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Confidential Treatment Requested 

1. Financial Performance 
-" ._- "," ~:.-----,-.- ._-

2. Leveraged Finance Review 

3. Mortgage I COO Review 

em Mortgage and COO Background 

'"' ABS Warehouse I CDO Inventory Chronology 

.. Business Review 

'" Other Supplemental Information 
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($~imC)8Ds) 

FICC 

Equity 

IBK 

Private Equity 

Total GM! 

GWM 

Net Revenue 

Net Earnings 

EPS 
ROE 

o . ., 

3Q07 Operating Results 
With 'Nee /L,~@~ 

$(0.43) 

(3.8)% 

. 8/(W) 

3Q06 

({i33)p;j 

39% 

23% 

(118)% 

(104)% 

29% 

(57)% . 

(115)% 

(122)% 

(26.0) pts 

Wiii'9raui Nea fL.@$$®~1) 

$1.94 

18.5% 

B/(W) 

3Q06 

((Ifi) 
25% 

23% 

(118)% 

10% 

29% 

7% 

(6)% 

(2)% 

(3.7) pts 

O (1): Without Net Lo~ses· normalized for 46. 5% Comp Ratio and 29% TalC Rate. Includes aggrega/e net losses aaoss U.S. Sub' 
rime. COOs. Levereged Finance. Structured Notes. and write-off of First Franklin intan ible esse/. 
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Credit 

Credit ex. marks +.. ; 
1--------------_._---- ----.. ---. -. 

1 GSFII Mortgages ~:,. : 
-.----------_.-- .------------~ 

eRE +-

Prop Trading 
~--- ---.- ... -

; 7To~mD ffOC<C V· i 
1 __ ... ___ ------ _________________ 1 

r----------------------- ----.-, 
; 'i1'oamO IFUCC el!. ...: 
: flUV8Jms ,.-: : 
~----------------------------~ 

Business - Revenue Performance 
3Q07 VS. 3006 

o I ",,,,,,,.., ...... ,.""""'..,,,,,,,.,J 
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($!8iDlOolJUs) 

Net Earnings 

EPS 

ROE 
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With IN@(] !LOO$@$ 

$4.11 

13.7% 

L B/(WJ 

(23)% 

(21)% 

(6.2) pts 

WiiliB@lL9t1 flt9®(] fL@$$®~1) 

$7.12 

23.2% 

I. BI(W} 

30% 

37% 

3.5 pts 

WIthout Net Losses' normalized for 46.5% Camp Ratio and 29% Tax RaJe. Includes aggregate nat losses across U.S. Sub­
end write-off of Arst 
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Credit ~)"' ('JM)%: 

Credit ex. marks +. ®8%; 
, 

GSFl/Mortgages {'7 ('II~,\)%: 
" ___ M~ __ • ___ " __________ • __ •• ___ _ 

eRE +.' 3«1% 

Prop Trading 
----------------- .------------
VOl~8JA trOCe {} (~~;% 
------------------------------

: -i~~;i i=ii:(i ~~.- -•. ---~-~~~ .. : 
I . c:.JC\),rm I 

~ fIIl1Jc'1Jf/'Cfs ' : 
------~-------------------------o I ~I' "'"""'M_ .. ",.,... __ .... 5 
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MER MER 
Reported Pro forma 

Net Earnings (115)% (11)%-

EPS (122)% (9)% 

ROE (26.0) pts (3.9) pts 

: . - ~ 

(I 
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10 Financial Performance 

2. Leveraged Finance Review ' 
- -_.- -~"!'."!!!!'!"'!'!!""~~!'!!"'!"'!'!"'!"~ .. ! 

30 Mortgage I CDO Review 

= Mortgage and COO Background . 

<:> ASS Warehouse I CDO Inventory Chronology 

<:> Business Review 

c Other Supplemental Information 
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Leveraged Finance (.;omm 
Background: Recent Credit Market Conditions 

r July I August Review 

a Market conditions have been exceptionally strong over the 
last couple of years culminating with a very "frothy" 
marketplace in the late spring and early summer 

t:ns) 

500 [ 

450 I 

Spreads Widened Significantly 

Hlah Yield B IndexJiDread 

It. 

'(Conditions deteriorated very rapidly in late July. 
however 

400 I A I" l 

350 I ,~\ ... :AA JA 
'(Spreads widened significantly in the leveraged loan 

and bond markets 300 I IV V " J " kl· 

,(To a large extent this was a technical correction with 250 r v 

no documented change in economic/credit 
fundamentals 200 +I---r---""T""---r----.----~--.._-___, 

a As a result secondary prices plunged 

'(Hedge funds sold securities to meet margin calls 

'(CLOs and COOs could no longer raise new funds 

a New issue demand was non-existent 

,(Traditional cash buyers were unwilling to buy in a 
declining market 

'(Numerous aggressively structured transactions that 
had been launched failed to syndicate and others were 
held back from the market 

Mar-05 Jut-OS NoY-05 ":P.r-06 ~.~.~6. Ja,n-07 May-07 Se'p'-07 

I Monthly High Yield New Issue Volume 
~.~t:Ji!/!c;:s) 

. I OU ~ &l Iij -9 !;j !5. ~ § '" .... ~ z 0 ~ ~ ~ ~ ~ ~ ~ ~ ~ O 
<;> 99 909~ 99 9~~ 
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Overview 

a Senior business management In conjunction with Global Credit 
and Commitments formed a clear, conservative posture towards 
the Increasingly aggressive Leveraged Finance Market in the 12 
months prior to the eventual 2007 summer fall-out 

a The firm made some good risk-related decisions by declining to 
participate in several transactions, the terms of which we felt 
had become too aggressive 

has generally resulted in more favorable marks on outstanding 
commitments 

'" Did not force sales in early August at severely distressed 
levels 

Confidential Treatment Requested 

Commitment Reduction History 

J.~~i:iiO;7!) 

