Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 1 of 181 PagelD #:45223

UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF ILLINOIS

EASTERN DIVISION

)

LAWRENCE E. JAFFE PENSION PLAN, ON )
BEHALF OF ITSELF AND ALL OTHERS SIMILARLY )  Lead Case No. 02-C-5893

SITUATED, ) (Consolidated)
Plaintiff, g CLASS ACTION

- against - % Judge Ronald A. Guzmdn

)

HOUSEHOLD INTERNATIONAL, INC., ET. AL., )

)

Defendants. )

)

DECLARATION OF THOMAS J. KAVALER IN SUPPORT OF
DEFENDANTS’ MOTION FOR JUDGMENT AS A MATTER OF LAW
PURSUANT TO RULE 50(b) AND DEFENDANTS’ MOTION FOR NEW
TRIAL PURSUANT TO RULE 59

I, THOMAS J. KAVALER, declare as follows:

1. Tam a member of the bar and the trial bar of this Court and a member of the
firm Cahill Gordon & Reindel LLP, attorneys for Household International, Inc., William F,
Aldinger, David A. Schoenholz and Gary Gilmer, Defendants in this action. I submit this declara-
tion to place before the Court certain information and documents referenced in the accompanying
Memorandum of Law in Support of Defendants’ Motion for Judgment as a Matter of Law Pursuant
to Rule 50(b) and/or the accompanying Memorandum of Law in Support of Defendants’ Motion

for New Trial Pursuant to Rule 59.

2. Attached hereto as Exhibit 1 is a true and correct copy of the Report of Daniel
R. Fischel, including selected exhibits to that report (Exhibits 53 and 56), which was served upon

Defendants by Plaintiffs in this action on August 15, 2007.
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3. Attached hereto as Exhibit 2 is a true and correct copy of the Rebuttal Report of

Daniel R. Fischel, which was served upon Defendants by Plaintiffs in this action on February 1,

2008.

4. Attached hereto as Exhibit 3 is a true and correct copy of an excerpt of the tran-

script of the deposition of Daniel R. Fischel taken in this action on March 21 , 2008.

5. Attached hereto as Exhibit 4 is a true and correct copy of the Affidavit of Brad-
ford Cornell, dated October 30, 2008.

6. Attached hereto as Exhibit 5 is a true and correct copy of an excerpt of Lead
Plaintiffs” Fourth Amended Objections and Responses to Defendants’ [Ninth] Set of Interrogato-
ries, dated February 1, 2008.

7. Attached hereto as Exhibit 6 is a true and correct copy of an excerpt of the tran-
script of the deposition of Charles Cross taken in this action on April 9, 2008 which was not pre-

sented to the jury during the trial of this action.

8. Attached hereto as Exhibit 7 is a true and correct copy of Lead Plaintiffs’ Status

Report for the February 7, 2008 Telephone Status Conference, dated February 6, 2008.

9. Attached hereto as Exhibit 8 is a true and correct copy of an excerpt of the tran-
script of the telephone status conference before the Honorable Nan R. Nolan, Magistrate Judge,
dated February 7, 2008,

10. Attached hereto as Exhibit 9 is a true and correct copy of an e-mail chain be-

tween Josh Newville and Luke Brooks, dated March 29, 2009.

11, Attached hereto as Exhibit 10 is a true and correct copy of an e-mail chain be-

tween Josh Newville and Luke Brooks, dated March 29 through April 6, 2009.
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12. Attached hereto as Exhibit 11 is a true and correct copy of an excerpt of Exhibit
D-1 to the [Proposed] Final Pretrial Order that was submitted to the Court by Plaintiffs on January
30, 2009.

13. Attached hereto as Exhibit 12 is a true and correct copy of Plaintiffs’ Demon-
strative Exhibit 40.

14. True and correct copies of excerpts of the transcript of the final pre-trial confer- .
ence, trial and jury instructions conferences in this action, and excerpts of the transcripts of deposi-
tion selections played during the trial in this action are collected in the accompanying separately

bound Appendix of Transcript Excerpts.

15. I declare under penalty of perjury under the laws of the State of New York that

the foregoing is true and correct.

Executed this 20th day of July, 2009, in New York, New York.

/sf Thomas J. Kavaler

Thomas J. Kavaler
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UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF ILLINOIS

EASTERN DIVISION
LAWRENCE E. JAFFE PENSION PLAN, On )} Lead Case No. 02-C-5893
Behalf of Itself and All Others Similarly ) (Consolidated)
Situated, )
) CLASS ACTION
Plaintiff, )
) Judge Ronald A. Guzman
vs. ) Magistrate Judge Nan R. Nolan
HOUSEHOLD INTERNATIONAL, INC., et g
al.,
)
Defendants. g
)

REPORT OF DANIEL R. FISCHEL
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Lawrence E. Jaffe Pension Plan vs. Household International, Inc., et al.

REPORT OF DANIEL R. FISCHEL

L QUALIFICATIONS

1. I, Daniel R. Fischel, am President of Lexecon, a consulting firm
that specializes in the application of economics to a variety of legal and regulatory issues.
T'am also Professor of Law and Business at Northwestern University School of Law and
Kellogg School of Management and the Lee and Brena Freeman Professor of Law and
Business Emeritus at The University of Chicago Law School. I have served previously
as Dean of The University of Chicago Law School, Director of the Law and Economics
Program at The University of Chicago Law School, and as Professor of Law and
Business at The University of Chicago Graduate School of Business.

2. Both my research and my teaching have concerned the economics
of corporate law and financial markets. Ihave published approximately fifty articles in
leading legal and economics journals and am coauthor, with Judge Frank Easterbrook of
the Seventh Circuit Court of Appeals, of the book The Economic Structure of Corporate
Law (Harvard University Press). Courts of all levels, including the Supreme Court of the
United States, have cited my articles as authoritative. See, e.g., Central Bank v. First
Interstate Bank, 511 U.S. 164 (1994); Basic Inc. v. Levinson, 485 U.S. 224, 246 n. 24
(1988); and Edgar v. MTE Corp., 457 U.S. 624, 643 (1982). My curriculum vitae,
which contains a list of my publications, is attached hereto as Exhibit 1.

3. L have served as a consultant or adviser on economic issues to,
among others, the United States Securities and Exchange Commission, The National

Association of Securities Dealers, the New York Stock Exchange, the Chicago Board of
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Trade, the United States Department of Labor, the United States Department of Justice,
the Federal Deposit Insurance Corporation, the Resolution Trust Corporation, and the
Federal Trade Commission.

4. I am a member of the American Economic Association and the
American Finance Association. I am also a member of the Board of Directors of the
Center for the Study of the Economy and the State at The University of Chicago, and
former Chairman of the American Association of Law Schools' Section on Law and
Economics. I have testified as an expert witness in multiple proceedings in federal and

state courts across the country, as detailed in Exhibit 1. My hourly billing rate is $1,000.

IL INTRODUCTION AND SUMMARY OF CONCLUSION

5. Houschold International, Inc. (“Household” or the “Company™)
was principally a non-operating company with subsidiaries that primarily provided
middle-market customers with several types of loan products in the United States, the
United Kingdom, Canada, the Czech Republic, and Hungary.! Household Form 10-K for
the fiscal year ended December 31, 2002 (“2002 10-K”) at 2. The Company’s operations
were divided into three reportable segments: consumer (which included consumer
lending, mortgage services, retail services, and auto finance businesses); credit card
services (which included domestic MasterCard and Visa credit card businesses); and
international. /d. at5. Across these segments, Houschold generally served
nonconforming and nonprime (“subprime™) customers, i.e., those who have limited credit
histories, modest income, high debt-to-income ratios, high loan-to-value ratios (for real

estate secured portfolios) or have experienced credit problems caused by occasional

1. Household was acquired by HSBC Holdings plc (“HSBC™) on March 28, 2003. See
Household Form 8-K dated March 28, 2003.

-2-
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delinquencies, prior chargeoffs, or credit-related actions. /d. Household’s contimied -
success and prospects for growth were dependent upon access to the global capital
markets. /d at 8. The Company funded its operations using a combination of capital
market debt and equity, deposits, and securitizations. 7d. at 9.

6. On August 14, 2002, Household announced that it had restated its
consolidated financial statements, including for the years ended December 31, 1999,
2000, and 2001 and for the quarter ended March 31, 2002. Id. at 25 & Household Form
10-Q for the quarterly period ended June 30, 2002 at 5. The restatement related to
MasterCard/Visa co-branding and affinity credit card relationships and a marketing
agreement with a third party credit card marketing company; all were part of its credit
card services segment. Jd. Retained eamnings at December 31, 2001 were restated to
reflect a retroactive after-tax charge of $359.9 million. Id.

7. On October 11, 2002, Household announced that it had reached a
preliminary agreement with a multi-state working group of state attorneys general and
regulatory agencies to effect a nationwide resolution of alleged violations of federal and
state consumer p;otection, consumer financing and banking laws and regulations with
respect to secured real estate lending from its retail branch consumer lending operations.
2002 10-K at 3. The Company agreed to pay up to $484 million and adopt a series of
business practices to benefit borrowers.” See Exhibit 2. Household management said it
expected the changes in business practices to cut earnings by 10 cents a share in 2003, by

20 cents in 2004, and by 30 cents in 2005.% Id.

2. In the third quarter of 2002, the Company recorded a pre-tax charge of $525 million
($333.2 million after-tax) to reflect the costs of the settlement agreement and related
matters. 2002 10-K at 3.

3. Household management also disclosed that it thought Wall Street’s 2003 forecast of

-3
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8. On March 18, 2003, Household consented to the entry by the
Securities and Exchange Commission (“SEC™) of an order (the “Consent Order”) relating
to the sufficiency of certain disclosures in reports the Company filed during 2002. 2002
10-K at 4-5. The SEC found that Household’s disclosures regarding its restructuring (or
“re-aging”) policies failed to present an accurate description of the minimum payment
requirements applicable under the various policies or to disclose its policy of
automatically restructuring numerous loans and were therefore false and misleading. 7d,
Tﬁe SEC also found misleading Household’s failure to disclose its policy of excluding
forbearance arrangements in certain of its businesses from its 60+ days contractual
delinquency statistics. Id. The SEC noted that the 60+ days contractual delinquency rate
and restructuring statistics were key measures of the Company’s financial performance
because they positively correlate to charge-off rates and loan loss reserves. /d. The SEC
stated that the false and misleading disclosures violated Sections 10(b) and 13(a) of the
Exchange Act, and Rules 10b-5, 12b-20, 13a-1 and 13a-13 under the Exchange Act. 7d.

9. In light of the above, several institutions (“Plaintiffs”) have filed a
securities class action against Household’s CEO & Chairman of the Board William F.
Aldinger, President, COO & Vice-Chairman of the Board David A. Schoenholz, Vice-
Chairman of Consumer Lending & Group Executive of U.S. Consumer Finance Gary
Gilmer, Household Finance Corp. (“HFC”) director J.A. Vozar, and the Company

(collectively, “Defendants™).* [Corrected] Amended Consolidated Class Action

$5.09 was too high and that it now expected 2003 earnings to fall in the range of
$4.65 to $4.90, and that it expected to take another charge of between $250 million
and $300 million after tax related to the sale of its thrift. See Exhibit 2.

4. Tunderstand that defendant Arthur Andersen LLP has settled with Plaintiffs and that
claims against the other defendants named in the Complaint have been dismissed.

-4.
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Complaint for Violation of the Federal Securities Laws (“Complaint™) 9 1, 6, 36 & 47.
Plaintiffs bring this action on behalf of all persons who purchased or otherwise acquired
Household securities during the period froﬁ July 30, 1999 to October 11, 2002 (the
“Class Period”).” Id. 9§ 1. 1understand that a class has been certified as to the claims
Plaintiffs bring under §10(b) of the Securities Exchange Act of 1934 and Rule 10b-5
promulgated thereunder.

10.  Plaintiffs allege that throughout the Class Period, Defendants
engaged in a fraudulent scheme and wrongful course of business that rendered
Household’s financial statements materially false and misleading and caused the market
prices of its securities to trade at artificially inflated levels. Id. 924 & 50. Plaintiffs
principally allege that Defendants: 1) employed improper lending practices designed to
maximize amounts lent to borrowers in the subprime market (“Predatory Lending”) and
denied that these practices were occurring; 2) misrepresented and manipulated defauits
and delinquencies (metrics closely followed by analysts and investors) by artificially re-
aging delinquent accounts (“Re-aging™); and 3) improperly accounted for expenses
associated with certain of its credit card agreements, which led to a restatement going as
far back as 1994 that lowered earnings throughout the Class Period (the “Restatement™).
1d. 11 2, 50 & 83. Plaintiffs claim that the cumulative effect of the revelation of
Defendants’ alleged wrongful course of business caused the prices of Household’s
securities to plummet. Id 1 6 & 29. Plaintiffs further claim that as a direct and

proximate result of Defendants’ allegedly wrongful conduct, they and other members of

5. The Class Period as pled began on October 23, 1997. Complaint § 1. I understand
that, as a matter of law, the Court dismissed claims on behalf of those who purchased
or otherwise acquired Household securities prior to July 30, 1999.

-5-
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the class suffered damages in connection with their purchases of Household securities
during the Class Period. Id. 9 350.

11.  Thave been asked by counsel for Plaintiffs to analyze the economic
evidence as it relates to their claims, determine whether it is consistent with these claims,
and, if so, analyze the amount of alleged artificial inflation in Houschold’s stock price
during the Class Period attributable to such claims. I have been assisted by Lexecon’s
professional staff. The materials I relied upon in forming my opinions are included as
exhibits or cited infra. Based on our review and analysis, I have concluded that the
economic evidence is consistent with Plaintiffs’ claim that the alleged wrongdoing
caused investors in Household’s common stock to incur losses.

OI. THE RELATIONSHIP BETWEEN PLAINTIFFS’ ALLEGATIONS

AND INVESTORS’ LOSSES

A. Predatory Lending

12. Beginning at least as early as November 15, 2001, Household’s
stock price was negatively impacted by concerns regarding the Company’s alleged
predatory lending practices. After the close of trading on November 14, 2001,
Bloomberg reported that the California Department of Corporations (“CDC”) filed suit
for civil penalties in the amount of at least $8.5 million against Household’s HFC and
Beneficial subsidiaries as a result of their “engaging in joint, pervasive patterns of
abusive lending practices consisting of routine, statewide imposition of excessive and
improper fees, penalties, interest and charges” in violation of state consumer protection

laws.® See Exhibit 3. A Business Wire article noted that the CDC “discovered 1,921

6. Household’s residual stock price return on the next day, November 15, 2001, was
-3.1%, which is statistically significant at conventional levels of significance. See
Exhibit 49 and infra 19 31-3 for an explanation of residual stock price returns and

_6-
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incidents of charging excessive administrative fees, the same category of violations that
Houschold was required to correct in 1998.” See Exhibit 4. On November 15, 2001, the
Company issued a press release denying “any assertion that it has willfully violated the
lending laws that regulate its business.” See Exhibit 5. Analysts at Deutsche Banc Alex.
Brown Inc. commented that although the amount of the civil penaltie.s the CDC was
seeking did not appear severe, “[t]he unanswered questions are 1) how much more in
refunds might Household owe? 2) will the accusations escalate (within or beyond the
state)? and 3) will there be any operational constraints?” and concluded that “there could
be a cloud overhanging the stock in the short term.” See Exhibit 6.

13.  Household settled the CDC lawsuit in early January 2002, agreeing
to pay $12 million of fines and refunds and be subject to “an unprecedented level of
oversight from its California regulator.” See Exhibit 7. The CDC stated that the
settlement was “so tough” because Household was a “recidivist.” Jd. An industry
consultant noted that “[t}his case is of particular interest because it marks what could be
the start of increased oversight by state regulatory agéncies of consumer finance
.companies” and that it could spark a trend in other states. Id.

14, On February 18, 2002, National Morigage News provided detail on
a class-action lawsuit alleging that Household’s California subsidiaries “tricked” and
“trap[ped]” customers into high-cost mortgages in amounts so large in relation to the
value of their homes that the borrower could not refinance with a competitor. See Exhibit

8. The article quoted Defendant Schoenholz’s reaction to the lawsuit: “Our first take on

statistical significance.
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this is that it is not a significant issue, not indicative of any widespread problem and
certainly not a concern that will spread elsewhere.” Id.

15.  Defendant Schoenholz was wrong. Over the ensuing months, a
number of newspaper articles appeared describing new accusations and lawsuits against
Household over lending practices across the country. For example, on August 16, 2002,
The Boston Globe reported that the Association of Community Organization for Reform
Now (“ACORN™) had filed a class-action lawsuit against Household in Massachuseits,
and had previously filed class-action lawsuits in Illinois, California, and New York. See
Exhibit 9. In addition, on June 2, 20@2, the Chicago Tribune reported that the AARP
“backs lawsuits against Household in New York and West Virginia that seek class-action
status.” See Exhibit 10.

16. Moreover, information leaked out about the contents of a report
(the “WA Report”) by Washington State’s Department of Financial Institutions (“DFI”)
that detailed borrower complaints against Household and alleged the Company violated
federal and state consumer protection laws by failing to make key disclosures and by |
using “sales tactics intended to mislead, misdirect, or confuse the borrower.” See Exhibit
11. For example, on April 18, 2002, The Seattle Post-Intelligencer reported on the
complaints and quoted the DFI’s investigations supervisor as saying he believed that the
Company’s consumer finance subsidiaries “have the most complaints that we have on
record.” See Exhibit 12. In addition, American Banker reported on August 26, 2002 that
the DFI had won permission to share the WA Report with other officials in Washington
and in other states. See Exhibit 11. After identifying that Household had intentionally
misused its good-faith estimate forxﬁ in several branches in Washington and receiving

reports from regulators in other states concerning this practice, the WA Report stated that

-8-
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the DFI “does not believe the practice is isolated.” Id. On August 27, 2002, The
Bellingham Herald published an article calling the WA Report a “blistering assessment”
of Houschold’s mortgage loan practices in the state that “found evidence of ‘a pattern of
intentional deception’ of homeowners.” See Exhibit 13. The article also states that “in
recent weeks, copies of the report have been leaked to every news organization that has
been following the HFC story — including The New York Times, Forbes Magazine,
American Banker magazine [sic] and The Bellingham Herald.” Id.

17.  As information was disseminated into the market about
Household’s lending practices, Defendants continued to deny the allegations of predatory
lending. For example, the Company stated in its 2001 10-K filed on March 13, 2002:
“Household has [] been named in purported class actions by consumer groups (such as
AARP and ACORN) claiming that our loan products or our lending policies and practices
are unfair or misleading to consumers. We do not believe that any of these legal actions
has merit or will result in a material financial impact on Household.” See 2001 10-K at
12. The 10-K further stated that “we do not believe, and we are not aware of, any
unaddressed systemic issue affecting our compliance with any state or federal lending
laws within any of our businesses.” Id. Similarly, on May 3, 2002, a Chicago Tribune
article stated that, in response to the Iawsuif secking class action status in Illinois,
“Household quickly denied that it misleads customers.” See Exhibit 14. In addition, on
June 4, 2002, the Chicago Defender reported that Defendant Gilmer “described as
unfounded the recent rash of lawsuits, advocacy organization complaints and accusations
by politicians from Boston to California that accuse the company of predatory lending.”

See Exhibit 15. On February 27, 2002, Household announced an expansion of its “Best
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Practice Initiatives” which “raisfed] industry standards for responsibly serving middle-
market borrowers.”” See Exhibit 17.

18.  But, as the year progressed, Defendants’ denials became less
credible.® Household fought the release of the WA Report, calling it “a draft” with
“factual errors,” and won a temporary injunction on May 30, 2002. See Exhibit 18.
Upon learning of Household’s temporary injunction, one market commentator indicated
investors’ concern regarding the allegations in the WA Report, stating: “I don’t know
what’s in that report, but I bet it isn’t complimentary to Household.” See Exhibit 19. In
Household’s 2002 proxy filing, a shareholder proposal was initiated which requested that
the board conduct a study on ways to link executive compensation to the prevention of
predatory lending. See 2002 Company Proxy at 23-25. While Company management
recommended shareholders vote “AGAINST” this proposal at the annual meeting
because “the objectives of this Proposal have been implemented,” Institutional
Shareholder Services recommended that shareholders vote “FOR” this proposal.
Compare 2002 Company Proxy at 25 and Exhibit 20. The proposal won support from
25% to 27% of shares voted, compared to only 5% support in the prior year. See Exhibit
21. Further, on May 23, 2002, the Chicago Sun-Times reported that Household “has
hired a former Pennsylvania banking secretary to make sure the company doesn’t take

advantage of unsophisticated borrowers.” See Exhibit 22. On July 26, 2002, The

7. These initiatives were expanded further as part of the settlement announced on
October 11, 2002. See Exhibit 2. On August 17, 2002, The New York Times reported
that “Household said in February that it would begin adopting a fee cap and other
changes immediately, but it said this week that the fee limit would be in place by the
end of the year.” See Exhibit 16.

8. The WA Report concluded that HFC’s claims that no deception or misrepresentation
had occurred “began to ring hollow as more and more consumers continued to
complain.” See Exhibit 11.

-10-
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Bellingham Herald reported that “[f]or the first time, Household International has
acknowledged that its employees may have misrepresented mortgage loan terms to .some
Whatcom County homeowners who refinanced their homes at the Bellingham office of
Household Finance Co., a subsidiary.” See Exhibit 23. The article stated that “[u]ntil
now, company spokesmen have portrayed Household as an industry leader in consumer
protection, with elaborate safeguards to make sure borrowers understand the deals they
are signing” but “this week, [a company spokespérson] said an internal company probe of
the complaints had uncovered some serious problems.” Id. In addition, on August 17,
2002, The New York Times reported that two former Household loan officers who worked
at a branch in the Northeast said that the Company’s E-Z biweekly payment plan “was
used to confuse borrowers into thinking that they would get a lower rate. °It is the
cornerstone of Household’s sales pitch,” one said.” See Exhibit 16. Moreover, in an
article titled “Home Wrecker,” Forbes reported that in July 2002, “authorities from more
than a dozen states descended on Household to demand refunds and reforms.” See
Exhibit 24. The article quoted a Minnesota Commerce Commissioner as saying: “It’s
not just an occasional rogue loan officer or a rogue office. It has to do with the corporate
culture.” Id.

19.  As information regarding Defendants’ lending practices leaked out
during the latter part of the Class Period, market participants reassessed the risks of
investing in Household stock. For example, on May.'/, 2002 Newsday reported that the
New York State Comptroller was considering selling 2.5 million shares of Household
stock held in a state pension fund due to his concerns about Household’s lending
practices. See Exhibit 25. The Comptroller stated: “Investors should be concerned about

the real possibility of a negative impact on the company’s performance in the future.”

-11-



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 17 of 181 PagelD #:45239

See Exhibit 26. On August 27, 2002, a Keefe Bruyette & Woods analyst initiated
coverage on Household with a “neutral ‘market perform’ rating” and said that “its stock
is in ‘an uninvestable situation’” amél that its carnings growth will likely be restrained by
maturing debt and the potential cost of dealing with the lending allegations. See Exhibit
27.

20.  Inaddition, analysts lowered their expectations of Household’s
future prospects. For example, on July 31, 2002 Morgan Stanley analysts wrote, “[t]Jo
reflect predatory lending risks, we’ve reduced our 5-year EPS growth rate goes [sic] from
14% to 8% and cut our 2003 estimate from $3.26 to $5.02.” See Exhibit 28. On August
12,2002, Deutsche Bank analysts stated that “we are lowering our target price to $53
[from $63]” and “we are also lowering our long-term growth rate to 10%-12% from 14%
... as we believe Household’s loan growth will slow as lending restrictions gradually take
hold.” See Exhibit 29. On September 3, 2002, Bernstein Research analysts wrote, “we
believe that as sales practice reform takes hold Household will need to reset its long-run

" EPS growth target of 13-15% to 10-12%.” See Exhibit 30. On September 9, 2002, CSFB
credit analysts explained that “the dollars committed to business practice control in the
future will be significant.” See Exhibit 31. On September 10, 2002, American Banker
reported that Defendant Aldinger conceded that the Company’s revenue growth had
slowed as it instituted its Best Practices Initiatives. See Exhibit 32.

