope.
12 THE WITNESS: | really don't have an 12 Again, Counsel, | -- if your preference is
13 understanding of that. 13 that we not have a continuing objection to this line
14 BY MR. DROSMAN: 14 of inquiry, and | do it every time, | will do it
15 Q Do you have an understanding as to how 15 every time. |just want to give you that offer, for
16 re-aging works? 16 the record, so that we're not in a situation in
17 MR. STOLL: Objection to form, beyond the 17 which I'm having to do this every question. You're
18 scope. 18 asking a series of questions which do not pertain to
19 THE WITNESS: No. 19 the scope of the Professor's assignment in this
20 BY MR. DROSMAN: 20 case.
21 Q Is there any relationship between loan 21 BY MR. DROSMAN:
22 delinquencies and re-aging? 22 Q Have you heard the term "two-plus" --
23 MR. STOLL: Objection to form, beyond the 23 MR. STOLL: So -- I'm sorry -- Counsel, you
24 scope. 24 want me to do it every time?
25 THE WITNESS: | couldn't tell you. 25 MR. DROSMAN: | think we've been down this
Page 99 Page 100
1 road. 1 Household.
2 Q Have you heard the term "two-plus delinquency 2 BY MR. DROSMAN:
3 statistics"? 3 Q Have you heard the term "two-plus
4 MR. STOLL: Objection to form, beyond the 4 delinquency"?
5 scope. 5 MR. STOLL: Objection to form, beyond the
6 THE WITNESS: No, I have not. 6 scope.
7 BY MR. DROSMAN: 7 THE WITNESS: | thought you asked me that
8 Q Okay. Have you heard the term "skip-a-pay 8 before. But either way, no, | haven't heard it.
9 program" as it relates to Household? 9 BY MR. DROSMAN:
10 MR. STOLL: Objection to form, beyond the 10 Q What about "automatic restructures"?
11 scope. 11 MR. STOLL: Objection to form, beyond the
12 THE WITNESS: No. 12 scope.
13 BY MR. DROSMAN: 13 THE WITNESS: Not as it applies to Household.
14 Q Have you heard the term "restructures” as it 14 BY MR. DROSMAN:
15 pertains to Household? 15 Q Did Household announce a restatement during
16 MR. STOLL: Objection to form, beyond the 16 the class period?
17 scope. 17 MR. STOLL: Objection to form, beyond the
18 THE WITNESS: Not as it pertains to 18 scope.
19 Household. 19 THE WITNESS: | vaguely recall that they did,
20 BY MR. DROSMAN: 20 but it wasn't -- whether or not they did was not
21 Q Have you heard the term "rewrites" as it 21 part of my analysis.
22 pertains to Household? 22 BY MR. DROSMAN:
23 MR. STOLL: Objection to form, beyond the 23 Q Okay. Was that one of the forms of fraud --
24 scope. 24 or one of the categories of fraud that the jury
25 THE WITNESS: Not as it pertains to 25 found?
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1 MR. STOLL: Objection to form. 1 THE WITNESS: In my experience, that's always
2 THE WITNESS: As I recall, the third category 2 the reason for restatement.
3 was related to financial reporting, and it could 3 BY MR. DROSMAN:
4 have been restatement. 4 Q Okay. How much in net income did Household
5 BY MR. DROSMAN: 5 restate?
6 Q Okay. Do you know when Household announced 6 MR. STOLL: Objection to form, beyond the
7 its restatement? 7 scope.
8 A No. 8 THE WITNESS: | don't know.
9 Q Do you know why Household announced its 9 BY MR. DROSMAN:
10 restatement? 10 Q Who are Household's auditors?
11 MR. STOLL: Objection to form, beyond the 11 MR. STOLL: Objection to form, beyond the
12 scope. 12 scope.
13 THE WITNESS: Not specifically. 13 THE WITNESS: | may have seen that, but |
14 BY MR. DROSMAN: 14 don't remember.
15 Q Do you know generally? 15 BY MR. DROSMAN:
16 A They-- 16 Q Are you familiar with the Washington DFI
17 MR. STOLL: Objection -- objection to form, 17 Report?
18 beyond the scope. 18 MR. STOLL: Obijection to form, beyond the
19 THE WITNESS: I'm concluding that they did so 19 scope.
20 because they felt their -- their auditor felt their 20 THE WITNESS: No.