.... 
..... 
..... 
..... 
..... 
.~.o 

I) •• 

JuIoZt ..... OI ..... 13 "·10 .,-n "'100.0' Aag·O AU;-O "'-.0,24 "'\0-" -.or Sep-_ &Io.Z' _-21 
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Summary of Outstanding Financing Commitments 
As of 9128107 - $30.6 Billion (33 Commitments) 
(S6i111t111.< /.:::c:epi <',; il!ule,jj 

53.0 

By Size 

<$500MM 
$2.5 

By Commitment Status (I, 

1// 

Not Cosec! \ " .•. , 

$20.4 '- ... ... 
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Oosed 
$10.2 

Sponsor 
$16.0 

SponsorlCorporate 

,-

,./"" 
, 

" ... 

Bank vs. Bond/Bridge 

// 
Bond/Bridge . 

$10.5 

Corporate 
$14.6 

(1) CIoSIHf commltme",./ndlKla r ... tfCing commltme.,. IIlaI n ... cIoslXI bur not yet baa. successfufly syndlcaled down /0 lhe tarpelllokl/eVel. «(of C/osed commnmeots 
represent financing commhmenlS that have not Vit oee" dowmented and cloUd 
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Leveraged Finance Commitments 
Competitor Reporting Analysis 

Credit Exposure and Mark-to-Market Disclosures (1) 
($Millions) 

Tolal Lueraged Fi"IOCO Elposun: 

Closed 
Commitod Nol Clo,ed 
TOIaI 

Levenged FiDllIee Mlrk..Jo-Market Disd .. ure: 

AmounlofExpcsurc Marked 

Grot\ MIlk-to-Market 
Finaocingrees 

Net Mark-to-Market 

Gross Milk as 1%. or Total Exposure Marleed 
Nel Mark as I % ofTolal Elpo$UrI! Marked 

fQZ to F03 Expolure ReductloD: 

FQ2 Commitments 
Less: Reductions 
Plus: Additions 
FQl Commibncnts 

Net Commitment Reduction 

SIO,172 
20,447 

S3Q,619 

530,619 

5967 
(504) 

[':~l 

3.2% 
.:~~;~ 

$52,795 
(29,120) 

6,944 
530,619 

["-'·-"'~I 

~ (4) 'W' (S) 
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Confidential Treatment Requested 

1. Financial Performance 

2. Leveraged Finance· Review 

3. Mortgage I COO Review 

- Mortgage and COO Background 

cABS Warehouse I COO Inventory Chronology 

.,. Business Review 

«> Other Supplemental Information 
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Mortgage and COO Background 
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.Overvie:w 

Asset Backed Securities ("ABS") 

• Bonds secured by financial receivables such as consumer or commercial loans 

II Mortgage Backed Securities CIMBS") is a subset of ("ABS") 

<COOs 

III An asset-backed security collateralized by a pool of different bonds 

II The assets could include bonds from several different assets classes including ASS, 
MBS, corporate bonds, leveraged loans, or other COOs 

III These assets are aggregated, then structured into different tranches of seniority, and 
sold to investors 

iii The tranches of a COO have meaningful difference in performance across the various 
tranches and structures 

Structured trades, such as COOs, allow investors the ability to hedge, take on or transfer 
credit risk on their books, leveraging an investment across a diversified basket of credits 

Both the ABS and COO markets have grown significantly over last several years 

0 1 
16 
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Residential Mortgage-Ba'eked 

US Mortgages Comprise a Significant Share of Total Fixed Income Market(1) 

US Fixed Income - $35.0 trillion US Mortgage Market - $7.5 trillion 

Domestic 
Financial 
Sectors 

Commercial 

Home 
Mortgage 

Consumer Credit Government 

Conforming 

Non-Conforming 
Sub-Prime ($1.3 trillion) 

... '/ 
17% "'\ 

Non-Conforming 
Other 

- (1) Federal Reserve's Row of Funds (Zt) Report: Debt Outstanding by Sector, 2005-

W' 17 
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Residential Mortgage-Backed ~~L 
Structure Overview 

~1) ~2: 
Loan Sourcing Loan UnderwriUng I 

Retail Channel 

:~3~ 
Loan Made 
to Borrower 

ML Primary Activities: 

Loan Closing 

Whole Loan Origination & Purchase 

Confidential Treatment Requested 

~5~ 
Loans 

Aggregated 
Into POOls 

and Auctioned 

@ 
Loans 

Pooled and 
Structured to 

CreateRMBS 

>--; . . 
, -

® 
Securities 

Distributed to 
Investors 

Typical Investors 
>1 

AAA: 
• Banks 
• ABCP Conduits 
• Speclallnvestment 

Vehicles (SlVs) 

AA-BBB: 
• COOs 
• Hedge Funds 

Equity: 
• Hedge Funds 
• Investment Banks 

18 
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Market Overview and Environment 
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Market Dislocation 
3Q07 Key Events 

i BNP announoos-~' r LEH ~h~ts down 
w/d~wl !rom. ~ funds ' . BNC Mortgages 

cItIng InabIlity to I (1 000' b ) 
kfairly" value. .' jO cuts 

/ABCP ~~rl<et drops ' 
additional 9% to ; 

<$900mm 

I GE -s~uts down 

WMCMtg 

I IKB'~-Rhi'n-e-b-ri-dg-e-" I Fed ~~-Discount . r- GMACi~fuses Northern Rock 
given 

emergency: 
support by BOE 

; $4.8 bn bailout by Rate 50 bps $775 mm into 
:; German gov't ! mortgage unit 

r-·-····---- r---- --- ----
!ABCP 'market~ Countrywide I sap & Moody's 

'. 

reevaluated 
ratings criteria 

ECB injects 
liquidity into 

market 
dropped 16% . exits sub-prime 
to <$1 trillion I (12,000 job cuts) 

L. • '. 

l-"---~ 

I Wells Fargo 
~ .... _-_.--, 
, Fed injects $38bn 

of reserves, 
largest amt. since 

9/11/01 l exits sub-prime 
bUSiness 

.--_._- .. 