21.  On October 4, 2002, the Wall Street Journal published a story that
mentioned that Household was close to completing a $350-$500 million settlement with
state attorneys general over its predatory lending practices. See Exhibit 33. On October
8, 2002, UBS Warburg analysts stated that “[w]e are cutting our 2003 estimate to reflect

the impact of a regulatory fine on HI’s earnings and capital base. ... we estimate this fine

-12-
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could exceed $500 million.” See Exhibit 34. These analysts further noted that “the
company would likely bave difficulty paying a fine of this magnitude out of cash flow”
and “[i]rrespective of the size and timing of a fine, we continue to believe ‘HI’S business
model, in terms of its marketing and pricing practices, is likely to change, resulting in a
longer term carnings growth rate which we estimate of 7%.” Id. By no later than
October 10, 2002, analysts believed the costs of a settlement had already been priced into
the stock. See, e.g., Exhibit 35.
B. Re-aging

22.  Beginning at least as early as December 3, 2001, Household’s
stock price was negatively impacted by concerns regarding its accounting and re-aging
practices. On December 1, 2001, Barron’s published an article titled “Does It Add Up?
A Look At Houschold’s Accounting,” which questioned these practices.” See Exhibit 36.
Among other things, the article states that a securities analyst whose firm worked for
Household “professes to be bothered by factors including the company’s loan-loss
reserve coverage, which seems somewhat skimpy, especially in light of the fact that non-
performing (delinquent) assets grew by some $280 million in the last quarter.” Id.
According to the article, the analysf said: “Household’s loss rate on subprime mortgages
is close to that of the savings-and-loan industry, even though S&Ls generally have more
affluent borrowers and issue fewer second mortgages which, by their nature, are shakier

than first mortgages.” Id.

9. Household’s residual stock price return on December 3, 2001, the first trading day
after the Barron’s article was published, was -3.2%, which is statistically significant
at conventional levels of significance. See Exhibit 49 and infra 9 31-2 for an
explanation of residuval stock price returns and statistical significance.

-13 -
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23.  Asreported on December 5, 2001, Defendant Aldinger rebutted
and denied the criticisms in the Barron s article at an investor conference the day before.
See Exhibit 37. However, market participants continued to question Household’s
accounting and re-aging practices. For example, on December 11, 2001, Legg Mason
issued a report in which its analysts expressed their confusion regarding certain of the
disclosures in the Company’s reports concerning its accounting, in particular its re-aging
policies. See Exhibit 38. After discussing these disclosures, the analysts listed numerous
questions and concerns. /d. For instance, they found Household’s “lenient reaging
policy disturbing as it undermines the analytical value of the reported asset quality
statistics” and asked the Company to “report asset quality problems more conventionally
(a late is a late until repaid in full).” Id. The analysts stated that “[w]ithout this
conventional disclosure, we are left with many unanswered questions.” Id. After having
suspended their investment rating on December 3, 2001, the analysts downgraded
Household’s stock two notches from SB (which they describe as “Strong Buy”) to M
(which they describe as “Market Performance”) and increased their risk rating from 1
(“Low™) to 2 (“Average™). Compare id. & Exhibit 39.

24.  The Legg Mason analysts’ confusion in December 2001 regarding
Household’s re-aging practices relates directly to the sufficiency of the Company’s
disclosures of its re-aging policies as of that time. So, although the SEC’s Consent Order
only covered reports filed by Household in 2002 (see supra Y 8), the reports available to
the analysts on December 11, 2001 — i.e., those reports filed by the Company prior to
2002 ~ also were deficient in disclosing its re-aging policies.

25.  Even after Household disclosed more information regarding its re-

aging practices in April 2002, market participants did not consider the disclosures to be
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complete. At its annual investor conference on April 9, 2002 and in a Form 8-K filed
with the SEC on the same day, Household provided more disclosure on its re-aging
policies. See Exhibit 40 & Form 8-K filed on April 9, 2002 (the “4/9/02 8-K”).
Following these disclosures, analysts at Prudential Securities commented that the “new
info on account re-aging lacked historical and comparative context and could be a
misleading indicator of HI’s approach to managing credit losses.” See Exhibit 40. An
August 17, 2002 article in The New York Times stated that “Household has not supplied
enough data on re-aged loans for a year earlier to show whether credit problems are rising
sharply” and quoted a Credit Suisse First Boston analyst who said that “[i]t would be
very helpful to have re-aging data disclosed on a regular basis.” See Exhibit 16.

26.  Further, in a report dated June 7, 2002, the Center for Financial
Research and Analysis, Inc. (“CFRA”) — the founder of which was described as “an
important analyst for the buy-side community” -- stated that Houschold’s “reaging may
obscure its credit quality picture” because “deferral of charge-offs occurs by definition
upon reaging,” therefore, “a company’s true credit quality picture is obscured by reaging
accounts.” See Exhibit 41. After discussing the information disclosed in the 4/9/02 8-K,
CFRA stated that “the Company’s reaging policies cause these figures to understate HI’s
delinquency and charge-off experience.” Id. In a report dated August 19, 2002, CFRA.
observed that “[i]n the June 2002 quarter, the Company change:d the format for its
disclosure of reaging.” See Exhibit 42. CFRA noted that “whereas [Household] had
previously broken out the percent of credits which had been reaged multiple times, the
latest 10-Q details only whether the account has been reaged” and that the Company
“refrained from disclosing the amount of recidivism, which reflect [sic] accounts that are

delinquent or charged-off one year after having been reaged and (in retrospect, one could
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argue) should have been charged-off at the time of reaging.” Id. Again, the lack of
disclosure regarding Household’s re-aging practices was the basis for the Consent Order.
C.  The Restatement

27.  On August 14, 2002, Household announced that it was restating its
prior reported financial results downward. See supra 6. Market participants were
surprised by the announcement. See, e.g., Exhibit 43. Analysts at Morgan Stanley
commented that the restatement “suggests to us that returns in the credit card business are
lower than we previously thought,” which caused them to reassess the profitability of the
credit card business and reduce their earnings forecasté and price target. /d. CIBC World
Markets analysts also reduced their 2002 and 2003 earnings estimates and lowered their
price target to $57 from $65. See Exhibit 44,

D. Investors’ Losses

28.  Beginning November 15, 2001 (the earliest date I found that
Houschold’s stock price was negatively affected by the alleged fraud (see supra § 12))
through October 11, 2002, Household’s stock price fell from $60.90 to $28.20, a decline
of $32.70 or 53.2% adjusted for dividends. Market participants attributed the Company’s
stock price decline to concerns regarding the allegedly fraudulent practices. For example,
on July 18, 2002, Stephens Inc. analysts noted the “collapse” in Household’s stock price
and stated that Household’s stock “has been plagued by ‘headline’ risk over predatory
lending practices.” See Exhibit 45. Further, in a report dated September 22, 2002, CIBC
analysts lowered their target price from $57 to $36 and commented that “building
concerns regarding the company’s lending practices, which have been accused of being
predatory in nature and is [sic] currently the subject of an investigation by the

Washington Department of Financial Institutions, have dampened price performance.
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Moreover, skepticism regarding the company’s rapid portfolio growth, particularly within
the auto business, and mounting credit quality concerns related to Household’s loan
Workout and re-aging practices have also been a drag on the stock.” See Exhibit 46.
Additionally, on September 12, 2002, Deutsche Bank analysts reported that “Household’s
stock has been under pressure due to concern about accusations of unfair and predatory
lending practices.” See Exhibit 47. The Deutsche Bank analysts added that “[p]redatory
lending has not beep Household’s only cloud this year. It recently restated earnings for
the way it accounts for certain marketing expenses, which reduced equity by $386
million. Houschold has pledged to the rating agencies to bring the capital ratio to 8.5%
by year end compared to the previous target of 7.5% (it is in the market for preferred
already). It will reduce asset growth, if neceésary, to achieve that target. It would like to
repurchase shares as soon as possible, but restoring capital in [sic] a priority.” Id.

29.  To further analyze Plaintiffs’ claim that Household’s stock price
declined as investors leamed of the Company’s allegedly fraudulent practices and
Defendants’ denials became less credible in the latter part of the Class Period, I compared
the stock’s performance to an index of comparable stocks (the S&P Financials Index) and
a market index (the S&P 500 Index) during the period from November 15, 2001 through
October 11, 2002."° Exhibit 48 shows that the Company’s stock underperformed the
indexes during this period — Household’s stock fell 53.2% while the comparable and

market indexes declined by 20.7% and 25.8%, respectively, adjusted for dividends.

10. In the annual Proxy Statements it filed with the Securities and Exchange Commission
(“SEC”) during the Class Period, Honsehold compared its stock price performance to
Standard & Poor’s Composite Financial Stock Price Index (“S&P Financials Index™)
and the Standard & Poor’s 500 Composite Stock Price Index (the “S&P 500 Index™).
See, e.g., Household’s Proxy Statement dated April 9, 2002 at 16. According to
Bloomberg, there were 81 firms in the S&P Financials Index on October 11, 2002.
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Under the facts and circumstances of this case, this long-term relative underperformance

is consistent with Plaintiffs’ claim.

IV. QUANTIFICATION OF ALLEGED ARTIFICIAL INFLATION

30.  To quantify the alleged artificial inflation in Household’s stock
price during the Class Period, I measured the price reaction to several disclosures related
to the alleged fraud using a well-known and established technique in financial economics
known as an “event study.” This quantification likely understates the amount of inflation
because it does not take into account the stock price effect of all of the information
related to the alleged fraud (including the information detailed above) that leaked into the
market in the latter part of the Class Period. To quantify alleged artificial inflation
including the effect of leakage that is supported by the facts and circumstances of this
case, | use a published method referred fo as the “event study approach.”

A Event Study Methodology

31.  Inan efficient market, the market price of an actively traded stock
reflects all publicly available information about the firm and its future prospects and
represents the financial community's best estimate of the present value of those pros-
pects.'! As new information becomes available that changes investors' assessment of the
firm's prospects, traders buy and sell the stock until its price reaches a level that reflects

the new consensus view of the firm's prospects. Therefore, the change in the price of a

11. During the Class Period: 1) Household’s stock was actively traded on the New York
Stock Exchange, with average weekly share turnover of 2.5%; 2) each month,
between 20 and 27 analysts provided estimates of the Company’s earnings to IBES,
and Thomson Financial lists 483 analyst reports on the Company; 3) Household filed
Forms S-3 and reguiar public filings with the SEC; and 4) as demonstrated infra
34-5, the Company’s stock price reacted to unexpected new information. Therefore,
it is reasonable to presume that the market for Household’s stock was efficient.
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stock when new information becomes available measures the value of the new
information to investors. This type of analysis is known as an event study and is widely
used in finance."

32.  Itis standard practice in event studies to take into account the
effect of market factors on stock price returns. This is typically done by using regression
analysis to estimate the historical relationship between changes in a company’s stock
price and changes in the performance of a market index (and possibly an industry index),
using the historical relationship and the actual performance of the index(es) on the day in
question to calculate a “predicted return,” and subtracting the predicted return from the
actual return to derive a “residual return” (sometimes referred to as an “abnormal return”
or “market-adjusted return”). In this case, we estimated the relationship between
Household’s return and returns on the S&P 500 and S&P Financials Indexes during the
period from November 15, 2000 to November 14, 2001 (i.e., the calendar year prior to
the earliest date I found that Household’s stock price was negatively affected by the
alleged fraud (see supra 9 12)).

33.  Inevent studies, the statistical significance of the residual returns
is typically assessed by calculating a standardized measure of the size of the residual

return known as a “t-statistic.”’> A t-statistic with an absolute value of 1.96 or greater

denotes statistical significance at the 5 percent level of significance (a conventional level

12. See, e.g., A.C. MacKinlay, “Event Studies in Economics and Finance,” 35 Journal of
Economic Literature (March 1997), 13-39,

13. See, e.g., A.C. MacKinlay, “Event Studies in Economics and Finance,” 35 Journal of
Economic Literature (March 1997), 13-39; G.W. Schwert, “Using Financial Data to
Measure Effects of Regulation,” 24 The Journal of Law and Economics (1981), 121-
57, D.R. Fischel, “Use of Modern Finance Theory in Securities Fraud Cases
Involving Actively Traded Securities,” 38 The Business Lawyer (1982), 1-20, at 18-
19.
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at which such assessments are made) in a “two-tailed” test of statistical significance (i.e.,
testing for significance regardless of whether the residual return is positive or negative).'
A t-statistic with an absolute value of 1.65 or greater denotes statistical significance at the
5 percent level of significance in a “one-tailed” test of statistical significance (i.e., testing
for significance where the residual return has a particular sign).”> The data for and results
of the event study, along with headlines from Dow Jones News Service and Wall Street
Journal articles that mention Household, are presented in Exhibit 49.
B. Qua.ﬁtiﬁcation Using Specific Disclosures

34.  Beginning no later than November 15, 2001, Household’s stock
price declined significantly in response to disclosures related to the alleged fraud. For
example, the stock price declined significantly following the November 14, 2001
disclosure of the CDC lawsuit, the December 1, 2001 Barron’s atticle questioning
Houschold’s accounting and re-aging practices, the July 26, 2002 Bellingham Herald
article reporting that the Company acknowledged its employees may have misrepresented
mortgage loan terms to some homeowners, the announcement of the restatement, the
publication of the Forbes “Home Wrecker” article after the market closed on August 15,
2002, and the October 4, 2002 Wall Street Journal article that leaked the news about

Household’s settlement with the state attorneys general. & 1" 1 gee supra 1 6, 12, 18, 21

14. See, e.g., W. Mendenhall, J.E. Reinmuth & R.J. Beaver, Statistics for Management
and Economics (Duxbury Press, 1993), at 345-46 & 368-69.

15.1d.

16. The residual return on November 15, 2001, the first trade day after the press reported
on the CDC lawsuit, was -3.1% and the t-statistic was -2.21; the residual price change
was -$1.86. See Exhibit 49. The residual return on December 3, 2001, the first trade
day after the Barron’s article was published, was -3.2% and the t-statistic was -2.33;
the residual price change was -$1.90. Id. The residual return on July 26, 2002, the
date the Bellingham Herald article was published, was -5.7% and the t-statistic was -
4.08; the residual price change was -$2.20. /d. The residual return on August 14,
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& 27 and Exhibit 49. The stock price also declined significantly as analysts reassessed

the risks of investing in the Company’s stock due to the alleged fraud, including

following the publication of the December 11, 2001 Legg Mason report regarding

Household’s re-aging policies, the August 27, 2002 Keefe, Bruyette & Woods report that

described Household as “uninvestable,” the September 3, 2002 Bernstein Research report

that discussed the analysts’ belief that Household will need to lower its EPS growth

target, and the September 22, 2002 CIBC report in which the analysts lowered their target

price to $36 from $57 and reduced their earnings estimate for 2003."° See supra 99 19,

20,

23 & 28 and Exhibit 49,

17.

18.

19.

2002, the date the restatement was announced, was -2.5% and the t-statistic was -
1.77; the residual price change was -$0.94. Id. The residual return on August 16,
2002, the first trade day after the Forbes article was available to the market (see infia
Note 18), was -4.7% and the t-statistic was -3.37; the residual price change was -
$1.84. Id. The residual return on October 4, 2002, the date the Wall Street Journal
article was published, was -4.7% and the t-statistic was -3.41; the residual price
change was -$1.26, See Exhibit 49.

Although Household’s stock price increased significantly on August 15, 2002, the
day after the restatement was announced, there is evidence that the restatement
contributed to the cloud over the Company’s stock after the announcement and to the
subsequent decline in Household’s stock price. See, e.g., supra 9 28 and Exhibit 50
(“The company’s stock has been reeling while Household fights the [predatory
lending] allegations and since it restated several years’ worth of earnings in
August.”).

Although the Forbes article is dated September 2, 2002, an internal Household e-mail
states that the article appeared on www.forbes.com on the evening of August 15,
2002. See Exhibit 24.

The residual return on December 12, 2001 was -4.2% and the t-statistic was -3.06; the
residual price change was -$2.39. See Exhibit 49. The residual return on August 27,
2002 was -3.1% and the t-statistic was -2.21; the residual price change was -$1.19.
Id. August 27, 2002 was also the date the Bellingham Herald reported on the
contents of the WA Report. See supra §{ 16. The residual return on September 3,
2002 was -3.4% and the t-statistic was -2.39; the residual price change was -$1.21.
Id. The residual return on September 23, 2002 was -5.2% and the t-statistic was -
3.77; the residual price change was -$1.52. Id.
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35.  Household’s stock price also increased significantly due to
disclosures related to the alleged fraud. The price increased significantly in response to
Defendant Aldinger’s rejoinder to the December 1, 2001 Barron s article, the Company’s
February 27, 2002 announcement that it would implement new “Best Practice
Initiatives,” and the settlement with the state attorneys general and regulatory agencies.*”
2 See supra 197, 17 & 23 and Exhibit 49.

36. I quantify alleged artificial inflation related to the above
disclosures based on the concomitant residual price changes reported supra Notes 16 &
19-21. The amount of artificial inflation on a particular day during the Class Period

equals the sum of the subsequent residual price changes; therefore, as the price reacts to

20. The residual return on December 5, 2001 was 3.2% and the t-statistic was 2.29 ; the
residual price change was $1.85. See Exhibit 49. The residual return on February 27,
2002 was 3.3% and the t-statistic was 2.38; the residual price change was $1.64. Id.

21. As explained supra 9 7, Household’s announcement on October 11, 2002 disclosed
that the Company would pay hundreds of millions of dollars and change its business
practices such that future earnings would be reduced. In response to the news,
Standard & Poor’s lowered its debt ratings, stating that “the charge, coming on the
heels of the company’s $386 million accounting adjustments, calls into question the
managerial controls in place at the company as well as its appetite for risk taking,”
and Fitch placed its ratings on negative watch, stating: “... the bigger challenge for
Household will be replenishing lost revenue resulting from the implementation of
“Best Practices.” An inability to offset these revenues streams could pressure future
profitability, ....” See Exhibits 2 & 51. Because this news had substantial negative
implications for Household’s market value, one would expect that it would have
caused the Company’s stock price to decline significantly. However, the stock price
increased $1.90 on October 11, 2002 after increasing $5.30 on the previous day.
Market commentators attributed the price increase on October 10, 2002 to “market
talk that [Household] could reach an agreement as soon as Friday that would settle
investigations by state attorneys general into its subprime consumer lending
business.” See, e.g., Exhibit 52. The residual return over this two-day period was
23.1% [=(1 +0.1999) x (1 + 0.0258) — 1] with a cumulative t-statistic of 11.29 [=
(14.13 + 1.83) / (the square root of 2)]; the cumulative residual price change was
$4.88. See Exhibit 49. The fact that the stock increased in value upon disclosure of
such negative information is evidence that it had declined earlier by at least as much
in anticipation of a larger payment and/or changes in Household’s business practices
that would have had a worse impact on the Company’s future prospects.
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each disclosure, inflation increases or decreases by the amount of the residual price
change on that date. For example, on November 14, 2001 (the day before the price
reacted to the earliest of the above disclosures), the artificial inflation equals $7.97, the
sum of the subsequent residual price changes. See supra Notes 16 & 19-21 and Exhibit
53. On November 15, 2001, the artiﬁci.al inflation declines by $1.86 (the amount of the
residual price change on that day) to $6.11. See supra Note 16 and Exhibit 53.

37.  Exhibit 53 presents Household’s stock price, the quantification of
total alleged artificial inflation, and the resulting estimate of the stock’s true value (i.e.,
the price at which the stock would have traded but for the alleged fraud, calculated as the
difference between the stock price and artificial inflation) on each day of the Class
Period. Exhibit 54 is a graph of the stock price and estimated true value.

C. Quantification Including Ieakage

38.  In their article titled “Using Finance Theory to Measure Damages
in Fraud on the Market Cases,” Cornell and Morgan state that “[bly the time a public
announcement occurs, often the market price already reflects some of the information

contained in the announcement.”

They further state that in cases where a prior
information leak occurs, a residual price change following a disclosure “does not

properly measure the economic impact of the disclosure” and that, as a result, using

22. B. Comnell and R.G. Morgan, “Using Finance Theory to Measure Damages in Fraud
on the Market Cases,” 37 UCLA L Rev. (1990), 905. In support of their statement, the
authors reference a study which “found that the price of target companies ran up
almost 30% on average, relative to the predictions of the market model, before the
first announcement of a merger or tender offer.” Id. They also reference a study
finding “there were almost no large residuals for a portfolio of bank stocks on days
when information about the Latin American debt crisis was publicly announced” and
conclude that “[t]his may be attributable to the characterization of the crisis by a slow
accumulation of bad news and not by a few unexpected announcements.” Jd.
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residual price changes in these cases “only on disclosure days will understate damages.””
The authors also cite examples of securities cases in which fraud was revealed slowly
over time, including one in which “a slow flow of increasingly negative news fueled a-
rising tide of doubts and rumors™ with the result that “only a few dramatic
announcements were associated with large residual returns.” **

39.  Similarly, in the Household case, a steady stream and extensive
amount of incomplete information related to Defendants’ alleged fraud was disclosed
beginning at least as early as November 15, 2001 (including the information detailed
supra § 1IT), but only some of these disclosures were associated with statistically
significant residual returns. Compare supra § 1l with Exhibit 49. However,
Household’s stock lost more than half of its value during this period, which market
participants attributed to concerns regarding Defendants® allegedly fraudulent practices.
See, e.g., supra 7 28. Moreover, as explained supra ¥ 29, the stock substantially
underperformed the market and comparable indexes over this period, indicating that
under the facts and circumstances of this case, its decline cannot be fully explained by
adverse market events. The combination of the significant stock price decline, the
concurrent leakage of fraud-related information, and market participants’ attribution of
the decline to this fraud-related information is strong economic evidence that in this case,
the long-run relative underperformance in Household’s stock beginning November 15,
2001 was caused by leakage of artificial inflation from the price.

40.  Asaresult of this leakage, my quantification of inflation using the

specific disclosures described supra Y 34-5 likely significantly understates the amount of

23.1d
24. Id. at 905-6.
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artificial inflation in the stock price during the Class Period. Cornell and Morgan explain
that one way to reduce the likely understatement in a case where fraud was revealed
slowly over time is to extend the “observation window” (i.e., the period over which a
price reaction to an event is measured) surrounding the disclosure date and measure
residual returns over time.”> They explain that in such a case, “[t]he window begins far
enough in advance of the disclosure for the analyst to be reasonably confident that no
significant information leakage has occurred ... [and] ends at a date when the analyst
feels confident that most of the information is publicly available.”?® The authors state
that for a case in which there is a continuous leakage of information, it may be necessary
to expand the observation window to cover the entire class period.”’

41.  Under the facts and circumstances of this case explained above, I
quantified the amount of artificial inflation in Household’s stock price including the
leakage of information related to the alleged fraud using the “event study approach”
described by Cornell and Morgan.?® The first step in this approach is to determine fhe
observation window. Because I found that fraud-related information leaked out
beginning no later than November 15, 2001, the observation window begins on this date;
it ends on October 11, 2002, the last day of the Class Period. The next step is to use
actual stock returns and predicted returns to construct a time series of daily stock price

returns (“Constructed Returns™) during the Class Period: for each day during the

25.Id. at 906. Cornell and Morgan note that “[t]he length of the window depends on the
facts of each specific case.” Id.