21 financial statements needed material correction. 21 BY MR. DROSMAN:
22 BY MR. DROSMAN: 22 Q Okay. Do you know whether the Washington DFI
23 Q What's the basis for that conclusion? 23 Report was disclosed to the market?
24 MR. STOLL: Objection to form, beyond the 24 MR. STOLL: Objection to form, beyond the
25 scope. 25 scope.
Page 103 Page 104
1 THE WITNESS: | don't. 1 A | was waiting for Mr. Stoll.
2 BY MR. DROSMAN: 2 No, | don't.
3  Q You use the term "value relevant," right? 3 Q Okay. Now, do you know what the acronym
4 A luse the term "value" -- yes, | do use the 4 FFIEC stands for?
5 term "value relevant." 5 MR. STOLL: Objection to form, beyond the
6 Q Whatdoes that term mean? 6 scope.
7 A To me, as a financial economist? 7 THE WITNESS: No.
8 Q Well, as used in Exhibit 1, for example. 8 BY MR. DROSMAN:
9 A Because | use it -- well, let's point to 9 Q Have you ever heard that acronym before?
10 where | use it here. | use that phrase all the 10 MR. STOLL: Objection --
11 time. 11 THE WITNESS: |don't --
12 Q Do you mean different things when you use it? 12 MR. STOLL: Obijection to form, beyond the
13 A Typically not, but | -- it's -- you know, a 13 scope.
14 lot of people use the phrase; so if you've got a 14 THE WITNESS: |don't remember it, if | have.
15 context -- where are you asking me about it? 15 BY MR. DROSMAN:
16 Q Why don't you just tell me generally what you 16 Q Soit's fair to say that you have not done an
17 mean by "value relevant." 17 analysis of the facts of this case?
18 A Something is value relevant if it affects the 18 MR. STOLL: Objection -- objection to form.
19 underlying variables which are -- which determine 19 THE WITNESS: Only the facts that were
20 value, which are typically the future cash flows 20 relevant to my assignment.
21 produced by a company, or asset, and the -- and the 21 BY MR. DROSMAN:
22 rate at which those future cash flows would be 22 Q What facts were those?
23 discounted. 23 A The behavior of the stock price; the -- the
24 Q Do you know whether the Washington DFI Report | 24 use of models to attempt to measure inflation; the
25 was value relevant? 25 regression analyses that Professor Fischel did; the
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1 way he might have modified those regression 1 A | haven't done the work. |-- maybe |
2 analyses. In other words, the statistical 2 couldn't do it if | had done the work. But |
3 implementation of the inflation models. 3 haven't done the work, so it renders that moot.
4 Q Okay. It's fair to say that you have not 4 Q Did you perform a regression analysis in this
5 done an analysis of the evidence from the trial in 5 case?
6 this case? Is that fair? 6 A | confirmed some. | didn't do any new
7 MR. STOLL: Objection to form. 7 regressions. | like to always just check
8 THE WITNESS: Only -- | can't say | haven't 8 regressions; so | did do some confirmatory
9 done any analysis. I've done analysis related to 9 regressions.
10 the assignment | had that | just described, and 10 Q What confirmatory regressions did you do?
11 then -- that's part of the trial, but it's -- it's 11 A As | recall, | reran some of the Fischel
12 only a small part. 12 regressions.
13 BY MR. DROSMAN: 13 Q Any other confirmatory regressions?
14 Q Now, in your analysis for this case, did you 14 A Not that | remember.
15 make judgments about whether information was fraud- 15 Q Okay. Did you perform an event study in this
16 related or not fraud-related? 16 case?
17 MR. STOLL: Objection to form. 17 A No.
18 THE WITNESS: No, | don't think | did. 18 Q Did you attempt to quantify the inflation in
19 BY MR. DROSMAN: 19 this case?
20 Q You wouldn't be equipped to make those 20 A No.
21 judgments, correct? 21 Q D