. Fed cuts Target & ' 
~ Discount Rate 

l.. ~g.ain .by 50_bP~ ... 

~ I W 20 
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ocation 
Trends and Metrics 

i 
i 

i 
J 

Slowing Home Price Appreciation 
..... - ... - ----

30% _ -~ S&P/Case-ShIPar CompositB 20 MSA _ OFHEO 

25% 

20% 

15% 

10% 

5% 

0% ~ \:. ''':' 
·5% 

·10% 

./\i'/ l'././././ I' i~ / ~~ i~ 
ABX Index 

-- -- ---- -- ... -.-.~ 

-I ~\_ 

......... , 

"" =~::: J 1 o'"tJ Nt' 

~t' __________________________________ ~ ____________________ __ 

........ Q:t.GllIitooHIIDIoc«.A/OoCIl ~ ... .a' ~'-'47~'~' ot.\o4'-...,.a' 

60+ Day Delinquency 

16% 

12% 

8% 

4% 

0% 
o 12 24 36 48 60 72 84 

-2000_ 2001-2002 2003 --2004--- 2005 2006-2007 

COO (AAA) Spread Moves 
800 

a 
.II 600 

1 
~ 400 
II 

~ 500 
III 200 

7 25 
o I ,. 

High Grade Mezzanine 
o Ctec!H SES ·A .. ured· 4·wI< ShoCk 113007 AClual4-w1<· Make!' ShoCk c 3007 Peak to Trough 

o 21 
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ABS Warehouse # COO Inventory Chronology 
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ABS Warehouse I C·DO Inventory 'Chronology 
- -

Backdrop to Summer 06 -

a ML #1 in COO's. 

a Aggregate positions as of end of August 06: COO's: 7.2 Billion (5.6 B Senior, 1.6 B Mezzanine): ABS Warehouse: 8.0 Billion (4.5 B Senior: 3.5 
Mezzanine) 

a C. Riccardi just exited; strong desire to retain #1 position_ 

a Discussion ongoing regarding purchase of sub-prime mortgage originator; FICC Management bullish on growth: bullish on asset-class. 

a Citigroup had recently taken a more aggressive view on senior tranche pricing; AIG retreats as significant purchaser of senior tranches, both 
developments make pricing unattractive; changing certain dynamics of COO business. 

Latc Summer - Year End 06 

o Late July, o. Semerci becomes head of FICC. 
o In August, D. Lattanzio becomes head of FICC Americas; relocates from UK. 
a COO Inventory continues to ramp up through Year-end (7.2 Billion to 17.3 Billion (12.8 B Senior; 4.5 B Mezzanine» 
a ABS Warehouse continues to ramp up through Year-end (8.0 Billion to 11.9 Billion (5.3 B Senior; 6.6 B Mezzanine» 

a In order to execute deals, ML continues to take down senior tranches into inventory. 
a During this period: 

cABS Deals are being priced and sold; 

a New warehouses are opened; 

a Limited first position protection is purchased (to provide limited protection and verify pricing) and some warehouse sharing agreements are 
executed to assist in mitigating exposure. 

o Subprime deterioration becomes increasingly evident. 

a Business is focused on deteriorating subprime market. 

January - February 07 

a Consensus view: Deterioration is confined to the subprime markeUno leakage to COO markeU subprime market and COO Market are different. 

a Positions as of end of February 07: COO's 20.3 Billion ( 15.2 B Senior; 5-1 B Mezzanine and below; from 17.3B VEl; ABS Warehouse 12.8 Billion 
(6.2 B Senior; 6.6 B Mezzanine and below; from 11_9 YE) 

.-c-. o· 
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A.BS Warehouse I CDO Inventory Chronology 
March - May 07 

• Active risk-mitigation strategy is undertaken. 

• Attempt to actively reduce the warehouse by printing deals. 

o ML required to take senior !ranches into inventory to execute deals. 

0/ Over time, Ml required to take certain mezzanine tranches to execute the deals. 

0/ Over time, certain mezzanine pieces need to be enhanced (contractually) in order to be made more attractive (or sale; to the detriment of 
senior tranches. 

0/ Over 10 Billion in deals executed over this period with Ml taking significant senior and mezzanine tranches into inventory. 

o Certain hedges effected to hedge various mezzanine exposure. 

o Positions as of May 07: COO 30.7 Billion (23.2 B Senior; 7.5 B Mezzanine and below); ABS Warehouse: 3.5 Billion (3.0 Billion Senior; .5 B 
Mezzanine and below) 

o Market: During this period: 

0/ It appears that there was still a market to sell senior positions (albeit at a loss). 

0/ It appears that during the early part of this period there was still a market to sell the mezzanine positions (albeit at a loss). 

0/ It appears that there was still a market to hedge exposure. 

o Expectation was that spreads had blown out temporarily; that they would come back in; 1998 experience reinforced that view; liquidity was stili 
present 

D May 16th, Dow Kim announces desire to leave Ml to establish a hedge fund. 

. . 'June - July 07 . 

o Bear Stearns Asset Management (BSAM) insolvencies. 

a liquidity dissipates; market is impaired. 

Confidential Treatment Requested 
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Ua5a Sub-prime Residential Mortgages 
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:;f;:: ~}~~!h:J':_'!;"l; 
u.s. Sub--prime Res,idential'Mortgage 
Exposures & Marks - 3Q07 

r Exposure [ Impact of Marks 

Net Losses OCI 
........ -- . _ ....... - .,. - .. '-"--' -_._ ..... __ ..•. _-----------------_ ..... _-_ .. _----_ .. -.. 