26.1d.

27.1d. at 906-7.

28. Id. at 899-900.
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observation window, the Constructed Return equals the predicted retu.m;zg’ 3 for all other
days, the Constructed Return equals the actual return.

42. The next step is to calculate a “true value line,” i.e., a daily series
of the stock’s estimated true value. This line was generated by setting its value equal to
Household’s stock price on October 11, 2002 (the last day of the Class Period) and
working backwards in time according to the following formula: Value ,; = (Value ¢ +
Dividend () / (1 + Constructed Return ). Ithen computed daily artificial inflation as the
difference between the Company’s stock price and the true value line. Ifthe resulting
inflation on any day was greater than the cumulative residual price decline during the
observation window of $23.94, I limited the inflation to $23.94 and adjusted the true
value line accordingly. Exhibit 56 lists Houschold’s stock price, the true value line, and
the artificial inflation on each day during the Class Period. Exhibit 57 is a graph of the
stock price and estimated true value line. This analysis represents a quantification of

alleged artificial inflation taking leakage into account.

29. As explained supra ¥ 32, predicted returns account for the effects of market and
industry movements on Household’s stock price.

30. Because a bias can occur for long observation windows in the standard market model
that underlies our event study, we used predicted returns calculated using the capital
asset pricing model (“CAPM”) for the event study approach. See, e. g, GN.
Pettengill & J.M. Clark, “Estimating Expected Returns in an Event Study Framework:
Evidence from the Dartboard Colummn,” 40 Quarterly Journal of Business &
Economics (2001), 19 and Exhibit 55.
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Infiation Value
07/30/99 $42.94 $7.97 $34.97
08/02/99 $41.88 $7.97 $33.91
08/03/99 $40.00 $7.97 $32.03
08/04/99 $40.31 $7.97 $32.35
08/05/99 $40.56 $7.97 $32.60
08/06/99 $40.25 $7.97 $32.28
08/09/99 $40.88 $7.97 $32.91
08/10/99 $39.50 $7.97 $31.53
08/11/99 $40.25 $7.97 $32.28
08/12/99 $40.19 $7.97 $32.22
08/13/99. $40.75 $7.97 $32.78
08/16/99 $39.75 $7.97 $31.78
08/17/99 $41.50 $7.97 $33.53
08/18/99 $42.00 $7.97 $34.03
08/19/99 $41.69 $7.97 $33.72
08/20/99 $41.88 $7.97 $33.91
08/23/99 $42.94 $7.97 $34.97
08/24/99 $42.44 §7.97 $34.47
08/25/99 $41.19 $7.97 $33.22
08/26/99 $39.81 $7.97 $31.85
08/27/99 $37.81 $7.97 $29.85
08/30/99 $37.44 $7.97 $29.47
08/31/99 $37.75 $7.97 $29.78
09/01/99 $39.56 $7.97 $31.60
09/02/99 $38.50 $7.97 $30.53
09/03/99 $39.94 $7.97 $31.97
09/07/99 $39.94 $7.97 $31.97
09/08/99 $39.56 $7.97 $31.60
09/09/99 $39.88 $7.97 $31.91
09/10/99 $40.63 $7.97 $32.66
09/13/99 $41.50 $7.97 $33.53
09/14/99 $41.13 $7.97 $33.16
09/15/99 $40.44 $7.97 $32.47
09/16/99 $40.25 $7.97 $32.28
09/17/99 $41.13 $7.97 $33.16
09/20/99 $41.75 $7.97 $33.78
09/21/99 $40.50 $7.97 $32.53
05/22/99 $41.44 $7.97 $33.47
09/23/99 $40.00 $7.97 $32.03
09/24/99 339.44 $7.97 $31.47
09/27/95 $40.38 $7.97 3241
09/28/99 $39.69 $7.97 $31.72
09/29/99 340.63 $7.97 $32.66
09/30/99 $40.13 $7.97 832.16
10/01/99 $39.38 $7.97 $31.41
10/04/99 $40.44 $7.97 $32.47

10/05/99 $41.06 $7.97 $33.10
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HouSehold International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
10/06/99 $42.88 $7.97 $34.91
10/07/99 $42.38 $7.97 $34.41
10/08/99 $44.31 $7.97 $36.35
10/11/99 $42.69 $7.97 $34.72
10/12/99 $41.69 $7.97 $33.72
10/13/99 $39.75 $7.97 $31.78
10/14/99 $38.94 $£7.97 $30.97
10/15/99 $37.00 $7.97 $29.03
10/18/99 $37.88 $7.97 $2091
10/19/99 $38.94 $7.97 $30.97
10/20/99 $39.56 $7.97 $31.60
10/21/99 $39.00 $7.97 $31.03
10/22/99 $39.75 57.97 $31.78
10/25/99 $38.38 57.97 $30.91
10/26/99 $39.06 $7.97 $31.10
10/27/99 $41.56 $7.97 $33.60
10/28/99 $45.69 $7.97 $37.72
10/29/99 $44.63 $7.97 $36.66
11/01/99 $45.00 $7.97 $37.03
11/02/99 $45.31 $7.97 $37.35
11/03/99 $44.56 $7.97 $36.60
11/04/99 $45.63 $7.97 $37.66
11/05/99 $46.06 $7.97 $38.10
11/08/99 $44.63 $7.97 $36.66
11/09/99- $43.06 5797 $35.10
11/10/99 $42.56 $7.97 $34.60
11/11/99 $41.31 $7.97 $33.35
11/12/99 $44.13 $7.97 $36.16
11/15/99 $44.13 $7.97 $36.16
11/16/99 $45.13 $7.97 $37.16
11/17/99 $43.25 $7.97 $35.28
11/18/99 $42.50 $7.97 $34.53
11/19/99 541.88 $7.97 $33.91
11/22/99 $41.25 $7.97 $33.28
11/23/99 $40.94 $7.97 $32.97
11/24/99 $40.38 $7.97 $32.41
11/26/99 $40.25 $7.97 $32.28
11/29/99 $39.38 $7.97 $31.41
11/30/99 $39.56 $7.97 $31.60
12/01/99 $39.56 $7.97 $31.60
12/02/99 $40.31 $7.97 $32.35
12/03/99 $41.00 $7.97 $33.03
12/06/99 $39.50 $7.97 $31.53
12/07/99 $38.25 $7.97 330.28
12/08/99 $38.69 $7.97 $30.72
12/09/99 $39.50 $7.97 $31.53
12/10/99 $39.06 $7.97 $31.10
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
12/13/99 $38.25 $7.97 $30.28
12/14/99 $37.94 $7.97 $29.97
12/15/99 $37.63 $7.97 $29.66
12/16/99 $38.31 $7.97 $30.35
12/17/99 $38.13 $7.97 $30.16
12/20/99 $37.94 $7.97 $2097
12/21/99 $37.25 $7.97 $29.28
12/22/99 $36.63 $7.97 $28.66
12/23/99 $37.50 $7.97 $29.53
12/27/99 $36.88 $7.97 $28.91
12/28/99 $36.19 $7.97 $28.22
12/29/99 $35.94 $7.97 $27.97
12/30/99 $36.56 $7.97 $28.60
12/31/99 $37.25 $7.97 $29.28
01/03/00 $34.69 $7.97 $26.72
01/04/00 $35.00 $7.97 $27.03
01/05/00 $34.38 $7.97 $26.41
01/06/00 $36.00 $7.97 $28.03
01/07/00 $36.38 $7.97 $28.41
01/10/00 $36.50 $7.97 $28.53
01/11/00 $£36.00 $7.97 $28.03
01/12/00 $36.75 $7.97 $28.78
01/13/00 $37.69 $7.97 $29.72
01/14/00 $37.31 £7.97 $29.35
01/18/00 $36.50 $7.97 $28.53
01/19/00 $36.81 $7.97 $28.85
01/20/00 $36.00 $7.97 $28.03
01/21/00 $35.63 $7.97 $27.66
01/24/00 $34.50 $7.97 $26.53
01/25/00 $33.94 $7.97 $25.97
01/26/00 $35.63 $7.97 $27.66
01/27/00 $35.69 $7.97 $27.72
01/28/00 $34.19 $7.97 $26.22
01/31/00 $35.25 57.97 $27.28
02/01/00 $35.25 $7.97 $27.28
02/02/00 $36.13 $7.97 $28.16
02/03/00 $35.63 87.97 $27.66
02/04/00 $35.38 $7.97 $27.41
02/07/00 $35.06 $7.97 $27.10
02/08/00 $35.75 $7.97 $27.78
02/09/00 $33.88 §7.97 $25.91
02/10/00 $33.88 $7.97 52501
02/11/00 $31.88 $7.97 $23.91
02/14/00 $31.31 $7.97 $23.35
02/15/00 $32.94 $7.97 1 8$24.97
02/16/00 $30.88 $7.97 $22.91
02/17/00 $31.69 $7.97 $23.72
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
02/18/00 $30.88 $7.97 $22.91
02/22/00 $31.06 $7.97 $23.10
02/23/00 $30.69 $7.97 $22.72
02/24/00 $30.63 $7.97 $22.66
02/25/00 $30.88 - $7.97 $22.01
02/28/00 $31.38 $7.97 $23.91
02/29/00 $31.94 $7.97 $23.97
03/01/00 $33.25 $7.97 $25.28
03/02/00 $35.13 $7.97 $27.16
03/03/00 $36.63 $7.97 $28.66
03/06/00 $34.81 $7.97 $26.85
03/07/00 $32.28 §7.97 $24.91
03/08/00 $31.81 57.97 $23.85
03/05/00 $32.44 §7.97 $24.47
03/10/00 $32.75 $7.97 $24.78
03/13/00 $32.44 $7.97 $24.47
03/14/00 $32.13 $7.97 $24.16
03/15/00 $34.25 §7.97 $26.28
03/16/00 $36.81 $7.97 $28.85
03/17/00 $36.38 $7.97 $28.91
(3/20/00 $35.56 $7.97 $27.60
03/21/00 $37.88 $7.97 $29.91
03/22/00 $37.75 $7.97 $29.78
03/23/00 $33.38 $7.97 $30.91
03/24/00 $37.94 $7.97 $29.97
03/27/00 $36.13 $7.97 $28.16
03/28/00 $36.69 $7.97 $28.72
03/29/00 $36.50 $7.97 $28.53
03/30/00 $36.38 $7.97 $28.41
03/31/00 $37.31 $7.97 $29.35
04/03/00 $39.13 $7.97 $31.16
04/04/00 $38.13 $7.97 $30.16
04/05/00 $39.06 $§7.97 $31.10
04/06/00 $40.38 $7.97 $32.41
04/07/00 $38.88 $7.97 $30.91
04/10/00 $40.00 $7.97 $32.03
04/11/00 $40.63 $7.97 $32.66
04/12/00 $44.00 $7.97 $36.03
04/13/00 $42.06 $7.97 $34.10
04/14/00 $38.06 $7.97 $30.10
04/17/00 $39.63 $7.97 $31.66
04/18/00 $39.69 $7.97 $31.72
04/19/00 $39.94 $7.97 $31.97
04/20/00 $41.81 $7.97 $33.85
04/24/00 $43.338 $7.97 83541
04/25/00 $44.69 $7.97 $36.72
04/26/00 $43.63 $7.97 $35.66
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
04/27/00 $42.00 $7.97 $34.03
04/28/00 $41.75 $7.97 $33.78
05/01/00 $42.00 $7.97 $34.03
05/02/00 $42.06 $7.97 $34.10
05/03/00 $40.75 $7.97 $32.78
05/04/00 $39.13 $7.97 $31.16
05/05/00 $39.75 $7.97 $31.78
05/08/00 $41.13 $7.97 $33.16
05/09/00 $40.25 §7.97 $32.28
05/10/00 $39.38 $7.97 $31.41
05/11/00 $39.94 $7.97 $31.97
(5/12/00 $40,38 $7.97 §32.41
(5/15/00 $41.94 $7.97 $33.97
05/16/00 $42.81 $7.97 $34.85
05117/00 $41.69 $7.97 $33.72
05/18/00 $42.81 $7.97 $34.85
05/19/00 $41.44 $7.97 $33.47
05/22/00 $41.88 $7.97 $33.91
05/23/00 $43.00 $7.97 $35.03
05/24/00 $45.75 $7.97 $37.78
05/25/00 $4538 $7.97 $37.41
05/26/00 $45.38 $7.97 $37.41
05/30/00 $46.56 $7.97 $38.60
05/31/00 $47.00 $7.97 $39.03
06/01/00 $47.13 $7.97 $39.16
06/02/00 $47.00 $7.97 $39.03
06/05/00 $47.13 $7.97 $39.16
06/06/00 $46.38 $7.97 $38.41
06/07/00 $47.25 $7.97 $39.28
06/08/00 $46.19 $7.97 $38.22
06/09/00 $44.44 $7.97 : $36.47
06/12/00 $43.56 $7.97 $35.60
06/13/00 $44.69 $7.97 $36.72
06/14/00 $45.38 $7.97 $37.41
06/15/00 $43.06 $7.97 $35.10
06/16/00 $42.44 $7.97 $34.47
06/19/00 $42.75 $7.97 $34.78
06/20/00 $43.94 $7.97 $35.97
06/21/00 $44.06 $7.97 $36.10
(6/22/00 $43.19 $7.97 $35.22
06/23/00 ‘ $42.13 $7.97 $34.16
06/26/00 $42.13 $7.97 $34.16
06/27/00 $41.81 $7.97 $33.85
06/28/00 $42.81 $7.97 $34.85
06/29/00 $43.00 $7.97 $35.03
06/30/00 $41.56 $7.97 $33.60
07/03/00 $41.88 $7.97 $33.91
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

. Stock Artificial True

Date Price Inflation Value
07/05/00 $42.00 $7.97 $34.03
07/06/00 $41.63 $7.97 $33.66
07/07/00 $42.75 $7.97 $34.78
07/10/00 $42.69 $7.97 $34.72
07/11/00 $43.50 $7.97 $35.53
07/12/00 $43.94 $7.97 $35.97
07/13/00 $44.00 $7.97 $36.03
07/14/00 $44.38 $7.97 $36.91
07/17/00 $42.81 $7.97 $34.85
07/18/00 $43.44 $7.97 $35.47
07/19/00 $45.25 $7.97 $37.28
07/20/00 $46.38 $7.97 $38.41
07/21/00 $45.81 $7.97 $37.85
07/24/60 $45.94 $7.97 $37.97
07/25/00 $45.50 $7.97 $37.53
07/26/00 $44.25 §7.97 $36.28
07/27/00 $44.69 $7.97 $36.72
07/28/00 $43.75 5797 $35.78
07/31/00 $44.56 $7.97 $36.60
08/01/00 $44.56 $7.97 $36.60
08/02/00 $44.44 $7.97 $36.47
08/03/00 $46.63 $7.97 $38.66
08/04/00 $49.63 $7.97 $41.66
08/07/00 $49.88 $7.97 $41.91
08/08/00 $50.00 $7.97 $42.03
08/09/00 $48.88 $7.97 $40.91
08/10/00 $48.19 $7.97 $40.22
08/11/00 $49.06 $7.97 $41.10
08/14/00 $49.19 $7.97 $41.22
08/15/00 $47.88 $7.97 $39.91
08/16/00 $46.75 $7.97 $38.78
08/17/00 $46.38 $7.97 $38.41
08/18/00 $46.94 $7.97 $38.97
08/21/00 $46.63 57.97 $38.66
08/22/00 34731 $7.97 $39.35
08/23/00 $47.25 57.97 $39.28
08/24/00 $47.44 §7.97 $39.47
08/25/00 $47.75 $7.97 $39.78
08/28/00 $48.25 $7.97 $40.28
08/29/00 $48.00 $7.97 $40.03
08/30/00 $48.00 §7.97 $40.03
08/31/00 $48.00 $7.97 $40.03
09/01/00 $47.38 $7.97 $39.41
09/05/00 $47.63 $7.97 $39.66
09/06/00 $50.19 $7.97 84222
09/07/00 $50.56 $7.97 $42.60
09/08/00 $52.44 $7.97 $44.47
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Household International, Inc. Common Stock
- Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
09/11/00 $51.63 $7.97 $43.66
09/12/00 $51.13 $7.97 $43.16
09/13/00 $51.25 $7.97 $43.28
09/14/00 $51.00 $7.97 $43.03
09/15/00 $50.50 $7.97 $42.53
05/18/00 $50.75 $7.97 $42.78
09/19/00 $51.56 $7.97 $43.60
09/20/00 $52.31 $7.97 $44.35
09/21/00 $52.88 $7.97 $44.91
09/22/00 §52.00 $7.97 $44.03
09/25/00 $53.38 $7.97 $45.41
09/26/00 $54.13 $7.97 $46.16
09/27/00 $54.69 $7.97 346,72
09/28/00 $56.44 $7.97 $48.47
09/29/00 $56.63 $7.97 $48.66
10/02/00 $55.19 $7.97 $47.22
10/03/00 $55.63 $7.97 $47.66
10/04/00 $54.88 $7.97 $46.91
10/05/00 $55.69 $7.97 $47.72
10/06/00 $52.63 $7.97 $44.66
10/09/00 $52.19 $7.97 $44.22
10/106/00 $49.50 $7.97 $41.53
10/11/00 $47.94 3$7.97 $39.97
10/12/00 $46.25 $7.97 $38.28
10/13/00 $47.56 $7.97 $39.60
10/16/00 $49.13 $7.97 $41.16
10/17/00 $47.50 $7.97 $39.53
10/18/00 $48.75 §7.97 $40.78
10/19/00 $50.63 $7.97 $42.66
10/20/00 $50.44 $7.97 $42.47
10/23/00 $45.19 $7.97 $41.22
10/24/60 $50.25 $7.97 $42.28
10/25/00 $45.50 $7.97 $41.53
10/26/00 $47.44 $7.97 $36.47
10/27/00 $47.50 $7.97 $39.53
10/30/00 $49.38 $7.97 $41.41
10/31/00 $50.31 $7.97 $42.35
11/01/00 $49.63 $7.97 $41.66
11/02/00 $51.50 $7.97 $43.53
11/03/00 $51.50 $7.97 $43.53
11/06/00 $52.50 $7.97 $44.53
11/07/00 $51.88 $7.97 $43.91
11/08/00 $51.63 $7.97 $43.66
11/09/00 $50.50 §$7.97 $42.53
11/10/00 $50.75 $7.97 $42.78
11/13/00 $49.13 $7.97 $41.16
11/14/00 $49.00 $7.97 $41.03
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
11/15/00 54931 §7.97 $41.35
11/16/00 $49.13 $7.97 $41.16
11/17/00 $48.19 $7.97 $40.22
11/20/00 $45.75 $7.97 $37.78
11/21/060 $46.25 $7.97 $38.28
11/22/00 $44.06 $7.97 $36.10
11/24/00 $45.31 $7.97 $37.35
11/27/60 $46.50 $7.97 $38.53
11/28/00 $48.38 $7.97 $40.41
11/29/00 $50.13 $7.97 $42.16
11/30/00 $49.38 $7.97 $41.91
12/01/00 $49.56 $7.97 $41.60
12/04/00 $48.38 $7.97 $40.41
12/05/00 $50.19 $7.97 $42.22
12/06/00 $50.75 $7.97 $42.78
12/07/00 $51.81 $7.97 $43.35
12/08/00 $53.06 $7.97 $45.10
12/11/00 $52.63 $7.97 $44.66
12/12/00 $51.94 $7.97 $43.97
12/13/00 $50.94 $7.97 $42.97
12/14/00 $50.94 $7.97 $42.97
12/15/00 $50.25 $7.97 $42.28
12/18/00 $52.00 $7.97 $44.03
12/19/00 $53.63 $7.97 $45.66
12/20/00 $51.94 $7.97 $43.97
12/21/00 $52.44 $7.97 544,47
12/22/00 $52.44 $7.97 $44.47
12/26/00 $53.25 $7.97 $4528
12/27/00 $54.31 $7.97 $46.35
12/28/00 $55.94 $7.97 $47.97
12/29/00 $55.00 $7.97 $47.03
01/02/01 $53.69 $7.97 $45.72
01/03/01 $58.00 $7.97 $50.03
01/04/01 $57.13 $7.97 $49.16
01/05/01 $54.38 $7.97 $46.91
01/08/01 $54.06 $7.97 $46.10
01/09/01 $52.88 $7.97 $44.91
01/10/01 $52.81 $7.97 $44.85
01/11/01 $53.44 $7.97 $45.47
01/12/01 $53.69 $7.97 $45.72
01/16/01 $35.19 $7.97 $47.22
01/17/01 $56.31 §$7.97 $48.35
01/18/01 $54.88 $7.97 $46.91
01/19/01 $54.50 $7.97 $46.53
01/22/01 $53.75 $7.97 $45.78
01/23/01 $55.50 $7.97 $47.53
01/24/01 $36.63 57.97 $48.66
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
01/25/01 $56.69 $7.97 $48.72
01/26/01 $57.50 $7.97 $49.53
01/29/G1 $59.10 $7.97 . $51.13
01/30/01 $58.59 $7.97 $50.62
01/31/01 35748 $7.97 $49.51
02/01/01 $58.92 $7.97 $50.95
02/02/01 $58.80 $7.97 $50.83
02/05/01 $58.98 $7.97 $51.01
02/06/01 $58.11 $7.97 $50.14
02/07/01 $59.20 $7.97 $51.23
02/08/01 $58.78 $7.97 $50.81
02/09/01 $59.20 $7.97 $51.23
02/12/01 $60.33 $7.97 $52.36
02/13/01 $60.25 $7.97 $52.28
02/14/01 $50.45 $7.97 $51.48
02/15/01 $358.26 $7.97 $50.29
02/16/01 $59.09 $7.97 $51.12
02/20/01 $57.53 $7.97 $49.56
02/21/01 $55.65 $7.97 $47.68
02/22/01 $55.76 $7.97 $47.79
02/23/01 $56.58 $7.97 $48.61
02/26/01 $58.00 §7.97 $50.03
02/27/01 $59.11 $7.97 $51.14
02/28/01 $57.92 $7.97 $49.95
03/01/01 $58.40 $7.97 $30.43
03/02/01 $59.41 $7.97 $51.44
03/05/01 $59.08 $7.97 $51.11
03/06/01 $59.87 $7.97 $51.90
03/07/01 $61.50 $7.97 $53.53
03/08/01 $61.11 $7.97 $53.14
03/09/01 $60.27 $7.97 $52.30
03/12/01 $58.43 $7.97 $50.46
03/13/01 $60.45 $7.97 $52.48
03/14/01 $59.69 $7.97 $51.72
03/15/01 $60.36 $7.97 $52.39
03/16/01 $60.01 $7.97 $52.04
03/19/01 $59.90 $7.97 $51.93
03/20/01 $57.88 $7.97 $49.91
03/21/01 $55.85 $7.97 $47.88
03/22/01 $354.72 $7.97 $46.75
03/23/01 $58.12 $7.97 $50.15
03/26/01 $57.94 $7.97 $49.97
03/27/01 $59.85 $7.97 $51.88
03/28/01 $59.35 §7.97 $51.38
03/29/01 $58.15 $7.97 $50.18
03/30/01 $59.24 $7.97 $51.27
04/62/01 $59.50 $7.97 $51.53
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
04/03/01 $58.92 $7.97 $50.95
04/04/01 $58.45 $7.97 $50.48
04/05/01 $59.73 $7.97 $51.76
04/06/01 $58.54 $7.97 $50.57
04/09/01 $59.45 $7.97 $51.48
04/10/01 $61.12 $7.97 $53.15
04/11/01 $60.54 $7.97 $52.57
04/12/01 $61.40 $7.97 $53.43
04/16/01 $60.33 $7.97 $52.36
04/17/01 $60.91 $7.97 $52.94
04/18/01 $63.38 $7.97 $55.41
04/19/01 $63.05 $7.97 $55.08
04/20/01 $62.45 $7.97 $54.48
(04/23/01 $62.23 $7.97 $54.26
04/24/01 $63.10 $7.97 $55.13
04/25/01 $64.75 $7.97 $56.78
04/26/01 $63.40 $7.97 $55.43
04/27/01 $64.38 $7.97 $56.41
04/30/01 $64.02 $7.97 $56.05
05/01/01 $64.46 $7.97 $56.49
05/02/01 $65.46 $7.97 $57.49
05/03/01 $65.29 $7.97 $57.32
05/04/01 $65.70 $7.97 §57.73
05/07/01 $65.50 $7.97 $57.53
05/08/01 $65.42 $7.97 $57.45
05/09/01 $66.05 $7.97 $58.08
05/10/01 $65.08 $7.97 $57.11
05/11/01 $64.91 $7.97 $56.94
05/14/01 $65.22 $7.97 $57.25
05/15/01 $66.94 $7.97 $58.97
05/16/01 $68.64 $7.97 $60.67
05/17/01 $68.20 §7.97 $60.23
05/18/01 $67.57 $7.97 $59.60
05/21/01 $67.67 $7.97 $59.70
05/22/01 $67.71 $7.97 $59.74
05/23/01 $66.48 $7.97 $58.51
05/24/01 $66.44 §7.97 $58.47
05/25/01 $66.27 $7.97 $58.30
05/29/01 $66.00 $7.97 $58.03
05/30/01 $65.80 $7.97 $57.83
05/31/01 $65.66 $7.97 $57.69
06/01/01 $65.74 $7.97 $57.77
06/04/01 $66.43 $7.97 §58.46
06/05/01 $66.98 $7.97 $59.01
06/06/01 $65.96 $7.97 $57.99
06/07/01 $65.82 $7.97 $57.85
06/08/01 $65.80 $7.97 $57.83
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 44 of 181 PagelD #:45266