Business (1.0) (0.1) 
....... ---_ .. - . __ .. _ ... , .. - .. _ ...... _.. .•... . '. -"', ...... --'" .... -.......... ' _ ...... "'--"'''''' ......... ~ .. -.-. 
Investments (0.1) (0.2) 

.... ----------- •. - •. - ..... ----- ..... - ....... - •....... -- ••.• - - ..... --.................. - .• -- .. - ........................ I 

Repo 0 0' 

- ---:--J ~Core lBusiness 
Total (1.1) (0.3) 

Ili Mtg. Business r.J Mtg. In..estments 0 Mtg. Repo 

TotaR Exposure: $13.1' bl1l 

27 
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Whole Loans: 
First Franklin 

.-' 

Whole Loans: 
3rd Party 

/ 

al Mortgages 

• Significant product changes I pricing increases 
• Product mix adjusted to market and regulatory environment 
I!I Employing multiple risk distribution strategies 
19 Cost reductions 

c Discontinued 3rd party purchases 
c Whole loan sales, forward sales and hedging 
c Current subprime balances primarily represent Scratch & 

Dent loans 

Gl $20bn facilities terminated since early 2006 
• I:J Covenant & collateral monitoring 

Warehouse c Margin calls 
Financing 

./ 

..-

Confidential Treatment Requested 
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u.s. Sub-prime Residential Mortgage 
,,~~~! :L ."_ .. -'~.?; "".~ ~ .. 8.usiness 

30 27.0 

24 

18 

12 

6 

o 
3Q06 4Q06 1Q07 

Exposure Reduction 
--_. -.. -............. -. -.. -.... -- ... --- ........ _----_. -- . __ .. , .... ---......... _- .-.----.-. --- ........ -_.- ......... -

vs.3Q06 vs.1Q07 
_." ............ _ .. 

Warehouse Financing (93)% (80)% 
_ .. _-----_ ..... ------------_._ .. _----- ...... _--- -._---_ ..... -. ,- -----_ .... _ .. _ ..... _., .. _.,-_ .. - .' ............... .. 

Whole Loans (73)% (72)% 
... ---- ..... --...... ----_ ... - ...... _. _.. . ... - .................................... _- ......•....... - ........... -_ ........ . 

RMBS Trading (91)% NM 

Residuals 14% (20)% 

• RMBS Trading 
[] Servicing 

o Residuals 
[] Whole Loans 
• Warehouse Financing 

2Q07 3Q07 

3Q07 Net Revenue Losses 

Residuals $(0.5) 

Whole Loans (0.4) 

All Other (0.1 ) 

Total (1.0) 
..... _-_ .. - ....... -,._ ... -. -_ .. _ ..... , ... _ ..... ~ ... __ .. __ ......... -... __ . ,- ---..•....•.. 

o ........ ' __ ""'~'"""'d_"". 29 
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15 

12.7 

10 

I An I 
5.3 • • 5 - I 
4.7 

3.0 

L .. 
0 

3Q06 4Q06 1Q07 2Q07 3Q07 

II Third Party ( ] First Franklin 

Balances include funded end unfund9d commt'tments. 
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Monthly 
Originations 

Product 

I nfrastruct u re 
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a - $2.0 bn 

a Product guidelines changed 6x 
a Coupons increased 11 x 

a Subprime focus 
D Originate ~ Securitization 
a Risk distribution: 

./ 8 securitizations 

./ 4 3n1 party whole loan sales 

./ Fannie Mae forward sale 

------- .---.------. 
a Phase I: 

./222 FTEs reduced 

./ 5 branches closed 

./ $23 mm ·cost savings 

" $110 mm 

o GSE-focus 
a Eliminated all 2nd lien, high loan-to­

value, stated doc 
o Increased coupon 8x 

a Higher credit Quality migration 
a Proactive volume reduction 
D Risk distribution: 

./ 4 Fannie Mae sales 

./ 3 securitizations 

./ 3n1 party whole loan sale 

• 4007-1008: < $100 mm 
.. 20-4008: $100-$300 mm (Alta & Prime) 

REDACTED 

D Higher credit Quality and prime migration 
~ Securitization 

c Originate ~ 3rc! party sale 
GSE 

o Leverage NatlonPoint online retail platform 
c Optimize execution of capital markets 

exits 
o Adapt to changing regulatory and rating 

agency environment 
._----_.- -----._--_ .. _---------------

D Phases II-IV: 
./937 FTEs reduced 
./ 15 branches closed 
./$59 mm cost savings 

o Phases V - VII (by Feb 08): 
'/837 FTEs to be reduced 
'/7 branches to be closed 
,/$150 mm cost savings 
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Collateralized Debt Obligations (COOs) 
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us.iness 
Aggressive Build-out 

ML Global League Table Ranking 
. . - - - -.- -----

U.S. ABS COO League Table - 1 H07 
-_._-_ .. _--- . -_ .. -.... --.----~--- __ ~ ___ I 

Year B!.M VOL fSMMI MKT SHARE 

1H07 

2006 

2005 

34,177 

55,280 

28,028 

13.1 

11.6 

12.3 

2.004 16,508 13.1 

2003 1 9,259 10.7 -----_ .. _----------_ .. _------_ .... ---.. --_ .. _-------------------------

375 

275 
~ 
~ 
v: 175 

75 

·25 

2002 11 2,989 3.6 

2001 10 2,960 3.7 

2000 13 1,665 2.4 

ML CDO Revenues 

39 

2003 2004 2005 2006 1H07 
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... -.............. . 

U.S. COO Securitization Volume Growth (Sbn) ._- ..... --- ... ~-~~~ .. ~I 

150 

2003 2004 2005 2006 1H07 

Il Asset Backed Securijles II Other 
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- .... ~ coo Exposure and 
.ft;'~ :1. '. 

45.0 

35.0 

25.0 

15.0 

5.0 

(5.0) 
3006 4006 

• Hedges 

Exposure Reduction vs. 2Q07 

31.5 

1007 

[] Retained 

32.1 

2007 3Q07 

H Super Senior 

3Q07 Net Revenue Losses 
___ ••• ___ •• ___ h·' • _____ • __ •• _._ ._ ............... _ •• ,_ ._ ......... __ •••• _ • _____ ••••• • _ • • ••• _ ••• 

Super Senior $(3.2) Super Senior (45)% -----_ .. __ .. __ .--_ .. _-- . "'''''- ... _. __ .. . ... -.- ,- .. _ ... __ .. _--_ .... __ ..... _-._--- ........ _ .. ---_ ...... __ ... -, .... . 
• _ .. __ • _______ • _ .... _ ... _0, ••••• ___ .... _ ... ___ ._ ••••••• , _,. __ •••••••• _ •••• _ ._ ••••• _._ •• __ •• • ............ _ .. ... 

Retained I Hedges (24)% Retained I Hedges (0.9) 

Total (4.1) 
._ .... - -- .... ~-- .... -" ......... _ ... . 

Confidential Treatment Requested 

Super Senior reflected as net notional exposure (Funded & Unfunded) and net of Mari<s. Retained I Hedges are reflected 
as bond equivalent values. 
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Overview 

a ML & Co. valuation policies require the trading desk to mark to Fair Value under FAS 157 using market Inputs from 
various sources: 

.rExchanges, external quotes, vendor pricing services & contemporary trades and quantitative models 

a Independent control groups within CFO are responsible for validating trading desk valuation inputs and results 

a In observable markets where prices and m9del inputs are readily obtainable and reliable: 

.rBU Finance validate the portfolios via independent market quotations 

a In more complex, less liquid or opaque markets where the desk uses a higher degree of estimation: 

.rCFO is involved through development of quantitative methods to assess and validate portfolio valuations 

a The above validation steps are shared through regular dialogue with external auditors and regulators: 

.rO&T, SEC and U.K. FSA 

3Q07 Valuation Methodologies and Review Procedures 

m Dislocation in the U.S. Residential Mortgage market led to massive illiquidity in the RMBS asset class 

a As a result. valuation of the Firm's ASS COO positions became increasingly challenging 

a The firm utilized a combination of: 

.rCash flow, loss curve and other valuation modelling techniques 

.rRelevant index movement guidance 

.rObservable market price and trade indication levels 

Confidential Treatment Requested 
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HG 
40-100 
25-40 

15-25 
10-15 

Total HG 

MEZZ' 
60-100 
50-60 

30-50 

Total MEZZ 

CDOA2 

70-100 

30-70 

Total CDOA2 

Total 
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UaSa ABS Super Senior COO Mark and Pricing Detail 
As of September 2007 

Current Net 

Notional Value ($bn) 

6.09 

2.60 

1.12 
0.36 

10.15 

5.59 
1.13 

1.74 

8.47 

0.88 

0.62 

1.50 

20.15 

3Q Marks (Sbn) 

(0.28) 

(0.10) 

(0.86) 
(0.25) 

(1.50) 

(0.20) 

(0.05) 

(0.84) 

(1.09) 

(0.25) 

(0.39) 

(0.64) 

(3.23) 

Bond Equivalent 
Value (Sbn) 

5.81 
2.50 

0.25 
0.13 

8.69 

5.39 

1.08' 
0.83 .. 

7.30 

0.63 

0.17 

0.81 

16.80 

30 (10 Markdown 

Weighted 
Avg Price ~ Cba!lgg 

99.29 -0.7% 

57.58 -42.3% 

88.12 -11.7% 

90.96 -8.8% 

---·65.22 -34.3% 

84.45 -14.6% 

63.81 -35.8% 

26.84 -70.7% 

53.83 -44.0% 
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ABS COO Super Senior . 
4Q07 Focus and Strategy 

Ii Restructuring Ideas I Sales Efforts 

III Risk Mitigation 

rtl Modell Valuation Infrastructure 

~ Business Model Going Forward 
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Other Supplemental Information 
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r Conduit Funding ($bn) 

'.';3,,]: 
50 45.9 

45 

40 

35 

30 

25 

20 

15 

10 

5 

o 
1006 2Q06 3006 4006 1Q07 2Q07 Jul·07 Aug-07 Sep.07 

o MlBUSA-Sponsored Conduits • Other Conduit Activity 

Reductions and Curre!1t Status 

Q Total assets In conduits have declined by $20bn from a peak of $46bn 
in July 2007 

-/ Approximately $6bn in COO assets transferred from black box 
conduits to commercial bank term funding vehicles 

-/ Assets in MlBUSA-sponsored conduits declined by approximately 
$7bn as the bank purchased assets back on to the balance sheet 

-/ Additional $7bn In conduit assets were either repo financed, funded 
on balance sheet or sold 

Q ABCP market conditions have improved from most severe dislocation in 
early September 

-/ Businesses continue to seek opportunities to replace conduit 
funding 

Q Remaining liquidity exposure to conduits is approximately $26bn, of 
which SlObn would require Ml&Co financing and the remainder would 
be supported by MlBUSA and MUB 

-/ Both the parent company and the banks are well positioned to 
handle conduit financing needs 

-/liquidity modeling assumes Ml&Co. to fund $17bn (net of 3rd party 
liquidity) in conduit assets through year end - $9bn if credit 
conditions continue to deteriorate and additional $8bn under severe 
stress 

-/ Approximately $6bn in conduit financing would need to be replaced 
if Ml's short-term rating is downgraded by S&P to A-1 + from A-1 

0 1 
41 
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r Global Residential Mortgage Exposure - On I Off Balance Sheet 

,~lo . .'.J .•. ":" 13% ". 