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Taflation Value
06/11/01 $65.78 $7.97 $57.81
06/12/01 $65.30 $7.97 $57.33
06/13/01 565.25 $7.97 ‘ $57.28
06/14/01 $564.71 $7.97 $56.74
06/15/01 $63.80 $7.97 $55.83
06/18/01 $63.65 $7.97 $55.68
06/19/01 $63.82 3$7.97 $55.85
06/20/01 $64.61 $7.97 $56.64
06/21/01 $66.71 §7.97 $58.74
06/22/01 $67.01 $7.97 $59.04
06/25/01 $65.95 $7.97 $57.98
06/26/01 $65.14 $7.97 $57.17
06/27/01 $65.70 $7.97 $57.73
06/28/01 $65.98 $7.97 $58.01
06/29/01 $66.70 $7.97 $58.73
07/02/01 $66.60 $7.97 $58.63
07/03/01 $66.23 $7.97 $58.26
07/05/01 $66.95 $7.97 $58.98
07/06/01 $66.54 $7.97 $58.57
07/09/01 $66.48 $7.97 $58.51
07/10/01 $65.55 $7.97 $57.58
07/11/01 $65.24 $7.97 $57.27
07/12/01 $66.40 $7.97 $58.43
07/13/01 $67.18 $7.97 $59.19
07/16/01 $68.11 . $7.97 $60.14
07/17/01 $68.95 $7.97 $60.98
07/18/01 $69.48 $7.97 $61.51
07/19/01 $66.50 $7.97 $58.53
07/20/01 $67.28 $7.97 $59.31
07/23/01 $67.50 §7.97 $59.53
07/24/01 $67.01 $7.97 $55.04
07/25/01 $66.76 $7.97 $58.79
07/26/01 $65.38 $7.97 $57.41
07/27/01 $66.18 $7.97 $58.21
(7/30/01 $66.09 $7.97 $58.12
07/31/01 $66.29 $7.97 $58.32
08/01/01 $65.75 $7.97 $57.78
08/02/01 $66.00 $7.97 $58.03
08/03/01 $65.99 57.97 $58.02
08/06/01 $65.71 $7.97 $57.74
08/07/01 $66.44 $7.97 $58.47
08/08/01 $65.86 $7.97 $57.89
08/09/01 $66.24 $7.97 $58.27
08/10/01 $67.13 57.97 $59.16
08/13/01 $68.01 $7.97 $60.04
08/14/01 $68.00 $7.97 $60.03
08/15/01 $67.95 $7.97 $59.98
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 45 of 181 PagelD #:45267

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
08/16/01 $66.87 §7.97 $58.90
08/17/01 $65.99 $7.97 $58.02
08/20/01 $65.50 $7.97 $57.53
08/21/01 $64.86 $7.97 $56.89
08/22/01 $65.48 $7.97 $57.51
08/23/01 $64.72 $7.97 $56.75
08/24/01 $62.35 $7.97 $54.38
08/27/01 $61.96 $7.97 $53.99
08/28/01 $61.34 $7.97 $53.37
08/29/01 $60.70 $7.97 $52.73
08/30/01 $59.31 $7.97 $51.34
08/31/01 $59.10 $7.97 $51.13
09/04/01 $57.06 $7.97 $49.09
09/05/01 $57.22 $7.97 $49.25
09/06/01 $57.00 $7.97 $49.03
09/07/01 $55.04 $7.97 $47.07
05/10/01 $56.31 $7.97 $48.34
09/17/01 $52.83 $7.97 $44.86
09/18/01 $52.64 $7.97 $44.67
09/19/01 $52.30 $7.97 $44.33
09/20/01 $51.46 $7.97 $43.49
09/21/01 $50.34 $7.97 $42.37
09/24/01 $52.85 $7.97 $44.88
09/25/01 $52.08 $7.97 $44.11
09/26/01 $53.60 $7.97 $45.63
09/27/01 $54.49 $7.97 $46.52
09/28/01 $56.38 $7.97 $48.41
10/01/01 $57.50 $7.97 $49.53
10/02/01 $57.83 $7.97 $49.86
10/03/01 $58.20 $7.97 $50.23
10/04/01 $59.63 $7.97 $51.66
10/05/01 $58.35 $7.97 $50.38
10/08/01 $56.50 $7.97 $48.53
10/09/01 $56.59 $7.97 $48.62
10/10/01 $58.22 $7.97 $50.25
10/11/01 $56.95 $7.97 $48.98
10/12/01 $54.89 $7.97 $46.92
10/15/01 $55.91 $7.97 $47.94
10/16/01 $56.00 $7.97 $48.03
10/17/01 $57.16 $7.97 $49.19
10/18/01 $57.53 $7.97 $49.56
10/19/01 $56.91 $7.97 $48.94
10/22/01 $56.92 $7.97 $48.95
10/23/01 $57.25 $7.97 $49.28
10/24/01 $55.44 $7.97 $47.47
10/25/01 $57.19 $7.97 $49.22
10/26/01 $57.48 $7.97 $49.51
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 46 of 181 PagelD #:45268

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
10/29/01 $54.49 $7.97 $46.52
10/30/01 $53.52 $7.97 345,55
10/31/01 $52.30 $7.97 $44.33
11/01/01 $52.90 $7.97 54493
11/02/01 $52.76 $7.97 $44.79
11/05/01 $53.75 $7.97 $45.78
11/06/01 $56.53 $7.97 $48.56
11/07/01 $58.72 $7.97 $50.75
11/08/01 $57.79 $7.97 $49.82
11/09/01 $57.98 $7.97 $50.01
11/12/01 $58.21 $7.97 $50.24
11/13/01 $60.00 $7.97 $52.03
11/14/01 $60.90 $7.97 $52.93
11/15/01 $58.90 $6.11 $£52.79
11/16/01 $57.80 $6.11 $51.69
11/19/01 $58.75 $6.11 $52.64
11/20/01 $58.37 $6.11 $52.26
11/21/01 $58.56 $6.11 $52.45
11/23/01 $59.62 §6.11 $53.51
11/26/01 $60.18 $6.11 $54.07
11/27/01 $60.76 $6.11 $54.65
11/28/01 $60.34 $6.11 $54.23
11/29/01 $59.80 $6.11 $53.69
11/30/01 $58.99 $6.11 $52.88
12/03/01 $56.20 $4.20 $£52.09
12/04/01 $58.23 $4.20 $54.03
12/05/01 $61.00 $6.05 $54.95
12/06/01 $60.66 $6.05 $54.61
12/07/01 $59.66 $6.05 $53.61
12/10/01 $57.60 $6.05 $51.55
12/11/01 $56.66 $6.05 $50.61
12/12/01 $54.15 $3.66 $£50.49
12/13/01 $54.23 $3.66 $50.57
12/14/01 $53.35 $3.66 $49.69
12/17/01 $54.57 $3.66 $50.91
12/18/01 $56.12 $3.66 $52.46
12/19/01 $56.87 $3.66 $53.21
12/20/01 $56.50 $3.66 $52.34
12/21/01 $55.90 $3.66 $52.24
12/24/01 $56.09 $3.66 $52.43
12/26/01 $56.38 $3.66 $52.72
12/27/01 $57.83 $3.66 $54.17
12/28/01 $58.88 $3.66 $55.22
12/31/01 $57.94 $3.66 $54.28
01/02/02 $57.09 $3.66 $53.43
01/03/02 $57.05 $3.66 $53.39
01/04/02 $59.19 $3.66 $55.53
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 47 of 181 PagelD #:45269

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
01/07/02 $58.10 $3.66 $54.44
01/08/02 $56.74 $3.66 $53.08
01/09/02 $57.10 $3.66 $53.44
01/10/02 $56.54 $3.66 $52.88
01/11/02 $54.38 $3.66 $50.72
01/14/02 $52.78 $3.66 349,12
01/15/02 $55.20 $3.66 $51.54
01/16/02 $54.45 $3.66 $50.79
01/17/02 $53.76 $3.66 $50.10
01/18/02 $54.85 $3.66 $51.19
01/22/02 $54.05 $3.66 $50.39
01/23/02 $53.35 $3.66 $49.69
01/24/02 $53.75 $3.66 $50.09
01/25/02 $54.71 $3.66 $51.05
01/28/02 $52.85 $3.66 $49.19
01/29/02 $49.85 $3.66 $46.19
01/30/02 $49.35 $3.66 $45.69
01/31/02 $51.24 $3.66 $47.58
02/01/02 $51.10 $3.66 $47.44
02/04/02 $48.80 $3.66 $45.14
02/05/02 $47.53 $3.66 $43.87
02/06/02 $44.71 $3.66 $41.05
02/07/02 $48.01 $3.66 $44.35
02/08/02 $£52.00 $3.66 $48.34
02/11/02 $51.45 $3.66 $47.79
02/12/02 $50.80 $3.66 $47.14
02/13/02 $52.15 $3.66 $48.49
02/14/02 $51.92 $3.66 $48.26
02/15/02 $50.89 $3.66 $47.23
02/19/02 $50.35 $3.66 $46.69
02/20/02 $50.65 $3.66 $46.99
02/21/02 $48.50 $3.66 $44.84
02/22/02 $48.65 $3.66 $44.99
02/25/02 $49.58 $3.66 $45.92
02/26/02 $49.98 $3.66 $46.32
02/27/02 $52.08 $5.30 $46.78
02/28/02 §51.50 $5.30 $46.20
03/01/02 $53.00 $5.30 $47.70
03/04/02 $57.25 $5.30 $51.95
03/05/02 356.28 $5.30 $50.98
03/06/02 $57.77 $5.30 $52.47
03/07/02 $58.36 $5.30 $53.06
03/08/02 $59.90 $5.30 $54.60
03/11/02 $59.73 $5.30 $54.43
03/12/02 $59.16 $5.30 $53.26
03/13/02 $58.40 $5.30 $53.10
03/14/02 $57.48 $5.30 $52.18
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 48 of 181 PagelD #:45270

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
03/15/02 $58.95 $5.30 $53.65
03/18/02 $58.98 $5.30 $53.68
03/19/02 $58.98 $5.30 $53.68
03/20/02 $57.61 $5.30 §52.31
03/21/02 $57.90 $5.30 $52.60
03/22/02 $58.14 $5.30 $52.84
03/25/02 $56.30 $5.30 $51.00
03/26/02 $57.00 $5.30 $51.70
03/27/02 $57.50 $5.30 $52.20
03/28/02 $56.80 . $5.30 $51.50
04/01/02 $57.03 $5.30 $51.73
04/02/02 $57.05 $5.30 $51.75
04/03/02 $55.75 $5.30 $50.45
04/04/02 $56.83 $5.30 $51.53
04/05/02 $57.98 $5.30 $52.68
04/08/02 $59.06 $5.30 $53.76
04/09/02 $59.25 $5.30 $53.95
04/10/02 $59.35 $5.30 $54.05
04/11/02 $57.05 $5.30 $51.75
04/12/02 358.10 $5.30 $52.80
04/15/02 $57.48 $5.30 $52.18
04/16/02 $59.52 $5.30 $54.22
04/17/02 $60.70 $5.30 $55.40
04/18/02 $61.20 $5.30 $55.90
04/19/02 $62.44 $5.30 $57.14
04/22/02 $60.90 $5.30 $55.60
04/23/02 $61.80 $5.30 $56.50
04/24/02 $61.36 $5.30 $56.06
04/25/02 $59.18 $5.30 $53.88
04/26/02 $59.60 $5.30 $54.30
04/29/02 $57.25 $5.30 $51.95
04/30/02 $58.29 $5.30 $52.99
05/01/02 $57.70 $5.30 $52.40
05/02/02 $57.43 $5.30 $52.13
05/03/02 $57.00 $5.30 $51.70
05/06/02 $55.68 $5.30 $50.38
05/07/02 $54.75 $5.30 $49.45
05/08/02 $57.11 $5.30 $51.81
05/09/02 $56.29 $5.30 $50.99
05/10/02 $54.25 $5.30 $48.95
05/13/02 $55.82 $5.30 $50.52
05/14/02 $56.85 $5.30 $§51.55
05/15/02 $55.47 $5.30 $50.17
05/16/02 $55.00 $5.30 849,70
05/17/02 $54.31 $5.30 349.01
05/20/02 $53.51 $5.30 $48.21
05/21/02 $52.69 $5.30 $47.39
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 49 of 181 PagelD #:45271

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
05/22/02 $352.85 $5.30 $47.55
05/23/02 $53.27 $5.30 $47.97
05/24/02 $53.07 $5.30 $47.77
05/28/02 $52.85 $5.30 $47.55
05/25/02 $52.80 $5.30 $47.50
05/30/02 $51.65 $5.30 $46.35
05/31/02 $51.15 $5.30 $45.85
06/03/02 $50.94 $5.30 $45.64
06/04/02 $50.69 $5.30 $45.39
06/05/02 $52.19 $5.30 $46.89
06/06/02 $53.60 $5.30 $48.30
06/07/02 $52.87 $5.30 $47.57
06/10/02 $52.59 $5.30 $47.29
06/11/02 $52.99 $5.30 $47.69
06/12/02 $52.48 $5.30 $47.18
06/13/02 $50.30 $5.30 $45.00
06/14/02 $50.80 $5.30 $45.50
06/17/02 $52.74 $5.30 $47.44
06/18/02 $52.75 $5.30 $47.45
06/19/02 $51.55 $5.30 $46.25
06/20/02 $49.80 $5.30 $44.50
06/21/02 $49.68 $5.30 $44.38
06/24/02 $50.00 $5.30 $44.70
06/25/02 $49.00 $5.30 343,70
06/26/02 $48.65 $5.30 34335
06/27/02 $49.90 $5.30 $44.60
06/28/02 $49.70 $5.30 $44.40
07/01/02 $47.93 $5.30 $42.63
07/02/02 $47.60 $5.30 $42.30
07/03/02 $48.05 $5.30 $542.75
07/05/02 $50.00 $£5.30 $44.70
07/08/02 $49.54 $5.30 $44.24
07/05/02 $47.05 $5.30 $41.75
07/10/02 $44.07 $5.30 $38.77
07/11/02 $45.00 $5.30 $39.70
07/12/02 $46.30 $5.30 $41.00
07115402 $45.67 $5.30 $40.37
0716102 $46.10 §5.30 $40.80
07117/02 $42.37 $5.30 $37.07
07/18/02 $42.41 $5.30 $37.11
07/19/02 $40.72 $5.30 $35.42
07/22/02 $38.84 $5.30 $33.54
07/23/02 $36.29 $5.30 $30.99
07/24/02 $39.97 $5.30 $34.67
07/25/02 $38.80 $5.30 $33.50
07/26/02 $37.66 $3.10 $34.56
07/29/02 $39.85 $3.10 $36.75
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 50 of 181 PagelD #:45272

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
07/30/02 $40.30 $3.10 $37.20
07/31/02 $42.67 $£3.10 $39.57
08/01/02 $41.26 $£3.10 $38.16
08/02/02 $39.45 $3.10 $36.35
08/05/02 $36.98 $3.10 $33.88
08/06/02 $39.72 $3.10 $36.62
08/07/02 $38.28 $3.10 $35.18
08/08/02 $40.96 $3.10 $37.86
08/09/02 $40.45 $3.10 $37.35
08/12/02 $39.70 $3.10 $36.60
08/13/02 $37.80 $3.10 $34.70
08/14/02 $38.09 $2.16 $35.93
08/15/02 $39.60 $2.16 $37.44
08/16/02 $37.54 032 $37.22
08/19/02 $37.75 $0.32 $37.43
08/20/02 $36.75 $0.32 $36.43
08/21/02 $37.15 $0.32 $36.83
08/22/02 4065 $0.32 340.33
08/23/02 $37.80 $0.32 $37.48
08/26/02 $39.08 $0.32 $38.76
08/27/02 $37.70 -$0.88 $38.58
08/28/02 $36.80 -$0.88 337.68
08/29/02 $36.38 -$0.88 $37.26
08/30/02 $36.11 -$0.88 $36.99
09/03/02 $33.36 -$2.09 $35.45
09/04/02 $34.40 -$2.09 $36.49
09/05/02 $33.36 -$2.09 $35.45
09/06/02 $33.95 -$2.09 $36.04
09/09/02 $36.33 -$2.09 $38.42
09/10/02 $35.15 -$2.09 $37.24
09/11/02 $35.43 -$2.09 $37.52
09/12/02 $33.85 -$2.05 $35.94
09/13/02 $34.67 -$2.09 $36.76
09/16/02 $33.59 -$2.09 $35.68
09/17/02 $29.52 -$2.09 $31.61
09/18/02 $29.85 -$2.09 $31.94
09/19/02 $29.25 -$2.09 $31.34
09/20/02 $29.05 -$2.09 $31.14
09/23/02 $27.61 -$3.62 $31.23
09/24/02 $27.55 -$3.62 §31.17
(09/25/02 $28.15 -$3.62 $31.77
09/26/02 $29.28 -$3.62 $32.90
09/27/02 $27.64 -$3.62 $31.26
09/30/02 $28.31 -$3.62 $31.93
10/01/02 $28.40 -$3.62 $32.02
10/02/02 $27.32 -$3.62 $30.94
10/03/02 $26.60 -$3.62 $30.22
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 51 of 181 PagelD #:45273

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Axtificial True

Date Price Inflation Value
10/04/02 $24.66 -$4.88 $29.54
16/07/02 $23.25 -$4.88 $28.13
10/08/02 $23.58 -$4.88 $28.46
10/09/02 $21.00 -$4.88 $25.88
10/10/02 $26.30 -$0.68 $26.98
10/11/02 $28.20 $0.00 $28.20
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Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 52 of 181 PagelD #:45274

Exhibit 56



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 53 of 181 PagelD #:45275

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value ' Inflation
07/30/99 $42.94 $25.13 $17.81
08/02/99 $41.88 $24.51 $17.37
(8/03/99 $40.00 $23.41 $16.59
08/04/99 $40.31 $23.59 $16.72
08/05/99 $40.56 $23.74 $16.82
08/06/99 ' $40.25 $23.56 $16.69
08/09/99 $40.88 $23.92 $16.95
08/10/99 $39.50 $23.12 . $16.38
08/11/99 $40.25 $23.56 $16.69
08/12/99 $40.19 $23.52 $16.67
08/13/99 $40.75 $23.85 $16.90
08/16/99 $39.75 $23.27 $16.48
08/17/99 $41.50 $24.29 $17.21
08/18/99 $42.00 $24.58 $17.42
08/19/99 $41.69 $24.40 $17.29
08/20/99 $41.88 $24.51 $17.37
08/23/99 $42.94 $25.13 $17.81
08/24/99 $42.44 $24.84 $17.60
08/25/99 $41.19 $24.11 $17.08
08/26/99 $39.81 $23.30 $16.51
08/27/99 $37.81 $22.13 $15.68
08/30/99 $37.44 $21.91 $15.53
08/31/99 $37.75 $22.10 $15.65
09/01/99 $39.56 $23.16 $16.41
(9/02/99 $38.50 $22.53 $15.97
09/03/99 $30.94 $23.38 $16.56
09/07/99 $39.94 $23.38 $16.56
09/08/99 $39.56 $23.16 $16.41
09/09/99 $39.38 $23.34 $16.54
09/10/99 $40.63 $23.78 $16.85
09/13/99 $41.50 $24.29 $17.21
09/14/99 $41.13 $24.07 $17.05
09/15/99 $40.44 $23.67 $16.77
09/16/99 $40.25 $23.56 $16.69
09/17/99 $41.13 $24.07 $17.05
09/20/99 $41.75 $24.44 $17.31
09/21/99 : $40.50 $23.70 $16.80
09/22/99 $41.44 $24.25 $17.18
09/23/99 $40.00 $23.41 $16.59
09/24/99 $39.44 $23.08 $16.35
09/27/99 $40.38 $23.63 $16.74
09/28/99 $3%.69 $23.16 $16.53
09/25/99 $40.63 $23.71 $16.92
(9/30/99 $40.13 $23.41 $16.71
10/01/99 $39.38 $22.98 516,40
10/04/99 $40.44 $23.60 516.84

10/05/99 341.06 $23.96 $17.10



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 54 of 181 PagelD #:45276

Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
10/06/99 $42.88 $25.02 $17.86
10/07/99 $42.38 $24.73 $17.65
10/08/99 $44 31 $25.86 $18.46
10/11/99 $42.69 $24.91 $17.78
10/12/99 $41.69 $24.33 $17.36
10/13/99 $39.75 $23.19 $16.56
10/14/99 $38.94 $22.72 $16.22
10/15/99 $37.00 $21.59 $15.41
10/18/99 $37.88 $22.10 $15.77
10/19/99 $38.94 $22.72 $16.22
10/20/99 $39.56 $23.09 $16.48
10/21/99 $39.00 $22.76 $16.24
10/22/99 $39.75 $23.19 $16.56
10/25/99 $38.38 $22.68 $16.19
10/26/99 $39.06 $22.79 $16.27
10/27/99 $41.56 $24.25 $17.31
10/28/99 $45.69 $26.66 $19.03
10/29/99 $44.63 $26.04 $18.59
11/01/99 $45.00 $26.26 $18.74
11/02/99 $45.31 $26.44 $18.87
11/03/99 $44.56 $26.00 $18.56
11/04/99 $45.63 $26.62 $19.00
11/05/99 .$46.06 $26.88 $19.18
11/08/99 $44.63 $26.04 $18.59
11/09/99 $43.06 $25.13 $17.94
11/10/99 $42.56 $24.84 $17.73
11/11/99 $41.31 $24.11 $17.21
11/12/99 $44.13 $25.75 $18.38
11/15/99 $44.13 $25.75 $18.38
11/16/99 $45.13 $26.33 $18.79
11/17/99 $43.25 $25.24 $18.01
11/18/99 $42.50 $24.80 $17.70
11/19/99 $41.88 $24.43 $17.44
11/22/99 $41.25 324,07 $17.18
11/23/99 $40.94 $23.89 $17.05
11/24/99 $40.38 $23.56 $16.82
11/26/99 $40.25 $23.49 $16.76
11/29/99 $39.38 $22.98 $16.40
11/30/99 $39.56 $23.08 $16.48
12/01/99 $39.56 $23.08 $16.48
12/02/99 540,31 $23.52 $16.79
12/03/99 $41.00 $23.92 $17.08
12/06/99 $39.50 $23.05 $16.45
12/07/99 $38.25 $22.32 $15.93
12/08/99 $38.69 $22.57 $16.11
12/09/99 $39.50 $23.05 $16.45
12/10/99 $39.06 $22.79 $16.27
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
12/13/99 $38.25 $22.32 $15.93
12/14/99 $37.94 $22.14 $15.80
12/15/99 $37.63 $21.95 $15.67
12/16/99 $38.31 $22.35 $15.96
12/17/99 $38.13 $22.25 $15.88
12/20/99 $37.94 $22.14 $15.80
12/21/99 $37.25 $21.73 $15.52
12/22/99 $36.63 $21.37 $15.25
12/23/99 $37.50 $21.88 $15.62
12/27/99 $36.88 $21.52 $15.36
12/28/99 $36.19 $21.11 $15.07
12/25/99 335.94 $20.90 $15.04
12/30/99 $36.56 $21.26 $15.30
12/31/99 $37.25 $21.66 $15.59
01/03/00 $34.69 $20.17 $14.52
01/04/00 $35.00 $20.35 $14.65
01/05/00 $34.38 $19.99 $14.39
01/06/00 $36.00 $20.93 $15.07
01/07/00 $36.38 $21.15 $1522
01/10/00 $36.50 $21.23 $15.27
01/11/00 $36.00 $20.93 $15.07
01/12/00 $36.75 $21.37 $15.38
01/13/00 $37.69 $21.92 $15.77
01/14/00 $37.31 $21.70 515.61
01/18/00 £36.50 $21.23 $15.27
01/19/00 $36.81 $21.41 $15.41
01/20/00 $36.00 $20.93 $15.07
01/21/00 $35.63 $20.72 51491
01/24/00 $34.50 $20.06 $14.44
01/25/00 $33.94 $19.73 $14.20
01/26/00 $35.63 $20.72 $14.91
01/27/00 $35.69 $20.75 $14.94
01/28/00 $34.19 $19.38 $14.31
01/31/00 $35.25 $20.50 $14.75
02/01/00 $35.25 $20.50 $14.75
02/02/00 $36.13 $21.01 $15.12
02/03/00 $35.63 $20.72 $14.91
02/04/00 $35.38 $20.57 $14.80
02/07/00 $35.06 $20.39 $14.67
02/08/00 $35.75 $20.79 $14.96
02/09/00 $33.88 $19.70 $14.18
(02/106/00 $33.88 $19.70 $14.18
02/11/00 $31.88 318.54 $13.34
02/14/00 $31.31 518.21 $13.10
02/15/00 $32.94 $19.15 $13.78
02/16/00 $30.88 $17.95 $12.92
02/17/00 $31.69 $18.43 $13.26
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
02/18/00 $30.88 $17.95 $12.92
02/22/00 $31.06 $18.06 $13.00
02/23/00 $30.69 $517.85 $12.84
02/24/00 $30.63 $17.31 $12.82
02/25/00 $30.88 517.95 $12.92
02/28/00 $31.88 $18.54 $13.34
02/29/00 $31.94 $18.57 $13.37
03/01/00 $33.25 §£19.34 $13.91
03/02/00 $35.13 $20.43 $14.70
03/03/00 $36.63 $21.30 $15.33
03/06/00 $34.81 $20.24 $14.57
03/07/00 $32.88 $19.12 $13.76
03/08/00 $31.81 $18.50 $13.31
03/09/00 $32.44 $18.86 $13.57
03/16/00 $32.75 $15.04 $13.71
03/13/00 $32.44 $18.86 $13.57
03/14/00 $32.13 $18.68 $13.44
03/15/00 $34.25 $19.92 $14.33
03/16/00 $36.81 $21.41 $15.41
03/17/00 $36.88 $21.44 $15.43
03/20/00 $35.56 $20.68 $14.88
03/21/00 $37.88 $22.02 $15.85
03/22/00 $37.75 $21.95 $15.80
03/23/00 $38.88 $22.61 $16.27
03/24/00 $37.94 $22.06 $15.88
03/27/00 $36.13 $21.01 $15.12
(3/28/00 $36.69 $21.33 $15.35
03/29/00 $36.50 $21.15 $15.35
03/30/00 $36.38 $21.08 $15.29
03/31/00 $37.31 $21.62 $15.69
04/03/00 $39.13 $22.68 $16.45
04/04/00 $38.13 $22.10 $16.03
04/05/00 $39.06 $22.64 $16.42
04/06/00 $40.38 $23.40 $16.98
04/07/00 $38.88 $22.53 $16.34
04/10/00 $40.00 $23.18 $16.32
04/11/00 $40.63 $23.54 $17.08
04/12/00 $44.00 $25.50 $18.50
04/13/00 $42.06 $24.38 $17.68
04/14/00 $38.06 $22.06 $16.00
04/17/00 $39.63 $22.97 $16.66
04/18/00 $39.69 $23.00 316.69
04/19/00 $39.94 $23.15 $16.79
04/20/00 $41.81 $24.23 $17.58
04/24/00 $43.38 $25.14 $18.24
04/25/00 $44.69 $25.90 318,79
04/26/00 $43.63 $25.28 - $18.34
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
04/27/00 $42.00 $24.34 $17.66
04/28/00 $41.75 $24.20 $17.55
05/01/00 $42.00 $24.34 $17.66
05/02/00 $42.06 $24.38 $17.68
05/03/00 $40.75 $23.62 $17.13
05/04/00 $39.13 $22.68 $16.45
05/05/00 $39.75 $23.04 $16.71
05/08/00 $41.13 $23.83 $17.29
05/09/00 $40.25 $23.33 $16.92
(5/10/00 $39.38 $22.82 $16.55
05/11/00 $39.94 $23.15 $16.79
05/12/00 540.38 $23.40 $16.98
05/15/00 $41.94 $24.31 $17.63
05/16/00 $42.81 $24.81 518.00
05/17/00 $41.69 $24.16 $17.53
05/18/00 $42.81 $24.81 $18.00
05/19/00 $41.44 $24.02 $17.42
05/22/00 $41.88 $24.27 $17.61
05/23/00 $43.00 $24.92 $18.08
05/24/00 $45.75 $26.52 $19.23
05/25/00 $45.38 $26.30 $10.08
05/26/00 $45.38 $26.30 $19.08
05/30/00 $46.56 $26.99 $19.58
05/31/00 $47.00 $27.24 $19.76
06/01/00 $47.13 $27.31 $19.81
06/02/00 $47.00 $27.24 $19.76
06/05/00 $47.13 $27.31 $19.81
06/06/00 $46.38 $26.88 $19.50
06/07/00 547.25 $27.38 $19.87
06/08/00 $46.19 $26.77 $15.42
06/09/00 $44.44 $25.75 $18.68
06/12/00 $43.56 $25.25 $18.32
06/13/00 $44.69 $25.90 $18.79
06/14/00 $45.38 $26.30 $19.08
06/15/00 $43.06 $24.96 $18.10
06/16/00 $42.44 $24.60 $17.84
06/19/00 $42.75 $24.78 $17.97
06/20/00 $43.94 $25.46 $18.47
06/21/00 $44.06 §25.54 $18.53
06/22/00 $43.19 $25.03 $18.16
6/23/00 $42.13 $24.41 $17.71
06/26/00 $42.13 $24.41 $17.71
06/27/00 $41.81 $24.23 $17.58
06/28/00 $42.81 $24.73 $18.08
06/29/00 $43.00 $24.84 $18.16
06/30/00 $41.56 $24.01 317,55
07/03/00 $41.88 $24.19 $17.68
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
07/05/00 $42.00 $24.26 $17.74
07/06/00 $41.63 $24.05 $17.58
07/07/00 $42.75 $24.70 $18.05
07/10/00 $42.69 $24.66 $18.03
07/11/00 $43.50 $25.13 $18.37
07/12/00 $43.94 $25.38 $18.55
07/13/00 $44.00 $25.42 $18.58
07/14/00 $44.88 $25.92 318,95
07/17/00 $42.831 $24.73 $18.08
07/18/00 $43.44 $25.09 $18.34
07/19/00 $45.25 $26.14 $19.11
07/20/00 $46.38 $26.79 $19.58
07/21/00 $45.81 $26.47 $19.35
07/24/00 $45.94 $26.54 $19.40
07/25/00 $45.50 $26.29 $19.21
07/26/00 $44.25 $25.56 $18.69
07/27/00 $44.69 $25.82 $18.87
07/28/00 $43.75 $25.28 $18.47
07/31/00 $44.56 $25.74 $18.82
08/01/00 $44.56 $25.74 $18.32
08/02/00 $44.44 $25.67 $18.77
08/03/00 $46.63 $26.94 $19.69
08/04/00 $49.63 $28.67 ' $20.96
08/07/00 $45.38 $28.81 $21.06
08/08/00 $50.00 $28.89 $21.11
08/09/00 $48.88 $28.24 $20.64
08/10/00 $48.19 $27.84 . $20.35
08/11/00 $49.06 $28.34 $20.72
08/14/00 $49.19 $28.42 $20.77
08/15/00 $47.88 $27.66 $20.22
08/16/00 $46.75 $27.1 $19.74
08/17/00 $46.38 $26.79 $19.58
08/18/00 $46.94 $27.12 $19.82
08/21/00 $46.63 $26.94 519.69
08/22/00 $47.31 $27.33 519,98
(8/23/00 $47.25 $27.30 $19.95
(8/24/00 $47.44 $27.41 $20.03
08/25/00 $47.75 $27.59 $20.16
08/28/00 $48.25 $27.88 $20.37
08/29/00 $48.00 $27.73 $20.27
08/30/00 $48.00 $27.73 $20.27
08/31/00 $48.00 $27.73 $20.27
09/01/00 $47.38 $27.37 $20.01
09/05/00 $47.63 $27.51 $20.11
09/06/00 $50.19 $28.99 $21.19
09/07/00 $50.56 $20.21 $21.35
09/08/00 $52.44 $30.29 $22.14
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Household International, Jnc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
09/11/00 $51.63 $29.83 $21.80
09/12/00 $51.13 $29.54 $21.59
09/13/00 $51.25 $29.61 $21.64
09/14/00 $51.00 $20.46 $21.54
09/15/00 $50.50 $29.18 $21.32
09/18/00 $50.75 $29.32 $21.43
09/19/00 $51.56 $29.79 $21.77
09/20/00 $52.31 $30.22 $22.09
09/21/00 $52.88 $30.55 $22.33
09/22/00 $52.00 $30.04 $21.96
09/25/00 $53.38 $30.84 $22.54
09/26/00 $54.13 $31.27 $22.86
09/27/00 $54.69 $31.51 $23.17
09/28/00 $56.44 $32.52 52391
09/29/00 $56.63 $32.69 $23.94
10/02/00 $55.19 $31.80 $23.39
10/03/00 $55.63 $32.05 $23.57
10/04/00 $54.88 $31.62 323.25
10/05/00 $55.6% $32.09 $23.60
10/06/00 $52.63 $30.33 $22.30
10/09/00 $52.19 $30.07 $22.11
10/10/00 $49.50 $28.52 $20.98
13/11/00 $47.04 $27.62 $20.31
10/12/00 $46.25 $26.65 $19.60
10/13/00 $47.56 $27.41 $20.15
10/16/00 $49.13 $28.31 $20.82
10/17/00 $47.50 $27.37 $20.13
10/18/00 $48.75 $28.09 $20.66
10/19/00 $50.63 $29.17 $21.45
10/20/00 $50.44 $29.07 $21.37
10/23/00 $49.19 . 328.35 $20.84
10/24/00 $50.25 $28.96 $21.29
10/25/00 $49.50 $28.52 520,98
10/26/00 $47.44 $27.34 $20.10
10/27/00 $47.50 $27.37 $20.13
10/30/00 $49.38 $28.45 520,92
10/31/00 $50.31 $28.99 §21.32
11/01/00 $49.63 $28.60 $21.03
11/02/00 $51.50 $29.68 $21.82
11/03/00 $51.50 $29.68 $21.82
11/06/00 $52.50 $30.25 $22.25
11/07/00 $51.88 $20.39 $21.98
11/08/00 $51.63 $29.75 $21.88
11/09/00 $50.50 $29.10 $21.40
11/10/00 $50.75 $29.24 $21.51
11/13/00 $49.13 $28.31 $20.82
11/14/00 $40.00 $28.24 $20.76
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
11/15/00 $49.31 $28.42 $20.90
11/16/00 $49.13 $28.31 $20.82
11/17/00 $48.19 $27.77 $20.42
11/20/00 $45.75 $26.36 $19.39
11/21/00 $46.25 $26.65 $15.60
11/22/00 $44.06 $25.39 $18.67
11/24/00 $45.31 $26.11 $19.20
11/27/00 $46.50 $26.80 $19.70
11/28/00 $48.38 $27.88 $20.50
11/29/00 $50.13 $28.89 $21.24
11/30/00 $49.88 $28.74 $21.13
12/01/00 $49.56 $28.56 $21.00
12/04/00 $48.38 $27.88 $20.50
12/05/00 $50.19 $28.92 $21.27
12/06/00 $50.75 $29.25 $21.50
12/07/00 $51.81 $29.86 $21.95
12/08/00 $53.06 $30.58 $22.48
12/11/00 $52.63 $30.33 $322.30
12/12/00 $51.94 $29.93 $22.01
12/13/00 $50.94 $29.35 $21.58
12/14/00 $50.94 $29.35 $21.58
12/15/00 $50.25 $28.96 $21.29
12/18/00 $52.00 $29.97 $22.03
12/19/00 $53.63 $30.90 $22.72
12/20/00 $51.94 $29.93 $22.01
12/21/00 $52.44 $30.22 $2222
12/22/00 $52.44 $30.22 $22.22
12/26/00 $53.25 $30.69 $22.56
12/27/00 $54.31 $31.22 $23.09
12/28/00 $55.94 $32.15 $23.79
12/29/00 $55.00 $31.61 $23.39
01/02/01 $53.69 $30.86 $22.83
01/03/01 $58.00 $34.06 $23.04
01/04/01 $57.13 $33.19 $33.94
(1/05/01 $54.88 $31.54 $23.33
01/08/01 $54.06 $31.07 $22.99
(1/09/01 $52.88 $30.39 $22.48
01/10/01 $52.81 $30.36 $22.46
01/11/01 $53.44 $30.71 $22.72
01/12/01 $53.69 $30.86 $22.83
01/16/01 $55.19 $31.72 $23.47
01/17/61 $56.31 $32.37 $23.94
01/18/01 $54.88 $31.54 $23.33
01/19/01 $54.50 $31.33 $23.17
01/22/01 $53.75 $30.89 $22.86
01/23/01 $55.50 $31.90 $23.60
01/24/01 $56.63 $32.69 $23.94
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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock Truoe Artificial
Date Price Value Inflation
01/25/01 - $56.69 $32.75 $23.94
01/26/01 $57.50 $33.56 $23.94
01/25/01 $59.10 $35.16 $23.94
01/30/01 $58.59 $34.65 $23.94
01/31/01 . $57.48 $33.54 $23.94
02/01/01 $58.92 $34.98 $23.94
02/02/01 $58.80 $34.86 $23.94
02/05/01 $58.98 $35.04 $23.94
02/06/01 $38.11 $34.17 $23.94
02/07/01 $59.20 $35.26 $23.94
02/08/01 $58.78 $34.84 $23.94
02/09/01 $59.20 $35.26 $23.94
02/12/01 $60.33 $36.39 $23.94
02/13/01 $60.25 $36.31 $23.94
02/14/01 $59.45 $35.51 $23.94
02/15/01 $58.26 $34.32 $23.94
02/16/01 $59.09 : $35.15 $23.94
02/20/01 $57.53 $33.59 $23.94
02/21/01 $55.65 $31.99 $23.66
02/22/01 $55.76 $32,05 $23.71
02/23/01 $56.58 $32.64 $23.94
02/26/01 $58.00 $34.06 $23.94
02/27/01 $59.11 $35.17 $23.94
02/28/01 $57.92 $33.98 $23.94
03/01/01 $58.40 $34.46 $23.94
03/02/01 $59.41 $35.47 $23.94
03/05/01 $59.08 $35.14 $23.94
03/06/01 $59.87 $35.93 $23.94
03/07/01 $61.50 $37.56 $23.94
(3/08/01 $61.11 $37.17 $23.94
03/09/01 $60.27 $36.33 $23.94
03/12/01 $58.43 $34.49 $23.94
03/13/01 $60.45 $36.51 $23.94
03/14/01 $59.69 $35.75 $23.94
03/15/01 $60.36 $36.42 $23.94
03/16/01 $60.01 $36.07 $23.94
03/19/01 $59.90 $35.96 $23.94
03/20/01 $57.88 $33.94 $23.94
03/21/01 $55.85 $32.10 $23.75
(3/22/01 $54.72 $31.45 $23.27
03/23/01 $58.12 $34.18 $23.94
03/26/01 $57.94 $34.00 $23.94
03/27/01 $59.85 $35.91 $23.94
03/28/01 3$59.35 $35.41 $23.94
03/29/01 $58.15 $34.21 $23.94
03/30/01 $59.24 $35.30 $23.94
04/02/01 $59.50 $35.56 $23.94
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
04/03/01 $58.92 $34.98 $23.94
04/04/01 $58.45 $34.51 $23.94
04/05/01 $59.73 $35.79 $23.94
04/06/01 $58.54 $34.60 $23.94
04/09/01 $59.45 $35.51 $23.94
04/10/01 861,12 $37.18 $23.94
04/11/01 $60.54 $36.60 $23.94
04/12/01 $61.40 $37.46 $23.94
04/16/01 $60.33 $36.39 $23.94
04/17/01 $60.91 $36.97 $23.94
04/18/01 $63.38 $39.44 $23.94
04/19/01 $63.05 $39.11 $23.94
04/20/01 $62.45 $38.51 $23.94
04/23/01 $62.23 $38.29 52394
" 04/24/01 $63.10 $39.16 $23.94
04/25/01 $64.75 $40.31 $23.04
04/26/01 $63.40 $39.44 $23.04
04/27/01 $64.38 $40.44 $23.94
04/30/01 $64.02 $40.08 $23.94
05/01/01 $64.46 $40.52 $23.94
05/02/01 $65.46 $41.52 $23.94
05/03/01 $65.29 $41.35 $23.94
05/04/01 $65.70 $41.76 $23.94
05/07/01 $65.50 $41.56 $23.94
05/08/01 $65.42 $41.48 $23.94
05/09/01 $66.05 $42.11 $23.94
05/10/01 $65.08 $41.14 $23.94
05/11/01 $64.91 $40.97 $23.94
05/14/01 $65.22 $41.28 $23.94
05/15/01 $66.94 $43.00 $23.94
05/16/01 $68.64 $44.70 $23.94
05/17/01 $68.20 $44.26 $23.94
05/18/01 $67.57 $43.63 $23.94
05/21/01 $67.67 $43.73 $23.94
05/22/01 $67.71 $43.77 $23.94
05/23/01 $66.48 $42.54 $23.94
05/24/01 $66.44 $42.50 $23.94
05/25/01 $66.27 $42.33 $23.94
05/29/01 $66.00 $42.06 $23.94
05/30/01 $65.80 $41.86 $23.94
05/31/01 $e5.66 $41.72 $23.94
06/01/01 $65.74 $41.80 $23.94
06/04/01 $66.43 $42.49 $23.94
06/05/01 $66.98 $43.04 $23.94
06/06/01 $65.96 $42.02 $23.94
06/07/01 $65.82 $41.88 $23.94
06/08/01 $65.80 $41.86 $23.94
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
06/11/01 $65.78 $41.84 $23.94
06/12/01 $65.30 $41.36 $23.94
06/13/01 $65.25 $41.31 $23.94
06/14/01 $64.71 $40.77 $23.04
06/15/01 $63.80 $39.86 $23.04
06/18/G1 $63.65 $39.71 $23.94
06/19/01 $63.82 $39.88 $23.94
06/20/01 $64.61 $40.67 $23.94
06/21/01 $66.71 $42.77 $23.94
06/22/01 $67.01 $43.07 $23.94
06/25/01 $65.95 $42.01 $23.94
06/26/01 $65.14 $41.20 323,94
06/27/01 $65.70 $41.76 $23,04
06/28/01 $65.98 $42.04 $23.94
06/29/01 $66.70 $42.76 $23.94
07/02/01 $66.60 §42.66 $23.94
07/03/01 $66.23 $42.29 $23.94
07/05/01 $66.95 $43.01 $23.94
07/06/01 $66.54 $42.60 $23.94
07/09/01 $66.48 $42.54 $23.94
07/10/01 $65.55 $41.61 $23.94
07/11/01 $65.24 $41.30 $23.94
07/12/01 $66.40 $42.46 $23.94
07/13/01 $67.16 $43.22 $23.94
07/16/01 $68.11 $44.17 $23.94
07/17/01 $68.95 $45.01 $23.94
07/18/01 $69.48 $45.54 $23.94
07/15/01 $66.50 $42.56 $23.04
07/20/01 $67.28 $43.34 $23.94
07/23/01 $67.50 $43.56 $23.04
07/24/01 $67.01 $43.07 $23.04
07/25/01 $66.76 $42.82 $23.94
07/26/01 $65.38 $41.44 $23.04
07/27/01 $66.18 $42.24 $23.94
07/30/01 $66.09 $42.15 $23.94
07/31/01 $66.29 $42.35 $23.94
08/01/01 $65.75 $41.81 $23.94
08/02/01 $66.00 $42.06 $23.94
08/03/01 $65.99 $42.05 $23.94
08/06/01 $65.71 $41.77 $23.94
08/07/01 $66.44 $42.50 $23.94
08/08/01 $65.86 $41.92 $23.94
08/09/01 $66.24 $42.30 $23.94
08/10/01 $67.13 $43.19 $23.94
08/13/01 $68.01 $44.07 $23.94
08/14/01 $68.00 $44.06 $23.94
08/15/01 $67.95 $44.01 $23.94
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
08/16/01 $66.87 $42.93 $23.94
08/17/01 $65.99 $42.05 $23.94
08/20/01 $65.50 $41.56 $23.94
08/21/01 $64.86 $40.92 $23.94
08/22/01 $65.48 $41.54 $23.94
08/23/01 $64.72 $40.78 $23.94
(8/24/01 $62.35 $38.41 $23.94
08/27/01 $61.96 $38.02 $23.94
08/23/01 $61.34 $37.40 $23.04
08/29/01 $60.70 $36.76 $23.94
08/30/01 $59.31 $35.37 $23.94
08/31/01 $59.10 $35.16 $23.94
09/04/01 $57.06 $33.12 $23.94
09/05/01 $57.22 $33.28 $23.94
09/06/01 $57.00 $33.06 $23.94
09/07/01 $35.04 $31.48 $23.56
09/10/01 $56.31 $32.37 $23.94
09/17/01 $52.83 330,22 $22.61
09/18/01 $52.64 330.11 $22.53
09/19/01 $52.30 $29.92 $22.38
09/20/01 $51.46 $29.44 $22.02
09/21/01 $50.34 $28.80 $21.54
09/24/01 $52.85 $30.23 $22.62
09/25/01 $52.08 $29.79 $22.29
09/26/01 $53.60 $30.57 $23.03
09/27/01 $54.49 $31.07 $23.42
09/28/01 $56.38 $32.44 $23.94
10/01/01 $57.50 $33.56 $23.94
10/02/01 $57.83 $33.89 $23.94
10/03/01 $58.20 $34.26 $23.94
10/04/01 $59.63 $35.69 $23.94
10/05/01 $58.35 $34.41 $23.94
10/08/01 $56.50 $32.56 $23.94
10/09/01 $56.59 332.65 $23.94
10/10/01 $58.22 $34.28 $23.94
10/11/01 $56.95 $33.01 $23.94
10/12/01 $54.89 $31.30 $23.59
10/15/01 $55.91 $31.97 $23.94
10/16/01 $56.00 $32.06 $23.94
10/17/01 $57.16 $33.22 $23.94
10/18/01 $57.53 $33.59 $23.94
10/19/01 $56.91 $32.97 $23.04
10/22/01 $56.92 $32.98 $23.94
10/23/01 $57.25 $33.31 $23.94
10/24/01 $55.44 $31.61 $23.83
10/25/01 $57.19 $33.25 $23.94
10/26/01 $57.48 $33.54 $23.94
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
10/29/01 $54.49 $31.07 $23.42
10/30/01 $53.52 $30.52 $23.00
10/31/01 $52.30 $29.82 $22.48
11/01/01 $52.90 $30.17 $22.73
11/02/01 $52.76 $30.09 $22.67
11/05/01 $53.75 $30.65 $23.10
11/06/01 $56.53 $32.59 $23.94
11/07/01 $58.72 $34.78 $23.94
11/08/01 $57.79 $33.85 $23.94
11/059/01 $57.98 334.04 $23.94
11/12/01 $58.21 $34.27 $23.94
11/13/01 $60.00 $36.06 $23.94
11/14/01 $60.90 $36.96 $23.94
11/15/01 $58.90 $34.96 $23.94
11/16/01 $57.80 $34.20 $23.60
11/1%/01 $58.75 $34.81 $23.94
11/20/01 $58.37 $34.52 $23.85
11/21/01 $58.56 $34.62 $23.94
11/23/01 $59.62 $35.68 $23.94
11/26/01 $60.18 $36.24 $23.94
11/27/01 $60.76 $36.82 $23.94
11/28/01 $60.34 $36.40 $23.94
11/29/01 $59.80 $35.86 $23.94
11/30/01 $58.99 $35.05 $23.94
12/03/01 $56.29 $33.70 $22.59
12/04/01 $58.23 $34,29 $23.94
12/05/01 $61.00 $37.06 $23.94
12/06/01 $60.66 $36.72 $23.94
12/07/01 $59.66 $35.72 $23.94
12/10/01 $57.60 $34.30 $23.30
12/11/01 $56.66 $34.46 $22.20
12/12/01 35415 $34.35 $19.80
12/13/01 $54.23 $33.94 $20.29
12/14/01 $53.35 $33.71 519.64
12/17/01 $54.57 $33.96 $20.61
12/18/01 $56.12 $34.28 $21.84
12/19/01 $56.87 $34.83 $22.04
12/20/01 $56.50 $34.75 $21.75
12/21/01 $55.90 $34.53 $21.37
12/24/01 $56.09 $34.49 $21.60
12/26/01 $56.38 $34.56 $521.82
12/27/01 $57.83 $34.53 $23.30
12/28/01 $58.88 $34.94 $23.94
12/31/01 $57.94 $34.66 $23.28
01/02/02 $57.09 $34.51 $22.58
01/03/02 $57.05 $34.64 $22.41
01/04/02 $59.19 $35.25 $23.94
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
01/07/02 $58.10 $34.91 $23.19
01/08/02 $56.74 $34.45 $22.29
01/05/02 $57.10 $34.68 $22.42
01/10/02 $56.54 $34.84 $21.70
01/11/02 $54.38 $34.53 $19.85
01/14/02 $52.78 $34.25 $18.53
01/15/02 $55.20 $34.92 $20.28
01/16/02 $54.45 $34.58 $19.87
01/17/02 $53.76 $34.86 $18.90
01/18/02 $54.85 $34.82 $20.03
01/22/02 $54.05 $34.81 $19.24
01/23/02 $53.35 $34.76 $18.59
01/24/02 $53.75 $34.89 -$18.86
01/25/02 $54.71 $35.01 $19.70
01/28/02 $52.85 $34.75 $18.10
01/29/02 $49.85 $33.27 $16.58
01/30/02 $49.35 $33.59 $15.76
01/31/02 $51.24 $34.12 $17.12
02/01/02 $51.10 $33.76 $17.34
02/04/02 $48.80 $32.74 $16.06
02/05/02 $47.53 $32.54 $14.99
02/06/02 $44.71 $32.24 $12.47
02/07/02 $48.01 $32.45 $15.56
02/08/02 $52.00 $33.29 $18.71
02/11/02 $51.45 $33.51 $17.94
02/12/02 $50.80 $33.31 $17.49
02/13/02 $52.15 $33.79 $18.36
02/14/02 $351.92 $33.88 $18.04
02/15/02 $50.89 $32.89 $13.00
02/19/02 $50.33 $32.51 $17.84
02/20/02 $50.65 $32.93 $17.72
02/21/02 $48.50 $32.50 $16.00
02/22/02 $48.65 $32.41 $16.24
02/25/02 $49.58 $33.13 $16.45
02/26/02 $49.98 $33.26 $16.72
02/27/02 $52.08 $33.53 $18.55
02/28/02 $51.50 $33.69 $17.81
03/01/02 $53.00 $33.98 $19.02
03/04/02 $57.25 $35.04 $22.21
03/05/02 $56.28 $35.11 $21.17
03/06/02 $57.77 $35.60 $22.17
03/07/02 $58.36 $35.36 $23.00
03/08/02 $59.90 $35.96 $23.94
03/11/02 $59.73 $35.79 $23.94
03/12/02 $59.16 $35.79 $23.37
03/13/02 $58.40 $35.54 $22.86
03/14/02 $57.48 $35.61 521.87
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Household International, Inc, Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Axtificial
Date Price Value Inflation
03/15/02 $58.95 $36.26 $22.69
03/18/02 $58.98 $36.05 $22.93
03/19/02 $58.98 $36.21 $22.77
03/20/02 $57.61 $35.68 $21.93
03/21/02 $57.90 $35.67 $22.23
03/22/02 $58.14 $35.75 $22.39
03/25/02 $56.30 $35.24 $21.06
03/26/02 $57.00 $35.34 $21.66
03/27/02 $57.50 $35.70 $21.80
03/28/02 $56.80 $35.55 $21.25
04/01/02 $57.03 $35.35 $21.68
04/02/02 $57.05 $35.53 $21.52
04/03/02 $55.75 $35.22 $20.53
04/04/02 $56.83 $35.44 $21.39
04/05/02 $57.98 $35.70 $22.28
04/08/02 $59.06 $35.82 $23.24
04/09/02 $59.25 $36.09 $23.16
04/10/02 $59.35 $36.12 $23.23
04/11/02 $57.05 $35.32 $21.73
04/12/02 $58.10 $35.70 $22.40
04/15/02 $57.48 $35.24 $22.24
04/16/02 $59.52 $35.87 $23.65
04/17/02 $60.70 $36.76 $23.94
04/18/02 $61.20 $37.26 $23.94
04/19/02 $62.44 $38.50 $23.94
04/22/02 $60.90 $36.96 $23.94
04/23/02 $61.80 $37.86 $23.94
04/24/02 $61.36 $37.42 $23.94
04/25/02 $59.18 $35.24 $23.94
04/26/02 $59.60 $35.66 $23.94
04/29/02 $57.25 $34.55 $22.70
04/30/02 $58.20 $34.95 $23.34
5/01/02 $57.70 $35.09 $22.61
05/02/02 $57.43 $35.51 $21.92
05/03/02 $57.00 $35.36 $21.64
05/06/02 $55.68 $34.68 $21.00
05/07/02 $54,75 $34.50 $20.25
05/08/02 $57.11 $35.28 $21.83
05/09/02 $56.29 $35.03 $21.26
05/10/02 $54.25 $34.61 $19.64
05/13/02 $55.82 $35.10 $20.72
05/14/02 $56.85 $35.54 $21.31
05/15/02 $55.47 $35.44 $20.03
05/16/02 $55.00 $35.76 $19.24
05/17/02 $54.31 $35.91 $18.40
05/20/02 $53.51 $35.32 518.19
05/21/02 $52.69 $35.15 $17.54
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation

05/22/02 $52.85 $35.11 $17.74
05/23/02 $53.27 $35.40 $17.87
05/24/02 $53.07 $35.22 $17.85
05/28/02 $52.85 $34.87 $17.98
05/29/02 $52.80 $34.91 $17.89
(5/30/02 $51.65 $34.77 $16.88
05/31/02 $51.15 $34.89 $16.26
06/03/02 $50.94 $34.27 $16.67
06/04/02 $50.69 $34.03 $16.66
06/05/02 $52.19 $34,28 $17.91
06/06/02 $53.60 $33.77 $19.83
06/07/02 $52.87 $33.81 $19.06
06/10/02 $52.59 $34.01 $18.58
06/11/02 $52.99 $33.45 $19.54
06/12/02 $52.48 $33.56 $18.92
06/13/02 $50.30 $32.86 $17.44
06/14/02 $50.80 §33.18 §17.62
06/17/02 $52.74 $34.54 $18.20
06/18/02 $52.75 $34.67 $18.08
06/19/02 $51.55 $34.31 $17.24
06/20/02 $49.80 $33.78 $16.02
06/21/02 $49.68 $33.52 $16.16
06/24/02 $50.00 $33.50 $16.50
06/25/02 $49.00 $33.32 $15.68
06/26/02 $48.65 $32.40 $16.25
06/27/02 $49.90 $33.12 $16.78
06/28/02 $49.70 $33.51 $16.19
07/01/02 $47.93 $33.09 $14.84
07/02/02 $47.60 $32.66 $14.94
07/03/02 $48.05 $32.29 $15.76
07/05/02 $50.00 $33.31 $16.69
07/08/02 $49.54 $33.26 $16.28
07/09/02 $47.05 $32.47 $14.58
07/10/02 $44.07 $31.59 $12.48
07/11/02 $45.00 $31.86 $13.14
07/12/02 $46.30 $31.61 $14.69
07/15/02 $45.67 $31.50 $14.17
07/16/02 $46.10 $31.09 $15.01
07/17/02 $42.37 $30.78 $11.59
07/18/02 542,41 $29.85 $12.56
7/19/02 $40.72 $29.39 $11.33
07/22/02 $38.84 $28.46 $10.38
07/23/02 $36.29 $26.99 $9.30

07/24/02 $39.97 $28.29 $11.68
07/25/02 $38.80 $28.23 $10.57
07/26/02 $37.66 $28.98 $8.68

07/29/02 $39.85 $30.66 $9.19
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Inflation
07/30/02 $40.30 $30.75 $9.55
07/31/02 $42.67 $31.18 $11.49
08/01/02 $41.26 $30.63 $10.63
08/02/02 $30.45 $29.86 $9.59
08/05/02 $36.98 $28.87 $3.11
08/06/02 $39.72 $29.66 $10.06
08/07/02 $38.28 $30.00 $8.28
08/08/02 $40.96 $31.36 $9.60
08/09/02 $40.45 $31.72 $8.73
08/12/02 $39.70 $31.41 $8.29
08/13/02 $37.80 $30.74 $7.06
08/14/02 $38.09 $31.70 $6.39
08/15/02 $39.60 $31.99 $7.61
08/16/02 $37.54 $31.78 $5.76
08/15/02 $37.75 $32.53 $5.22
08/20/02 $36.75 $32.10 $4.65
08/21/02 $37.15 $32.17 $4.98
08/22/02 $40.65 $32.51 $8.14
08/23/02 $37.80 $31.95 $5.85
08/26/02 $39.08 $32.31 $6.77
08/27/02 $37.70 $32.12 $5.58
08/28/02 $36.80 $31.58 $5.22
08/29/02 $36.38 $31.69 $4.69
08/30/02 $36.11 $31.78 $4.33
09/03/02 $33.36 $30.40 $2.96
09/04/02 $34.40 $30.87 $3.53
09/05/02 $33.36 $3049 $2.87
09/06/02 $33.95 $30.85 $3.10
09/09/02 $36.33 $31.31 $5.02
09/10/02 $35.15 $30.99 $4.16
09/11/02 $35.43 $30.86 $4.57
09/12/02 $33.85 $30.12 $3.73
09/13/02 $34.67 $30.32 $4.35
09/16/02 $33.59 $30.24 $3.35
09/17/02 $29.52 $29.69 -$0.17
09/18/02 $29.85 $29.44 50.41
09/19/02 $29.25 $28.52 50.73
09/20/02 $29.05 $28.41 50.64
09/23/02 $27.61 $28.46 -$0.85
09/24/02 $27.55 $27.90 -$0.35
09/25/02 $28.15 $28.39 -$0.24
09/26/02 $29.28 $28.94 $50.34
09/27/02 $27.64 $28.20 -$0.56
09/30/02 $28.31 $28.41 -$0.10
10/01/02 $28.40 $29.52 -$1.12
- 10/02/02 $27.32 $28.45 -$1.13
10/03/02 $26.60 $27.26 -$0.66
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Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial

Date Price Value Inflation
10/04/02 $24.66 $26.53 -$1.87
10/07/02 $23.25 $25.70 -$2.45
10/08/02 $23.58 $26.75 -$3.17
10/09/02 $21.00 $25.66 -$4.66
16/10/02 $26.30 $26.98 -$0.68
10/11/02 $28.20 $28.20 $0.00




Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 71 of 181 PagelD #:45293

EXHIBIT 2



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 72 of 181 PagelD #:45294

UNITED STATES DISTRICT COURT

NORTHERN DISTRICT OF ILLINOIS

EASTERN DIVISION

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

Plaintiff,

HOUSEHOLD INTERNATIONAL, INC., et
al.,

Defendants.

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

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

CLASS ACTION

Judge Ronald A. Guzman
Magistrate Judge Nan R. Nolan

REBUTTAL REPORT OF DANIEL R. FISCHEL
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Lawrence E. Jaffe Pension Plan vs. Household International, Inc., et al.
REBUTTAL REPORT OF DANIEL R. FISCHEL

I INTRODUCTION

1. I submitted a report dated August 15, 2007 (the “Fischel Report™)
in the above-captioned litigation.' In that report, I set forth and provided the bases for my
principal conclusion that the economic evidence is consistent with Plaintiffs’ claim that
the alleged wrongdoing caused investors in Household’s common stock to incur losses.
Fischel Report § 11. I also provided two alternative quantifications of the amount of
alleged artificial inflation in Household’s stock price during the Class Period, one based
on the price reactions to specific fraud-related disclosures (“Quantification Using
Specific Disclosures™) and one that accounts for the stock price effect of fraud-related
information that leaked into the market during the latter part of the Class Period
(*Quantification Including Leakage™). Id. q 30.

2. Defendants have submitted the Expert Report of Mukesh Bajaj
dated December 10, 2007 (the -“Bajaj Report™). In his report, Dr. Bajaj claims that
“Professor Fischel’s Analysis Suffers From Several Fundamental Flaws And Results In
Incorrect And Unsupportable Conclusions.” Bajaj Report at 8. He also provides multiple
criticisms of my analysis and conclusions.

3. I have been asked by counsel for Plaintiffs to review and respond
to Dr. Bajaj’s criticisms as described in the Bajaj Report. I have been assisted by

Lexecon’s staff. Exhibit A describes the materials I have relied upon in forming my

1. The Fischel Report provides information on my qualifications and defines capitalized
terms,
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opinions contained in this report. Based on my review of these materials and our

analysis, I have concluded that Dr. Bajaj’s criticisms are incorrect and therefore do not

affect my conclusion.
I DR. BAJAJ’S CRITICISMS OF MY CONCLUSION ARE
INCORRECT

A. Dr. Bajaj’s Claim that I “Provided No Economic Evidence”
tfo Support My Conclusion Is Incorrect

4, As I explained in the Fischel Report, Plaintiffs allege that the
Defendants engaged in a fraudulent scheme and wrongful course of business, the
components of which I refer to as Predatory Lending, Re-aging, and the Restatement.
Fischel Report 4 10. Plaintiffs further claim that the cumulative effect of the revelation of
Defendants’ alleged wrongful course of business caused Household’s stock price to
decline. Id. Dr. Bajaj opines that “Professor Fischel Has Provided No Economic
Evidence That Would Warrant His Conclusions That Economic Evidence Is Consistent
With Plaintiffs’ Claim.” Bajaj Report at 11. Dr. Bajaj is incorrect because he ignores the
extensive economic evidence in the Fischel Report that is consistent with Plaintiffs’
allegations.

5. In my report, I used a well-known and established technique in
financial economics known as an “event study” to establish that Household’s stock price
reacted significantly to disclosures related to the alleged fraud. Fischel Report §§30 &
34-5. Using my event study, I accounted for the effect of market factors on the
Company’s stock price following each of these disclosures and demonstrated that net of
market factors, the cumulative impact of the disclosures caused the stock price to decline.

Id. 9 36. In addition, I provided numerous examples of news articles and commentary by
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market participants which demonstrate that a steady stream and extensive amount of
incomplete information related to Defendants’ alleged fraud was disclosed beginning at
least as early as November 15, 2001, Jd. § III & Y 39. 1 also established that, although
only some of these disclosures were associated with significant changes in Household’s
stock price, the stock lost more than half of its value beginning November 15, 2001
through the end of the Class Period and that market participants attributed this decline to
concerns regarding Defendants® allegedly fraudulent practices. Id. 11 28 & 39.
Moreover, I showed how the stock substantially underperformed the market and
comparable indexes over this period, indicating that under the facts and circumstances of
this case, Household’s stock price decline cannot be fully explained by adverse market
events and is on the contrary consistent with Plaintiffs® claim that the decline occurred as
investors learned of the Company’s allegedly frandulent practices and Defendants’
denials became less credible. Id. Y29 & 39. I concluded that the combination of the
significant stock price decline, the concurrent leakage of fraud-related information, and
market participants’ attribution of the decline to this fraud-related information is strong
economic evidence that in this case, the long-run relative underperformance of
Household’s stock price beginning November 15, 2001 through the end of the Class
Period was caused by leakage of artificial inflation from the price. Id.

6. Dr. Bajaj ignores this economic evidence and offers no compelling
argument to otherwise explain Household’s stock price underperformance in the latter

part of the Class Period.” Instead, he mischaracterizes the Fischel Report™* and my

2. In fact, using his estimation period, Dr. Bajaj calculated substantial artificial inflation
in Household’s stock price during the Class Period. Bajaj Report at 83 & Exhibit 6.

3. Dr. Bajaj claims that “Professor Fischel anecdotally discusses events that occurred on
41 dates during the Class Period when the markets purportedly received information

-3-
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report in another case,” falsely claims that my quantifications are internally inconsistent,’®

and presents a fundamentally flawed “illustration” that, contrary to his claim, does not

related to the Plaintiffs’ theories of alleged fraud” and that “such information did not
collectively have a significant impact on HI’s stock price on a market-adjusted basis.”
Bajaj Report at 17. But, he ignores that T acknowledged in my report that not all of
the 41 “events” — some of which were newspaper articles describing past events (see,
e.g., Fischel Report § 15) — were associated with statistically significant market-
adjusted price changes and that I provided strong economic evidence to support my
conclusion. Id. §39. This evidence included that analysts reacted negatively to the
incomplete disclosures related to the alleged fraud on different dates. Id. 120. Based
on all of the economic evidence, the fact that the market did not react significantly on
every day that incomplete information related to Plaintiffs’ allegations was disclosed
is consistent with my conclusion that artificial inflation leaked out of Household’s
stock price in the latter part of the Class Period.

4. Dr. Bajaj claims that “Professor Fischel describes his Leakage model as an ‘event
study approach’ when it is not.”” Bajaj Report at 16. However, as I explained in the
Fischel Report, my Quantification Using Leakage uses “the ‘event study approach’
described by Cornell and Morgan.” Fischel Report §41. According to these authors:
“The event study approach assumes that the price and value of the security move in
tandem except on days when fraud-related information is disclosed. ... [I]f no fraud-
related information is disclosed, set the [Constructed Return (i.e., the stock price
return underlying the estimate of the stock’s value absent the fraud)] for that day
equal to the actual return on the security; if fraud-related information is disclosed, or
there is evidence that such information is leaking into the market, set the [Constructed
Return] for that day equal to the return on the security predicted by the market
model.” B. Cornell and R.G. Morgan, “Using Finance Theory to Measure Damages
in Fraud on the Market Cases,” 37 UCLA L Rev. (1990) at 899. This is exactly what I

. did. Fischel Report ] 41. Dr. Bajaj also criticizes the event study approach by
misquoting Cornell and Morgan’s discussion of a limitation in an alternative
approach —which I did not use — that they call the “comparable index approach.”
Compare, Bajaj Report at 72 with Cornell and Morgan (1990) at 903,

5. Based on his mischaracterization of my report in another case (/n re Blech Securities
Litigation, which he incorrectly refers to as In re Bizch Securities), Dr. Bajaj claims
that “Professor Fischel now makes the same mistake for which he has criticized
others in the past.” Bajaj Report at 74. On the contrary, my reports in the two cases
are entirely consistent. In Blech, I stated that it is a mistake to assume without more
economic evidence that underperformance relative to an index constitutes inflation.
Here, I explain why underperformance, in combination with the statistically
significant stock price declines in response to specific disclosures and analyst and
other commentary, all are consistent with Plaintiffs’ claims.

6. Dr. Bajaj claims that “The Two Alternative Quantifications of Alleged Artificial
Inflation That Professor Fischel Proposes Are Internally Inconsistent” and that this
purported “internal inconsistency ... demonstrates that his quantification of alleged
inflation is fundamentally flawed and unreliable.” Bajaj Report at 75-6. His claim is

-4-
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show the purported “fallacy” in my analysis.” Consequently, Dr. Bajaj’s arguments do

not affect my conclusion.

based on two declines in artificial inflation in my Quantification Using Specific
Disclosures (on November 15, 2001 and December 5, 2001) that are not reflected in
my Quantification Including Leakage. 7d. However, in making this criticism, he
ignores that I state in the Fischel Report that in the latter quantification “[ilf the
resulting inflation on any day was greater than the cumulative residual price decline
during the observation window of $23.94, I limited the inflation to $23.94 and
adjusted the true value line accordingly.” Fischel Report § 42. To demonstrate that
my quantifications of artificial inflation are consistent, Exhibit B presents my daily
quantifications but without applying the limitation on the Quantification Including
Leakage. As shown on page 14 of this exhibit, prior to employing the constraint, the
artificial inflation in both quantifications declines on November 15, 2001 and
December 5, 2001, Thus, the differences he notes are artifacts of the constraint, not
an internal inconsistency in my calculations. Dr. Bajaj’s claim is particularly
disingenuous because he employs the limitation when he replicates my Quantification
Including Leakage using his estimation period. Bajaj Report Exhibit 6,

7. Dr. Bajaj’s misunderstanding of the Fischel Report and the event study approach
leads him to create a fundamentally flawed “illustration” using stock price
information for “all 30 members ... of the Dow Jones Industrial Average (‘DJIA®)”
during the Class Period to create “Pseudo-Damages™ that purportedly show the
“fallacy” in my analysis. Bajaj Report at 76. This illustration is flawed for at least
three reasons. First, the illustration is based on the “comparable index approach”
which assumes that “the observation window [where the leakage could have
occurred] is expanded to cover the entire class period” (Cornell and Morgan (1990) at
906), not on the event study approach that I used in the Fischel Report. Second,
unlike his analysis which he admits was performed “without any further factual
analysis™ other than the use of stock price data (Bajaj Report at 76), my
Quantification Including Leakage was based on the analysis of the economic
evidence presented in the Fischel Report. Third, because he did not conduct any
factual analysis and thus has no reason to believe that the DJIA members’ stock
prices were inflated, had he used the event study approach that I used, Dr. Bajaj
would have found zero “Pseudo-Damages.” To see why, note that in his illustration,
Dr. Bajaj “assumes that the difference between a DJIA Member’s actual stock price
and its True Value represents daily ‘inflation.”” Id. As explained supran. 4, the
event study approach requires that if no fraud-related information is disclosed, the
stock price return underlying the estimate of True Value for that day is set equal to
the actual return on the security. Therefore, because he has no reason to believe that
any fraud-related information was disclosed on any day during the Class Period for
the DJIA members, he should have set their True Value returns equal to the actual
returns on every day during this period. Had he done so, the True Value would have
equaled the actual stock price for each DITA member and thus he would have found
zero daily inflation in these companies’ stock prices and zero “Pseudo-Damages.”