.;/ 

~ 17% " •. 

44% 

o U. S. Sub-prime - on B/S 

o U. S. Sub-prime - off B/S 

• U. S. Other - On B/S' 

o U.S. Other ~ Off B/S' 

o Non U.S. ~ On B/S 

o Non U.S. ~ Off B/S 

Total: $62.8bn 

Global Residential Mortgage· P&L 

D U.S. Sub-Prime 

iii U.S. Other' 

aNon U.S. 

1l"ota~: $(i1.5)bn 

'Ah-A I Prime 

Confidential Treatment Requested 

Global ABS COO Exposure 

a U.S. ASS COO 

o COOs - Retained 

o Non U.S . 

'fotal: $18.1bl'il 

r Global ABS COO P&L 

o ABSCDO 

o COOs - Retained 

Total: $(4.1I)bn 
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COOs and Off-Balance Sheet 
($85.3bn as of 10/07) 

Gross Notional COO Composition Other Assets in Conduits 

mASS 

~ 

($42.9 Q Super Senior Portfolio 
o Hedge Fund loans 

f , 

~. Hedged Exposure 

1(Q)~~: $®~.~IbJU1l 

Confidential Treatment Requested 

,..~ Emerging Market 
Loans 

o Leveraged Loans 

IJ Equities' 

IJ other 

1r(Q)~~D: ~~~.~IbJU1l 
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Business Model and Strategy Overview 

ML Acquisition to Build a Vertically Integrated Mortgage Platform Strategy 

r,-'----------- "-- --- ML FleC Platform Expansion 

Origination Capital Markets 

,I·~reh~~se " 
. . ,..... Flnancl'JI: 

Capital Marlcets Caplfal Marlcets 

,,~ole ~~an : > ~.:uct~ring I 
~/' Purchas~:. Dlstributl41 

InvesUng 

~I 
.)r pri~~ipal . 
. Investln .• 

HLS Servicing ~"'. Wilshire Servicing 

flRot/amant gOllllarols iJ val1/~8J11y iUJgagT8Jttad pl8Jtform sfrllJtagy 

a Historically a third party-focused model 

.· .. TI""'·· 

________________ . __________ ..1 

r:~;;ary '; 
Tradlniil! 

.2006 Acquisition 
r ...i2004 Acquisition' 
Q'OS·'OS New Business 
r .1'04.'06 Organic Expansion 

Y"'Reliant on third party mortgage originators, their underwriting guidelines and origination practices 

Y"'Competitive bidding for mortgage pools limited the margin opportunity 

Y"'lncrease in whole loan purchases and retention of mortgage residuals drove rationale to own servicing platform 

a Benefits of vertical integration 

Y"'Direct "access to assets" 

Y'" Ability to tailor origination profile and pricing to specific risk appetite and capital markets strategy 

Y"'Mortgage originators integrated downstream into capital markets; Wall Street firms and commercial banks integrated 
upstream into owning origination platforms 

~I ~ 
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COO 
Creation of a Typical CDO Structure 

Street Inventory 

Underlying Collateral 

Resl Securities 

EJEJ 
Prime Non-Prime 

E~:ro. U \ ,/':-
ABS HI Gracie ADS Mezz //11 

U U ~o A ... 
CtOs Trups ---t> Manager W . 

LS-E=1 / ::: \it 
E:JES " Emerg Mitts Lev Loans 

ML Primary Activities: 

~p ~~':-. 

Confidential Treatment Requested 

• Warehouse 
Financing ~·'bAL. 

4 .... 8e. 
c

I4l
., ~ !~~ 0" 

._/ -.'''' ...... -.. 
High Grade 

CDO Warehouse 
• Non·Prime ANA; 60% 
• COOs AA: 25% 
• Non-Prime BBB: 8% 
~_!rI~.e:_ 7% .' ._~ 

Assets are 
Pooled and 
Slructured to 
Create COOs 

MezzCDO 
Typical 

matli1JIlJ. 

® 

Typical 
Investors 
8yRa/ings 
~ 

• Global Banks 
• Prop Desks 
• Hedge Funds 
• SlVs/Condul1S 

o Global Banks 
o COOs 

• Asian Banks 
• COOs 
• Hedge Funds 
.. Insurance Cas. 
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ABS CDQ Risk Summary 
What is an ASS COO? 

'';ABSColiateralized Debt °Obl'igaticins are-s·p.ja.ii Purpose VeiiiCies- ... 
("SPVs") that offer investors non-recourse. leveraged exposure to a 
variety of Asset Backed Securities. 

Securities issued by MG COO 

~~ .. ninr Notes 

Notes 

..... S .. ninr Notes 

-+-Junior Notes 

L-__ ....J!+Preferred Share 

Representative Portfolio for Mezz COO 
.. __ .. _ ... 1 

BB 

(ley Collateral By Rating 

Confidential Treatment Requested 

Representative Portfolio for HG COO 

BBB 

By Collateral Type By Rating 

Representative Portfolio for CDOll2 COO 
.... '" 'Trust' 

Middle Preferred 
Mmet 5% 

a..o 
5% 

DO 

20010 

CRECOO 

.\1.'%1 . .. \ /IS 

CDO 
:'0"" 

By Collateral Type By Rating 
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12 

10 

8 
$BN 

6 

4 

2 

a 

t::I ML Principal Funded 

• Warehouse Facilities 9.88 
9.33 

11.28 
10.73 

9.88 

Jul.06 Aug·OS Sep-06 Oct·06 ~v-06 Dec·06 Jan·07 feb.07 Mlr-07 Apr-07 Mly·07 Jun-07 Jul-07 Aug·07 Sep-07 

o EMEA portfolio has grown steadily over the 'past year with the principal portfolio turning over 
regularly via Newgate and Ludgate RMBS transactions; more recently, whole loan sales have 
been preferred takeout 

o US mortgage commitments (ex. First Franklin) meanwhile have declined from $23 billion to under 
$2.5 billion over the same period; remaining committed facilities are closer to $1 billion 

~I J 
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T_ .. ofSep! Z8. HG7I Uu,.ru 511.&19_ M.138,D6!\ 

Product Type 

""'-prin"e 
1% 

Capital Structure 
&llJ1Iy 

2% 

"""gaga 
53% 

SenIor 3,d Ru1y 
47% 

CCnmlrclal 
2% 

4% O
· Reverse Mlrtgage 

SeniDrM.. 
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Glos.sary 
Im!! .I2!!In.W!!n 

ABCP Conduit A special purpose entily that purchase aS1iets such as mortgage-backed securities, commercialtoans, coItateralized bond obllgalions. end collateralized I 
toan obligations. The conduit funds these purchases by Issuing commerciat paper (CP), with the ongOing c;ash now from the assets used to service the 
commercial paper. I 

ASS (AsseI·Backed Securilles) Bonds secured by financial receivables, such as consumer or commercial loans originated by banks, finance companies or mangage originators. 

ASXtndex A specifIC market index of home eqully asset-backed securities for a pariicular creditgrede and orIglnalion vlnlage; there are 20 referenced securities 
i 

underiylng the Index which are equally weighted I 
I 

Nt-A The Nt·A mOrigage market Is generally characterized by lending to borrowers of a higher credit qualily than ~lIed "S" and "C" borrowera but with 
characleri&llcs that ~Id disqualify the borrower from a lradlUonal "I>:, or 'prime" loan are considered "Nt·A" mortgaga loans. AIl-A lending 
characleri&llcs may Include less than fult documentallon (e.g. 'low doc" or 'no doc"~ L TVs In excess of 80% but lacking primary mangage insurance, 
borrowers who are resident aliens. loans secured by non-owner occupied properties or non-warrantable condominiums, debt·to-income ralics above 
nonnatlimlt!l, Of a combination of the these factors. 

Attachment I Detachment Points The risk of loss on the reference poIlfoilo Is divided Into tranches of Increasing seniority where the losses will firs! affect the equily (firs! loss) tranche, 
then the mezzanine !ranches, and finally the senior and super senior tranches. The tower tranche boundary Is called the atlachment pOint, whOe the 
upper tranche boundary is called the detachment point. 

Bond Equivalent Value A calculation that converts the value of a synIheUc: (e.g. COS contracl on a underlying securily) Instrument, Into the equivalent cash bond value of the 
underlying In order to facilitate direct comparison of risk. 

COO (Collateralized Debt Obligallon) An asset backed securily collateralized by a pool of different bonds. These assets could include bonds from several different asset classes Including: 
ABS; MBS; corporate bonds; leveraged loans; and other COOs. 

COO Tranche Division or slidng of the credit risk of the reference portfoliO into different dasses, known as trancheS. within Iha capital structure. In ac:cordance with lis 
seniorily, each tnanche enjoys rights and priorities concemlng payments ganeraled by Its collateral. 

COO Warehouse A loan provided by the financial instItution arranging the COO transaction to assist the COO manager In purchasing assets. The warehouse bridges the 
funding requirements of the COO until enough aS1iels have been accumulated to generate sufficient cash now to warrant the issuance of Ihe COO's 
notes. 

CLO (Collateralized loan Obligation) A structure that is similar to B COO, hoWever, It is backed primarily by leveraged loans. 

CMBS (Commercial Morigage- A morlgage-backed securily backed by mortgages on commen:ial propeJly, rather than residenUal real eSlate. 
Backed Securily) 
Conforming Loan 'Conforming" is most oflen used when speaking Specifically about a morigage amount. The terms of "conforming" and "convenUoner are onen used 

Interchangeably referring 10 a mortgage that Is equal to or less than the donar amount established by the confonnlng loan limit set by Fannie Mae and 
Freddie Mac's eligible loan criteria. 

----- -----

o 49 

Confidential Treatment Requested BAC-ML-CDO-000077087 



.

••• -•• -e·. -.-•• -•• -•• -.-. e-e .-..... -e-. e· •• -e .-••.• .: .......... -e 

l!Jm ~ 
OVOl A measure of how much a bond's price will change in response to a one basis point movement in spread. 

FHLMC (Federal Home Loan A government-sponsored enterprise (GSE) authorized to make loans and loan guarantees. FHLMC buys mortgages on the secondary market, pools 
Mortgage Corp) them, and sells them as mO!1gage-backed securities to investors on the open martlel. 

FICO Score (Fair Isaac Corporation) The Industry standard ~n """ring model used to rank order tile risk of consumers, based on a stetisl .... 1 model, with the higher FICO indicating better 
expected ~it performance. FICO &COreS lake Into account paS! payment history and the number 01 negative events In a bomIwer's ctedlt file. 

FitSl Loss COO Tranche The final tranche within the COO strudure, in terms of seniority of sequential payment claims, is the equity portion. As this Is the Junior most position in 
I 

the capital strudure. the equity is also described as the 'first-loss' piBCB. 

FNMA (Federal National Mortgage A govemment-Sponsored enterprise (GSE) authorized to make loans and loan guarantees. FNMA buys mortgages on the secondary market. pools them'l 
Assoc) and sells them as mortgage-backed secuJ1ties to InvestOIS on the Open maJke1. 