-5-
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B. Dr. Bajaj’s Analysis of Dates “Most Relevant to Plaintiffs’
Three Distinct Theories of Alleged Fraud” Is Incorrect

7. Dr. Bajaj also claims that my “conclusion is factually incorrect”
because “on the three days when new information most relevant to Plaintiffs’ three
distinct theories of alleged fraud was revealed, HI’s stock price actually increased.”
Bajaj Report at 8. These “three days” are August 14, 2002, April 9, 2002, October 10,
2002, and October 11, 2002. Id. at 8-10. Once again, Dr. Bajaj is incorrect because, as
explained above, he ignores the extensive economic evidence in my report concerning
disclosures on days other than these “three” that is consistent with Plaintiffs’ allegations.
As 1 explain below, Dr. Bajaj is also incorrect because he ignores the economic evidence
related to these “three days.”

A August 14, 2002

8. Dr. Bajaj states that “[o]n August 14, 2002, HI announced that it
would restate its earnings back to 1994” and that “HI’s price increased by 29 cents (or
0.77%) following this Restatement.” Id. at 8-9. However, as I explained in the Fischel
Report, after accounting for the effect of market factors on Household’s stock price on
August 14, 2002, T found that it declined by $0.94 (or 2.5%); I also found that this decline
was statistically significant. Fischel Reportn. 16. In addition, I explained that market
participants were surprised by the announcement. Id. § 27. Dr. Bajaj recognizes that
“unless the market received new information about the alleged fraud, and the stock’s
market-adjusted price change following such news was statistically significant, there is
no economic basis to claim that the observed price change should be attributed to a
‘disclosure’ related to the alleged fraud, nor to measure the Plaintiffs’ harm based on

such a price change.” Bajaj Report at 7. But, he admits that the market received new
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information about the alleged fraud on August 14, 2002 and recognizes that I found the
market-adjusted price change to be statistically significant (id. at 14 & n. 15), yet he
ignores this economic evidence. Dr. Bajaj’s criticism is particularly disingenuous
because his own analysis of Houschold’s stock price movements demonstrates that on a
market-adjusted basis, the stock price declined significantly on August 14, 2002. Id, at
82 & Exhibit 8 at 1055.

9. Moreover, market commentators attributed the Company’s stock
price decline early on August 14, 2002 to the Restatement, which was announced before
trading began on August 14, 2002. Reuters News reported that “Household International
tumbled after the consumer finance company said it would downwardly revise its net
income due to accounting changes.” See Exhibit C. Similarly, in an article dated August
14,2002 at 11:22 AM, Dow Jones Business News reported that “Household International
Inc.’s (HI) shares fell after the consumer-finance company announced that it restated
profits downward by $386 million — for the period spanning from 1994 to the second-
quarter of this year — to reflect a change in accounting tied to certain contracts within
credit-card business.” See Exhibit D.

10.  In addition, Dr. Bajaj asserts that “[a]ccording t6 a large body of
academic research, accounting changes that do not significantly affect investors’
expectations about future cash flows or the risk associated with such cash flows, do not
impact the stock price.” Id. at 9. While generally true, this assertion is irrelevant in this
case because there is evidence that the Restatement significantly affected investors’
expectations about future cash flows. As I explained in the Fischel Report, analysts at
Morgan Stanley commented that the restatement “suggests to us that returns in the credit

card business are lower than we previously thought” and reduced their earnings forecasts
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and price target while CIBC World Markets analysts also reduced their 2002 and 2003
earnings estimates and lowered their price target. Fischel Report § 27.

11. Dr. Bajaj further asserts that I “fail[] to note that despite modest
reductions in forecast earnings in the short term, these analysts continued to be very
bullish on HI’s stock, forecasting significant increases in HI's stock price.” Bajaj Report
at 25. This assertion is also irrelevant because, as I explained above, the analysts lowered
their earnings forecasts and price targets. The fact that they did not change their
recommendations or lower their price targets below the current price does not mean that
investors did not lower their expectations about future cash flows or that the stock price
did not decline on August 14, 2002 after accounting for market-related factors.

12.  Dr. Bajaj also asserts that another Morgan Stanley report stated
that ““Household’s restatement does not materially affect future earnings, and the
company has not changed guidance’” and that ““[a]ll three rating agencies affirmed
Household’s ratings on the news, reiterating that the restatement does not affect

Household’s future business, and included their expectations for capital levels to

L]

increase.” Bajaj Report at 26. However, this report was issued by a fixed income
analyst, not a stock analyst. Id. n. 92. Holders of fixed income (i.e., debt) securities
(which are the securities rated by the rating agencies) have claims on a company’s assets
that are senjor to those of equity security holders and are thus less sensitive to changes in
expectations about future cash flows. Therefore, the fact that fixed income analysts and
ratings agencies did not consider the Restatement to materially affect Household’s future
earnings from the perspective of fixed income security holders does not mean that equity

security holders did not lower their expectations about future cash flows or that the stock

price did not decline on August 14, 2002 after accounting for market-related factors,

-8-
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ii. April 9, 2002

13. Dr. Bajaj states that “Plaintiffs allege that the Company first ‘broke
out its reaging statistics’ on April 9, 2002 and that “HI’s stock price, however, increased
insignificantly by 19 cents (or 0.32%) on that day, once again indicating that an event
which Plaintiffs (and Professor Fischel) claim represented a ‘disclosure,” was value-
irrelevant.”® Id. at 9. But, he ignores the economic evidence I presented in the Fischel
Report that information related to Plaintiffs’ Re-aging claim was disclosed on other dates
(including earlier dates) and that several of these disclosures were associated with
statistically significant price declines. Fischel Report 9 22-6, 34-5, n. 16, 19 & 20. In
addition, Dr. Bajaj ignores that the stock price may not have reacted significantly on
April 9, 2002 because investors had already adjusted the price to reflect information
disclosed earlier that was related to Plaintiffs’ Re-aging claim, thereby making the news
on April 9, 2002 “value-irrelevant.”

14, Dr. Bajaj also states that I “mention[] the SEC Cease-and-Desist
Order (‘SEC Order’) dated March 18, 2003” and claims that I “fail[] to examine HI's
stock price reaction to the SEC Order” as “[o]n March 19, 2003 (the date of the SEC
Order Press Release) ... increased insignificantly by 25 cents (or 0.89% from $28.20 to
close at $28.45).” Bajaj Report at 39-40. However, contrary to Dr. Bajaj’s claim, I did
examine this reaction and found it to be inconclusive. On November 14, 2002, several

months prior to the SEC Order announcement, Household and HSBC Holdings ple

8. Tunderstand that Plaintiffs contend that Household’s April 9, 2002 disclosure of its
re-aging statistics is a false and misleading statement, not a corrective disclosure.
Indeed, I noted in the Fischel Report that analysts at Prudential Securities commented
that the “new info on account re-aging lacked historical and comparative context and

could be a misleading indicator of HI’s approach to managing credit losses.” Fischel
Report § 25.
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(“HSBC”) jointly announced that they entered into an agreement pursuant to which
HSBC would acquire the Company; the merger was expected to be completed during the
first quarter of 2003. See Househol.d Finance Corporation SEC Form 8-K dated
November 14, 2002, Under the terms of the agreement, a fixed ratio was established in
which each Household share would be converted into the right to receive 2.675 HSBC
ordinary shares or 0.535 HSBC American depositary shares.” See id. The merger was
consummated on March 28, 2003. Fischel Report n. 1. Following announcements of
acquisitions where the consideration is based on the acquirer’s stock price, the stock

* In

prices of the target company typically are determined by the prices of the acquirer.!
these types of mergers, the target’s price generally would deviate significantly from the
acquirer’s price only if there is a reason to believe that the acquisition would not be
completed at the agreed-upon terms. In Household’s instance, there was no reason to

believe that following the announcement of the SEC Order the acquisition would not be

completed at the agreed-upon terms. In fact, HSBC’s March 19, 2003 press release

9. In terms of market capitalization, HSBC was almost eight times larger than
Household on March 18, 2003. According to their respective SEC filings, Household
had 474.6 million common shares outstanding and HSBC had 9.5 billion ordinary
shares outstanding as of December 31, 2002. According to Bloomberg, Household’s
stock price and HISBC’s American depositary share (“ADS”) price closed at $28.20
and $54.51 on March 18, 2003, respectively. Therefore, Household’s market
capitalization on March 18, 2003 was $13.4 billion. Because each HSBC ADS
represents the right to receive five HSBC ordinary shares (see Houschold Finance
Corporation SEC Form 8-K dated November 14, 2002), HSBC had 1.9 billion ADS-
equivalent shares outstanding as of December 31, 2002 and its market capitalization
on March 18, 2003 was thus $103.4 billion.

10. See, e.g., E. Hutson and C. Kearney, “Merger arbitrage and the interaction between
target and bidder stocks during takeover bids,” 19 Research in International Business
and Finance (2005) at 1 & 21 (“Interaction between bidder and target stocks is strong
for stock-swap and mixed cases, where the bid price is transferred from bidder to
target. ... The interaction term in the target mean equations ... shows considerable
price transfer from bidder to target.”).
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regarding the SEC Order stated that “HSBC remains fully committed to completing the
merger with Household subject to the terms and conditions contained in the mergér
agreement.” See Exhibit E. Consequently, the fact that Household’s stock price did not
change significantly following the SEC Order announcement establishes nothing and
does not affect my conclusions.
i, October 10, 2002 and October 11, 2002

15. Dr. Bajaj states that “Professor Fischel attributes HI’s price
reaction on October 10, 2002 and October 11, 2002 to ‘market talk® and the
announcement of the terms of HI’s nationwide settlement of investigations by various
‘state attorneys general into its subprime consumer lending business’ (the ‘AG
Settlement’) on these two dates, respectively,” and that “HI’s stock price, however,
increased significantly by $5.30 (or 25.24%) on October 10, 2002 and further by $1.90
(or by 7.22%) on October 11, 2002.” Bajaj Report at 10-1. He notes that the Company
“announced it would pay ‘up to $484 million’ to settle the investigations, and that it
‘expected the changes in business practices to cut earnings by 10 cents a share in 2003,
by 20 cents in 2004, and by 30 cents in 2005°” and that “[r]atings agencies lowered HI’s
debt ratings upon this news.” Id. at 10. He also notes that I explained in the Fischel
Report that the fact that the stock increased in value upon disclosure of this negative
information is evidence that it had declined earlier by at least as much in anticipation of a
larger payment and/or changes in Household’s business practices that would have had a
worse impact on the Company’s future prospects. Id. at 66. Dr, Bajaj claims that my
explanation contradicts “the facts surrounding the AG Settlement” and “Professor

Fische!’s theory that HIs stock price declined on the Alleged P[redatory] L[ending]
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Disclosures because of curative disclosures that revealed a fraud related to the Plaintiffs’
theory of ‘Predatory Lending.””"! Id. Dr. Bajaj’s claims are incorrect.

16. Dr. Bajaj claims that my explanation “is inconsistent with the
facts” because “the announced settlement amount ($484 million) was within the range
that investors and analysts had been expecting for several months.” /d. at 68. But, he
ignores the fact that if the announced settlement amount was within the expected range of
the market consensus, there would have been no reason for Household’s stock price to
react positively or negatively to the settlement announcement. Instead, as [ explained in
the Fischel Report, analysts were concerned the fine could be higher; for example,
analysts at UBS stated that “we estimate this fine could exceed $500 million.” Fischel
Report §21. In addition, Professor Bajaj ignores the fact that market participants were
highly concerned that no settlement would be reached at all. For example, Howard
Mason of Sanford Bernstein commented on October 3, 2002: “A more serious risk is that
Household cannot reach agreement with the AGs and the rating agencies, unnerved by
chronic regulatory problems, downgrade the outlook or rating on Household’s senior
debt. The impact could go beyond raising the cost of debt funding toward restricting
access and creating liquidity challenges.” See Exhibit F. Therefore, it is not surprising
that when a settlement was reached, Household’s stock price reacted positively.

17. Dr. Bajaj claims that if “price declines on the Alleged P[redatory]

L[ending] Disclosures dates were in part caused by investors’ expectations about Jarger

11, Dr. Bajaj further claims that I “fail[] to consider whether HI’s price reaction is
explained by non-fraud related factors” and that in particular I “fail[] to exclude the
possibility that HI's stock price had been depressed by headline risk regarding alleged
‘predatory Jending’ ...."” Bajaj Report at 67. As I explain infra 19 26-9, his claim that
Household stock price declines related to “headline risk” cannot be attributable to the
alleged fraud is incorrect.
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negative impacts of the impending AG Settlement than were subsequently announced,
then such price declines cannot be entirely attributed to the ‘alleged artificial inflation
related to the above disclosures’ as Professor Fischel claims in his event study
methodology.” Bajaj Report at 69. But, he ignores that by including the price increases
on October 10, 2002 and October 11, 2002 in my Quantification Using Specific
Disclosures, I net them against prior price declines caused by prior disclosures.'? Fischel
Report §36. Dr, Bajaj incorrectly assumes either that I do not net the price increases
against the price decreases I measure or that the net effect on Household’s stock price
from the announcement that the Company would pay hundreds of millions of dollars and
change its business practices such that future earnings would be reduced, which caused

rating agencies to lower their ratings on Household’s fixed income securities, was zero.

C. Dr. Bajaj’s Analvsis of Other Relevant Dates Is Incorrect

18.  Dr. Bajaj also criticizes other dates relevant to the alleged fraud on
which I base my Quantification Using Specific Disclosures. Bajaj Report at 30-7 & 40-
65. His criticisms can be summarized as falling into five basic categories: 1) I “cherry-
picked” these dates; 2) I did not adequately consider other non-fraud related reasons that
could explain Household’s stock price changes on some of these dates; 3) the information
disclosed on some of these dates was “stale,” i.e., already publicly known; 4) stock price
declines related to “headline risk” purportedly “cannot be attributable to the alleged

fraud;” and 5) the stock price changes on some of these dates were not statistically

12. This also holds true for my Quantification Including Leakage in which I net the price
increases on October 10, 2002 and October 11, 2002 against prior price declines
caused by prior disclosures and leakage.
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significant because my regression model is “flawed” and “mis-specified.” I address each

of these categories below.'?

i Dr. Bajaj’s claim that I “cherry-picked” the
Specific Disclosure dates is incorrect

19.  Dr. Bajaj claims that “Professor Fischel has [] ‘cherry-picked’ his
Specific Disclosures because he has ignored many dates (including dates that he himself
has cited in his report, as well as numerous other dates that he has entirely ignored) when
the markets did receive news related to Plaintiffs’ theories of alleged fraud, but HI’s
stock price change was not significant, which indicates that such news was not value-
relevant.” Bajaj Report at 15-6. Once again, he mischaracterizes my report, The
analysis used to identify the Specific Disclosures was comprehensive and consistent, not

“cherry-picking.”'*

In addition, the other dates in § III of my report, combined with the
other economic evidence contained in my report, provided the basis for my conclusions
that there was a significant relationship between Plaintiffs’ allegations and investors’
losses during the latter part of the Class Period, and that leakage of artificial inflation
from the price caused Household’s long-run relative stock price underperformance during
this period. Fischel Report §28-9 & 39. As such, Fischel Report § 1II documented

numerous instances where market participants explained how news related to Plaintiffs’

allegations led them to revise downward their valuation of the Company’s stock. For

13. In the attached Appendix, I provide additional examples of Professor Bajaj’s flawed
criticisms.

14. Specifically, we first identified dates on which news related to Plaintiffs’ allegations
became available to the market. We then examined each of these dates to determine
whether the news related to Plaintiffs’ allegations led the market to significantly alter
its valuation of Household’s stock. We only included in the Quantification Using
Specific Disclosures those dates on which news related to Plaintiffs’ allegations had a
statistically significant effect on the Company’s stock price.
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example, it documented that on May 7, 2002, Newsday reported that as news of
Household’s lending practices came out, the New York State Comptroller became so
concerned that he considered selling his 2.5 million shares of the Company’s stock. Id. |
19. The Comptroller’s concerns did not provide the market with new information related
to Plaintiffs’ allegations that caused it to significantly change the stock’s value aﬁd so this
date was not included in the Quantification Using Specific Disclosures. However, the
concerns demonstrate how the revelations of improper lending practices led market

participants to revise their valuations of the stock.

i, Dr. Bajaj’s claim that the price changes on some
Specific Disclosure dates may be due to other non-
Sfraud related reasons is flawed

20.  Dr. Bajaj argues that the price changes on some Specific
Disclosure dates may be explained by non-fraud related events which affected
Household’s industry. For example, he claims that news of a decline in the 10-year
Treasury note yield “may have adversely impacted HI’s stock price” on September 23,
2002. Bajaj Report at'62. But, he ignores that, as I explained in my report, I controlled
for such industry effects in my event study. Fischel Report § 32. Dr. Bajaj criticizes my
event study because the underlying regression model did not include the index of
consumer finance company stocks he created. See infra § 32. But, even if I include this
index in my regression model, I still find that all of the market-adjusted stock price

changes on the Specific Disclosure dates I identified are statistically significant. See id.

& Exhibit G.
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21.  The specific non-fraud related events Dr. Bajaj offers to explain

the changes in Household’s stock price on Specific Disclosure Dates are implausible."

For example, he claims that the Company’s stock price decline on November 15, 2001

(the date Household responded to the CDC lawsuit (Fischel Report ¥ 12)) may have been

due to “Providian’s statement that its default rates had increased,” which he notes

occurred after the market closed on November 14, 2001, the prior day. Bajaj Report at

50-

1. But, Providian’s stock opened down substantially on November 15, 2001 while

Household’s stock price was largely unchanged until the Company responded to the

lawsuit at 1:40 PM.'* 7 See Fischel Report Exhibit 5.

15.

i6.

17.

In a number of instances, Dr. Bajaj’s assertions regarding non-fraud related
explanations of Household’s performance involve mischaracterizations of the facts.
For example, Dr. Bajaj criticizes the Fischel Report for attributing Household’s price
decline on September 23, 2002 to news regarding Household’s alleged predatory
lending in a report by analysts at CIBC. Bajaj Report at 62 & Fischel Report 9 34.
Dr. Bajaj argues that the CIBC analysts “Downgraded HI’s Stock Based On The
Possible Adverse Impacts Of Macro-Economic Factors That Were Unrelated To The
Alleged Fraud” and that “the CIBC report did not reveal any news related to the
Plaintiff’s claim of ‘Predatory Lending.’” Bajaj Report at 61-2. But the analysts did
not downgrade Household’s rating (the title of the report is “Household International
Lowering Price Target On Persistent Headline Risk, But Maintaining SP Rating™) and
their only reaction to macro-economic factors was to trim their 2003 earnings
estimates by about one percent (from $5.18 to $5.12 per share). Fischel Report
Exhibit 46. Dr. Bajaj ignores that the CIBC analysts reduced their price target by
over thirty-five percent (from $57 to $36) due to concerns related to predatory
lending. Id. 4 28. The analysts commented that “[i]n particular, building concerns
regarding the company’s lending practices, which have been accused of being
predatory in nature and is currently the subject of an investigation by the Washington
Department of Financial Institutions, have dampened price performance” and then
stated that “we have reduced our price target on the stock given the lack of visibility
as to a resolution of the highlighted investigations and pending lawsuits.” Id &
Exhibit 46,

Providian closed at $3.68 on November 14, 2001, opened at $3.02 on November 15,
2001, and closed at $2.87 on this day. In contrast, Household closed at $60.90 on
November 14, 2001, opened at $60.60 on November 15, 2001, traded at $60.39 at
1:40 PM, and closed at $58.90 on this day.

Dr. Bajaj also claims that the CDC lawsuit was “stale” information because it was
filed on November 9, 2001 and reported in the press on the same day. Bajaj Report at
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22.  Moreover, the Salomon Smith Barney analysts Dr. Bajaj cites
attributed Household’s price decline on November 15, 2001 to concerns regarding the
CDC’s allegations, stating that “HJ shares sold off almost 4% intra-day on news that the
California Department of Corporations has filed an $8.5 million lawsuit against HI for
lending law violations (i.e., predatory lending).”'® See Exhibit H. These analysts’
concerns included that “[t]he greater potential risk, in our view, is that this lawsuit turns
into a larger development. ... to the extent that there were further findings from another
audit, or another regulatory body was interested in pursuing the matter, there could be
further chapters in the story.” See id. Further, as discussed in the Fischel Report, the
Deutsche Bank Alex Brown Inc. report Dr. Bajaj cites stated that the CDC lawsuit raised
the questions of “1) how much more in refunds might Houschold owe? 2) will the
accusations escalate (within or beyond the state)? and 3) will there be any operational
constraints?” Fischel Report ] 12,

23.  In another example, Dr. Bajaj criticizes the Fischel Report for
attributing the decline in Household’s stock price on December 3, 2001 to questions
about the Company’s accounting raised by a Barron’s article published on Saturday,
December 1, 2001. Bajaj Report at 31 & Fischel Report § 22. He suggests that the stock
price may have fallen because the Barron’s article “adversely affected investors’

expectations in a post-Enron world for non-fraud related reasons.”"” Bajaj Report at 34.

48. But, he ignores that, as I explained in my report, Household did not publicly
respond to the lawsuit until November 15, 2001. Fischel Report § 12. The decline in
the Company’s stock price following its press release (see supra n. 16) indicates that
the market was reacting not only to the CDC’s complaint but also to Household’s
response,

18. In fact, neither of the analyst reports Dr. Bajaj cites that were released on November
15, 2002 even mention Providian. See Exhibit H & Fischel Report Exhibit 6.

19. Dr. Bajaj also claims that “the Barron’s article did not provide any new information
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But the closest Dr. Bajaj comes to identifying these “non-fraud related reasons” is his
assertion that “[i]n the post-Enron world the ‘market ... [became] extremely emotional
and sensitive’ to any allegations of questionable accounting.”**?! Jd. The only support
he provides for his assertion is a Deutsche Banc Alex. Brown Inc. report which was
issued over two months later and does not even mention the Barron s article or December
3, 2001. See Exhibit] & id, n. 136.