High Grade COO COO whose collat8l81 has an average credit rating of Aa3lA 1 by Moodys 

Junior I SenlOt' COO Tranche The bottom 33"10 of the total Super senlor tranche of a hIgh grade COO is termed as the junior super senior and the top 67"A. remainIng is tanned as the 
senior super senior tranche. For a mezzanine COO deal the bottom 40% of the super senior tranche Is termed the junior super senior tranche and the 
remaining top 60% of the super senior tranche Is termed lhe senior super senior tranche 

Leveraged loans loans extended to companies or individuals that already have substantial amounts of debt. These loans carTY higher interest rates since the risk of 
default Is greater. 

MBS (Mortgage Backed Securities) Asset backed securities specifically secured by mortgages, Including either commerdal or residential. MBS is a subset of the more general ABS marlee!. 

Mezzanine COO COO whose conateral has an average credit reling of Baa2IBaa3 by Moodys 

Non-Conformlng loan Loans outside of the agency eligible criteria which Include tiers of mortgage products down to and Including sub-prime. 

OCI Other comprehensive Income Is the difference between net income and compnehenslve income and represenls the unrealized gains and losses of the 
enterprise. In pracUce, It comprises four general Items: 
- Gains and losses on available ror sale securities 
- Gains and losses on derivatives held as cash now hedges 
- Gains and losses resulting from converting rOreign currency subsidiaries to the parent currency, and minimum pension liabiUty adjuS!ments. 
- Unrealized aains and losses from B forei.9n curre~ hedllB of a net investment In a foreign Q.IlO!.ration 

Prime Mortgage loans to borrowers of excellent credit quality are considered "A", or prime loans. Prime borrowers generally have FICO scores above 680, fully 
documented Income and assets, debt to income ratios below 35% , I'M) months of mortgage payments in reserves arter closing and loan-to-value (llY) 
rat,os below 80"10. 

-----
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REIT (Real ESiate Investment Trust) A tax designation for a cofllOration Investing In real estate that reduces or eliminates cofllOrate Income taxes. As a requirement, REITs musl distribute 
90% of their income, which may be taxable in the hands of the investors. The REIT stnuctune was designed to provide a Similar structure for investment 
in real estate as mutual funds provide for investment in stocks. 

Residential Mortgage-Backed RMBS is a subsel of \he mora general Asset Backed Securities which Is SPecifically secured by residential mortgages. 
Securily (RMBS) 
Residuals Residual Tranches are subordlnaled classes and first-loss pieces from RMBS. 
Retained-COOs COO assets securiUzed, unsold and relained on balance sheet; and ramp-up Inventory In warehouses with intention of securitizing for which warehouse 

iaQreemenl has now exolred. 
Scratch & Dent Loan Scratch & Dent mortgage loans are those that fall out of compliance with the customary prime, AII·A and sub-prime originator guidelines and 

performance expectatiOns. Scratch & Dent loans often contain non-comllliance Issues such as mis-assigned credit ratings, poor appraisal quality or 
missing loan documental/on. Loans are usually performing and as a resull may be securitized with added credit support. Scratch & Dent loans may also 
be classified as re-oerformlnll. non-performing or sul>R8rforming. 

ServiCing The act of coIleclJng morIgage principal and Interest payments from bolTlMlers and remilllng proceeds \0 the holder of tha mortgage typically hald In a 
securlllzation \rust on behalf of investors. Servlcers are authorized by Investors \0 take acllon to mitigate losses with delinquent borrowers. Including 
loan wortlouts modiflcallDn$ and foreclosures. 

SES (Spread Event Scenario) An estimate of \he change In economic value of \he currant static position based on a severe but not unrealistic credit spread steepening and widening 
event, of a magnitude which would be expected once In a ten year pertod. The amount of widening and steepening Is calibrated to asset type and to 

i credit ratings. It Is not an estimate of Income statement Impact. (Many affected positions do not have MTM accounting.) 

SIV (StructUred Investment VehiCle) A credit arbitrage fund that may Invest In a range of assat-backed &BcurlUes. as well as corporate bonds. A SIV seeks to make profits from the difference I 
between short term borrowing rate and long term returns on the assets held in tha Vehicle. 

Sub-prime The SUb-prime mortgage martlel is generally characterized by lending to borrowers wiIh less-than-perfecl credit histories. Borrowers with FICO scores : 
below 620 (out of a possible 900) are generally considered by lenders to be considered "sub-prime', although score below 660 are considered sub-prime I 
by bank regulatory agencies. Typical sub-prime lending guidefines consist of credit quality ranges from "8" to "0" and which are detennined by lenders ! 

based on credit scores, credit history allowances (credillates, bankruptcy. foreclosure, etc.) and debt service ratios. , 

Super Senior COO Tranche Senior most tranche in a COO capital structure. In bankruptcy Ihe proceeds from liquidated cash COO assets will first be used to meet the claims of the 
most senior, lriple-A rated debt tranche. Once the most senior tranche Is satisfied, cash proceeds will be applied 10 the next lowest tranche. 

TruPS (Trust Preferred Securities) A 'hybrid" security possessing characteristics of both eqUity and debt. TruPS may offer tax deductibility for the Issuer while being c:onsldered capital 
under certain circumstances. 

Warehouse Financing The process of providing a collateralIZed revolving loan facility to an originator of assets. Tha warehouse financing allows the ortglnator to finance their 
funding requirements until enough assets have been accumulated to securitize or sellin a bulk package. 

Whole Loan A term used to describe an original mortgage loan In its unsecurllized form. Whole toans are usually larger in size than the maxim um amount allowed by 
GNMA, FNMA and, FHLMC. Credit enhancements ensure investors receive timely Interest payments. 

Wholesale Origination The process of originating mortgage loans through Intermediaries. such as mortgage brokers. 
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