24.  In contrast to the tenuous support for Dr. Bajaj’s non-fraud related
explanation for Household’s stock price decline on December 3, 2001, market
commentators provided clear, unequivocal support that the stock price fell because the
Barron’s article raised concerns about the Company’s accounting. For example, on the
morning of December 3, 2001, Reuters News reported that “[sThares of loan and credit
card firm Household International Inc. fell 5 percent on Monday, amid heavy trade,

following an article in business weekly Barron’s which cited analysts' views that the firm

to the market” because it was based on an analyst report by William Ryan which was
published more than six weeks earlier. Bajaj Report at 32. But, he ignores that, as
explained in my report, the article also discusses the concerns of a securities analyst
whose firm worked for Household. Fischel Report §22. According to the article, the
analyst was “puzzled by Household's statement that it had net chargeoffs of just
0.52%” in the last quarter on its home equity loans when “other subprime mortgage
lenders have experienced losses at twice that level.” Id. Exhibit 36. The analyst went
on to say that “Household's loss rate on subprime mortgages is close to that of the
savings-and-loan industry, even though S&Ls generally have more affluent borrowers
and issue fewer second mortgages which, by their nature, are shakier than first
mortgages.” Id 9 22,

20. Dr. Bajaj also notes that Enron filed for Chapter 11 bankruptey protection (Bajaj
Report at 33) but does not explain why this coincidence matters to Household’s stock
price.

21. Dr. Bajaj’s assertion is consistent with Plaintiffs’ allegations that investors’

expectations of Household’s prospects were adversely affected by concerns of
accounting fraud,
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was underestimating bad loans.” See Exhibit J. The following day, analysts at Sanford

Bernstein wrote;

[Household’s] stock is reacting to concerns about management credibility.
Specifically, is management using the latitude provided by its loss
recognition policies to enhance economic returns by adopting a more
flexible stance towards customers, or abusing this latitude to distort
reported payment behavior by postponing the recognition of losses?

See Exhibit K.

iii. Dr. Bajaj’s criticisms regarding the purportedly
“stale” information are unfounded

25.  Dr. Bajaj’s criticisms regarding the purportedly “stale” information
are unfounded because he ignores information related to the alleged fraud that was first
disclosed on each Specific Disclosure date. For example, he claims that the July 26, 2002
Bellingham Herald article “Only Provided Stale Information” because “complaints
regarding Household’s lending practices in Whatcom County, Washington had emerged
almost four months earlier!” Bajaj Report at 52. But, he ignores the first sentence of the
article, quoted in the Fischel Report, which states: “For the first time, Household
International has acknowledged that its employees may have misrepresented mortgage
loan terms to some Whatcom County homeowners who refinanced their homes at the
Bellingham office of Household Finance Co., a subsidiary.” Fischel Report § 18, This
was particularly significant since, as noted in the Fischel Report, the article went on to
report that: “‘[U]ntil now, company spokesmen have portrayed Household as an industry

 leader in consumer protection, with elaborate safeguards to make sure borrowers
understand the deals they are signing’ but ‘this week, [a company spokesperson] said an
internal company probe of the complaints had uncovered some serious problems.’” d.

Dr. Bajaj also ignores that the article provided new information suggesting that the
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problems were not limited to the Company’s Bellingham office. It reported that the
former Bellingham office manager “said the sales pitches she used on potential borrowers

came from the company.” Id. Exhibit 23,

v, Dr. Bajaj’s claim that Household stock price
declines related to “headline risk” cannot be
attributable to the alleged fraud is incorrect

26.  Dr. Bajaj claims that | “fail[] to recognize that the purported
‘disclosures’ [I] identified could have adversely affected investors’ beliefs about HI’s
‘headline risk’ exposure, i.e., increased the market’s assessment of the unknown future
costs of settling allegations of ‘predatory lending’ or complying with future regulations™
and further claims that “[aJny price decline caused by news that changed HI’s headline
risk exposure cannot be attributable to the alleged fraud.” Bajaj Report at 47. His claim
is incorrect for several reasons.

27.  First, Dr. Bajaj fails to explain why “headline risk” is inconsistent
with Plaintiffs’ predatory lending allegations. Rather, Household’s “headline risk”
during the Class Period was directly related to the alleged wrongdoing. For example, as |
noted in my report, Stephens Inc. analysts stated that the Company’s stock “has been
plagued by ‘headline’ risk over predatory lending practices.” Fischel Report 4 28.

28.  Second, Plaintiffs allege that Household was not complying with
existing regulations, not the undefined future ones that Dr. Bajaj alludes to in his
description of the Company’s “headline risk™ exposure. As I noted in my report, on July
26, 2002, The Bellingham Herald reported that “Household International has
acknowledged that its employees may have misrepresented mortgage loan terms to some
Whatcom County homeowners™ after “an internal company probe of [] complaints had

uncovered some serious problems.” Id. 9 18,
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29.  Third, Dr. Bajaj ignores the fact that market participants revised
their valuations to take into account Household’s likely lower profits as it brought its
lending practices into compliance. For example, on September 3, 2002, Sanford

Bermnstein wrote:

The report of the Washington State Department of Financial Institutions
(DFI) — made public by the media on Wednesday last week — indicates
that confusing sales practices in the Household branch system are more
widespread than a few renegade loan officers, and quite possibly systemic.
The effect on earings growth as Household responds to regulatory
pressure for sales practice reform will be commensurate. Specifically, we
believe that as sales practice reform takes hold Household will need to
reset its long run EPS growth target of 13-15% to 10-12%. ... Driving
factors are lower up-front points, reform of practices involving
misrepresentation of loan rates, and the elimination of single-premium
credit life insurance. Sales practice reform will also tend to slow growth
in the branch real estate portfolio [...] for two reasons: First, the practice
of up-selling — restructuring the entire mortgage debt of a customer
looking only for a “top-up” home loan to refinance credit card and other
unsecured debt — will become more difficult under tougher regulatory
scrutiny and higher company hurdles for customer net tangible benefit.
Second, it is impractical for Household to offer loans at the 7% rates that
representatives promise to induce refinancing by borrowers with prime
bank mortgages, and this business will be forgone.”

See Exhibit L.

v, Dr. Bajaj’s criticisms of my regression analysis are
Jundamentally flawed

30.  Dr. Bajaj claims that my estimation period (i.e., the period over
which I estimated the relationshiﬁ between Household’s return and the returns on the
S&P 500 and S&P Financials Indexes underlying my event study analysis) is
“[a]rbitrary” and “[i]ncorrect,” because there “is no basis to arbitrarily select a segment of
the Class Period to determine the ‘historical relationship between changes in a company’s
stock price and changes in the performance of a market index (and possibly an industry

index).”” Bajaj Report at 82 & n. 319. Dr. Bajaj is incorrect. As] explained in my
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report, T used the period from November 15, 2000 to November 14, 2001 as my
estimation period, which is “the calendar year prior to the earliest date I found that
Household’s stock price was negatively affected by the fraud.” Fischel Report 132, My
choice of estimation period is supported by the academic literaturé. For example, Tabak
and Dunbar note: “[O]ne would typically like to use an estimation window close to the
event because the relation between the company’s stock and an index changes over time.
Therefore, the closer the estimation window is to the event, the more relevant the
estimated relation will be ... The most common choice places the estimation window
before the event,”® In addition, MacKinlay states: “Given the selection of a normal
performance model, the estimation window needs to be defined. The most common
choice, when feasible, is using the period prior to the event window for the estimation

window.”%

31.  Dr. Bajaj claims that I “provide[] no explanation for using the S&P
500 and the S&P Financials indices as the market and industry benchmarks in [my]

regression model.”?*

Bajaj Report at 79. But, he ignores that, as I explained in my
report, Household compared its stock price performance to the S&P 500 Index and S&P
Financials Index in its annual Proxy Statements filed with the SEC during the Class
Period. Fischel Report n. 10.

32.  Dr. Bajaj also claims that my model suffers from the “Omitted

Variable” problem, where “a mis-specified regression model which excludes an

22. DI Tabak and F.C. Dunbar, “Materiality and Magnitude: Event Studies in the
Courtroom,” in R.L. Weil, M.J. Wagner, and P.B. Frank (eds), Litigation Services
Handbook (Wiley, 2001) at 19.5.

23. The event window in this case is November 15, 2001 through October 11, 2002.

24. A.C. MacKinlay, “Event Studies in Economics and Finance,” 35 Journal of
Economic Literature (March 1997) at 15.
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important explanatory variable can result in the results of a regression being spurious.”*®
Bajaj Report at 80. He purportedly solves this problem by constructing a “daily value-
weighted index of consumer finance companies” (the “Consumer Finance Index™) and
including this index in his regression analysis. Jd. n. 316. I added this variable to my
regression analysis and found that all of the price changes in my Quantification Using
Specific Disclosures remained statistically significant at the 5 percent level of
significance in a “one-tailed” test and that the true value lines in both of my
ﬁuantiﬁcations were still below Household’s stock price.”® See Exhibits G & M.
Therefore, Dr. Bajaj’s claim that my model is “mis-specified” because it suffers from the
“Omitted Variable” problem does not affect my conclusions. Moreover, he ignores the

fact that Household’s stock underperformed his Consumer Finance Index during the

25. Because Household is part of both the S&P 500 Index and S&P Financials Index, Dr.
Bajaj claims that “it is incorrect as a matter of statistical principles, to attempt to
explain HI’s stock returns by variables that are in part influenced by the same
returns.” Bajaj Report n. 317, However, as Dr. Bajaj notes, Household’s stock only
comprised “0.83% of the S&P Financials Index” as of October 11, 2002. Id. n. 315,
Moreover, according to Bloomberg, the stock only comprised 0.17% of the S&P 500
Index on the same date. Because these weights are so small, there is no reason to
believe that Household’s stock substantially “influenced” the indices or that there
would be significant changes to my results. Indeed, Dr. Bajaj does not claim that
there would be significant changes if I had excluded the stock from the indices.

26. In testing for statistical significance, I note that the ten percent level of significance
(i.e., a t-statistic of 1.65 or greater in a “two-tailed” test of significance) is also
commonly considered statistically significant. See, e.g., M.L. Mitchell and J.M.
Netter, “The Role of Financial Economics in Securities Fraud Cases: Applications at
the Securities and Exchange Commission,” 49 Business Lawyer (1994) at 564 (“A
third commonly used decision rule is ten percent — here, the probability is ten percent
that a randomly selected value will lie 1.65 standard deviations or more from the
mean value.”) and N.I. Crew, K.L. Gold and M.A. Moore, “Federal Securities Acts
and Areas of Expert Analysis,” in R.L. Weil, P.B. Frank, C.W. Hughes and M.J.
Wagner (eds), Litigation Services Handbook (Wiley, 2007) at 18.11 (“Courts have
not specified the level of statistical significance that corresponds te a legal definition
of materiality. As with much academic research, they commonly use the 95 percent
confidence level but also recognize the 90 percent and 99 percent levels as thresholds
for statistical significance.”).
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period from November 15, 2001 to October 11, 2002 — the stock fell 53.2% while his
index declined 29.6%, adjusted for dividends.

| 33.  Dr. Bajaj also criticizes my estimation period because it includes
September 11, 2001. He claims that the inclusion of September 11, 2001 in my
estimation period “could result in an unreliable predictor for HI's future returns in the
longer run.” Bajaj Report at 83. But, he fails to provide any evidence to support this
speculation or demonstrate that it affected my conclusions. Moreover, his estimation
period also includes September 11, 2001. Id. at 81. Dr. Bajaj also claims that my use of
a “narrow one-year horizon” is an additional reason why September 11, 2001 should not
be included in the estimation period. Id. at 83. However, use of a one-year estimation
period is common in the academic literature on event studies.’*’

34.  Dr. Bajaj further criticizes my regression model because it yields a
negative coefficient for the S&P 500 Index. Id. at 79. But this is simply an artifact of my
two-factor model. My regression model as a whole has substantial explanatory power.
Id. To show that the returns on Household’s stock and the S&P 500 Index were

positively correlated during my estimation period, we ran a one-factor regression model

27. See, e.g., MacKinlay (March 1997) at 17 (“For each announcement the 250 trading
day period prier to the event window is used as the estimation window.”). A calendar
year has approximately 250 trading days. Dr. Bajaj “consider[s] the entire Class
Period as the relevant estimation period because ... it is inappropriate to measure the
relationship between HI’s stock return and that of various indices based on an
arbitrarily-selected and truncated Estimation Period (November 15, 2000 — November
14,2001} as Professor Fischel has done.” Id. n. 318. However, Dr. Bajaj’s
estimation period is objectionable because it unnecessarily includes the period of
price movements he is analyzing. As MacKinlay points out: “Generally the event
period itself is not included in the estimation period to prevent the event from

influencing the normal performance model parameter estimates,” MacKinlay (March
1997) at 15.
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with this index as the sole explanatory variable and found that the coefficient for the S&P

500 Index was positive at 0.81,%

III. DR. BAJAI MISCHARACTERIZES PLAINTIFFS’
ALLEGATIONS AND MY USE OF REGRESSION ANALYSIS TO
QUANTIFY ALLEGED ARTIFICIAL INFLATION IN THIS CASE

35, I understand that in an order dated November 20, 2007, the Court
stated: “Defendants [] claim that their expert requires more information as to the source
of the pre-Class Period inflation Professor Fischel claims is present in the price of
Household stock on the first day of the Class Period. The court expects that Professor
Fischel will provide a regression analysis showing the date on which there was zero
inflation in the stock price ....” My response is below.

36.  Atthe outset before discussing my analysis of the economic
evidence, some background is necessary. [understand that the original class period as
pled in the Complaint began on October 23, 1997 when Household issued a press release
announcing its financial results for the third quarter of 1997 and Plaintiffs allege
Household’s stock price became artificially inflated because Defendants concealed
adverse information related to the Company’s business practices. I further understand
that the Class Period was shortened to begin on July 30, 1999, making this date the first
day that Plaintiffs allege the stock price was artificially inflated because they allege that
Defendants failed to reveal the adverse information on July 22, 1999 when the Company
announced its second quarter financial results. I also understand that Plaintiffs further

allege that Defendants failed to reveal the adverse information in the Company’s Form

28. We also re-ran our results using Dr. Bajaj’s method (Bajaj Report Exhibit 8§ at 1222)
and found that it made no difference.
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10-Q for the quarterly period ended June 30, 1999 filed on or about August 16, 1999.
This is because, according to Plaintiffs, each time Household issued public statements
regarding its business (such as its quarterly financial results) during the Class Period, it
failed to disclose material facts. Thus, any shortening of the Class Period at the
beginning would not change Plaintiffs’ allegation that Household's stock price was
inflated on later dates. My analysis is premised on my assumption that artificial inflation
in Houschold's stock price began on July 30, 1999 or no later than August 16, 1999,

37.  With this background, I now turn to my analysis of the economic
evidence and specifically Dr. Bajaj’s mischaracterizations. He claims that “in both his
Specific Disclosures model as well as his Leakage model, Professor Fischel explicitly
assumes that no inflationary events occurred prior to November 15, 2001 (apd after July
30, 1999, the first day of the Class Period)” and further claims that “[t]his assumption
contradicts the Plaintiffs’ claim that HI’s stock became inflated through various alleged
misrepresentations and/or omissions (‘inflationary events®) during the Class Period prior
to November 15, 2001.” Bajaj Report at 12-3. He also claims that “it is crucial under
[my Quantification Including Leakage] to at least demonstrate that inflation was
introduced into HI’s stock price as a result of specific misstatements and omissions at
some point in time before information about such alleged inflation purportedly began to

29

‘leak’ into the market.” Id. at 85-6, Dr. Bajaj’s claims are incorrect and misleading

29. Dr. Bajaj further claims that “[Plaintiffs] also include as damages any difference
between the stock price and the True Value when the stock price drops below the
True Value; a difference which cannot be attributed to the fraud, according to the
Plaintiffs' theories of alleged fraud.” Bajaj Report at 89. But the evidence that
Household’s stock price had dropped below its true value as a result of the alleged
fraud was the stock’s reaction to the Specific Disclosures on October 10, 2002 and
October 11, 2002. Fischel Report Note 21. As explained in the Fischel Report, this
interpretation of the stock’s return on these dates is fully consistent with Plaintiff’s
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because he mischaracterizes Plaintiffs’ allegations and the use of regression analysis to
quantify alleged artificial inflation.

38, Plaintiffs claim that the alleged omissions were inflationary events
because they prevented the price from falling to its true, uninflated value, Under this
theory, the Company’s stock price did not have to increase upon Defendants allegedly
false statements (e.g., quarterly financial results) in order to become inflated.*®
Consequently, the fact that I did not identify statistically significant price increases that
resulted in the inflation increasing between the beginning of the Class Period and
November 15, 2001 does not contradict Plaintiffs’ allegations, Moreover, event studies
(which are based on regression analysis) are intended to measure stock price movements
upon disclosure of new information, not the non-disclosure of information. Therefore, no
regression analysis can be used to identify the day on which the stock price became
inflated in this case.

39.  Regression analysis, however, can be used in this case to calculate
the amount of artificial inflation resulting from an alleged omission on any day during the
Class Period. Because Plaintiffs allege that Defendants failed to disclose new adverse

information concerning Household’s business practices until later in the Class Period,

claims. /d n. 21.

30. As Cornell and Morgan show in their Figure 1, the observed market price can become
inflated even if it remains basically constant because, had adverse information been
disclosed, the market price would have declined. Figure 1 of Cornell and Morgan
(1990) at 887. Cornell and Morgan explain: “The price line and the value line
coincide before a fraud or misrepresentation begins. Failure to disseminate
information, or the dissemination of false or misleading information, then leads to an
artificial inflation in the price of the security. Because the efficient market hypothesis
states that the price of a security reflects publicly available information quickly and
without bias, the price and value lines converge on the date that the fraud or
misrepresentation is disclosed or corrected.” Id. at 886.
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investors in the Company’s stock did not leam and thersfore could not react to this
information unti] then. Consequently, I used regression and event study analysis in this
case to estimate the effect of corrective disclosures and leakage that dissipated the

artificia) inflation existing from the time of the first actionable non-disclosure,

2~ Danid R Fischel AN

February [ , 2008

~28 -



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 101 of 181 PagelD #:45323

EXHIBIT 3



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 102 of 181 PagelD #:45324

Fischel, Daniel R. 3/21/2008
Page -1 Page 2.
IN THE UNITED STATES DISTRICT COURT 1 ARPERRMICES
FOR THE NORTHERN DISTRICT OF ILLINOIS 2
" EASTERNDIVISION 3 On behalf of Plaintiffs:
LAWRENCE E. JAFFE PENSION PLAN, ) ¢ SPENCER A. BURKGHOLZ,. ESQ.
on behalf of Itself and All b] 5 COUGHLIN STOIR GELERR RUDMAN § ROBHINS, LLP
Others Similarly Smmd, ¥ 5 €55 Wedt Broadway, Suite 1500
Plaitiffs; ) & 5863 7 " San Diego, California 92101
"HOUSEHOLD IN'IBR%\IE%&?&E]QN& ) § Fhone: 619.231.1058
ctal., ) g Fax:i 613,231.7423
Defendants. ) 10 E-mail: spencebfoagry.oom
i1
The videotape deposition of 12 Az g Memm Q.
DANIELR.FISCBEL,iahenbeforeRJChardB_ Dagdigian; } 13 LUKE ©. BROOKS, Esg.
BlmcnsCSRNo. 084-000035, 'Nota:y Public, Cook 1§ CHMERON BBKER, ES8(.
g’v';ﬂy , Iiinois, mﬂﬁ;mﬁ“&; 15 COTGHLIN STOIA GELLER RODMAN & ROBBINS, LLE
pertmmngtnﬂmiahng ‘of depositions, at 115 Souith 16 100 Piné St¥eet, Suité 2600
LaSafle Street, Suite: 2910, Chicago, iltinols, 1% Sap Erancisco, California 94113
commencing at 8:56 a.m. on the 21st day March 2008, 18 Phone: 415.28874545
1§ Fax: 415.328.4534
20 Email: azramBesgrr.com
21 Email: fukeBicsgrz.com
2 Emailr chsker@csgrr.com
23
- 24
Page 3| Page 4
1 APPEARANCES ! (Cont'd) 1 ITHDEX
2 2 maxch 21, 2008
3 On behalf of the Defendanta: 3 Em wimEss FXRMINATION BY COUNSEL FOR
4 DAVID R, OWEN, ESQ. 3 PLRINTIFFS DEFERDRNTS
.5 JASON M. BALL, BSQ. |5 CBRNIEL FIscazn
6 HICOLE M. SERRATORE, ESQ. § 1By MF. Owen) &
7 MICHAEL J. WERNKE, ESQ. 7 FISCHEL DEPOSIZION: EXHIBITS
8 CAHTLYL, GORDON & REINDEL, LLE B i DESCRITION BAGE
9 Eighty Pine Stieet - ¥ Exbhibit: T Réport of Danisl R. Fischel 10
10 New Yo&k, New York 10005 10 ‘Ewhindt 2 Rebuttal zeport of Danie) R. Fischel 10
il Plion’e: 219 .701.3000 11 Exhibir 3 Doctment titled "Efficient Capital 21
12 Fax: 212.269.5420 2 Harkets, the Crash, and the Fraod on
13 Email: dowen@cahill.ecom 13 the ¥arket Theoryf; by Daniel R. Fischel
14 . Email: jhall@eahill.com 1 Babz 4 Doomest titled “appendis I, e
15 Email: nserratorefcahill.com 15 Eousehold’s Prospéctus Disclosures®
16 Email: mwetnke@cahill.com 16 Zxkihit 5 Docwmést dated Oct. 18, 2001 frem 94
19 17 Véntana Capital, titled "Househeld
18 18 Izternatienal {(HI-$58-Sell)"
19 ALSO PRESENT: 13 Exhibit 6 Document titléd "Lesd Plaintiffs* 1085
20 MR. BRUCE WITTY; Legal Videographer | Ceposition to Rouseheld pefandmtst
21 ' : 21 Hotivn t6 Compel®, -mte.
22 22  Pxhikit 7 Doewpent titled. "viS, ¥oritering 170
23 23 Report?, Bates Noa. EBS 02548313
24 2] ‘theough 82945926
Pages I to 4

West Court Reporting Services 800.548.3668 Ext. 1



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 103 of 181 PagelD #:45325

Fischel, Daniel R. 3/21/2008
Page 45 Page 46
1 A  The fooltote gays that thiose twi things are [ 1 Generaily speaking, do ¥ou have fo. laiow
Z  different piedes of informatien. That's zarzect, 2 uhzt the relevant plecea of information are when you
3 Q When you are conducting the analysis that 3 axe apalyzing a plaintiff's clain of fraud?
4 you do in your report, do you have €6 idemtify all £ A I think what the fooimote saggest: is you
5  the different pleces of informstism iy order to reach | 5  bave 6 interpret stock price movemests ia a
§ donclugicns about miterial. changas in ihe. stock K particnlar context, and that's the purpose of tha
7 prices? 7 footnote.
§ A New, yob are $hifting to my report? 8 T think that's wlvays truw, if that's the
3 Q  It's & moxe Aabstract questicn, but ft's I question.
16 -ibout The methodology that you are fariowing. 10 @ How can -you tell if 3 particufar pisce of
11 You have to identify the Key piecea of 11 information relates to an alleged fraud or not?
12° . informatién in ordes to-analyze the changes in stock |12 & Again, genarally, hypothetically, under sny
13 price? 13  conceivable circimstaices?
14 A I'mndt Sure Vhat you mean by "identify the | 14 © Uh hum WHst womld be the way you would
A5 keys pieces of information™. 15 analyze it2
18 T &id an events study analysling the is R Rgain, f57s very diffienit te answer
‘17 relationship between the stock price mov;m'enj:a; to all |17 -questions at this livel of gensTality because every
18  didclosprés on svery day during the clasy Pericd; and [18  situation has o e analyzed Hased on the relsvant
19 for that matter, a stock priee reaction today whers I |25  facts and cizeumstances.
20 couldn't identify any diselésiras, 200 But, gemerally speaking, I would say you
21 g Fell, ny guestion is, in foptnote siz of 21 wvonld lopk dt tﬁ'a'axiegntidé.a in the case, the
22 your articieé, yoi talk sbout and identify two 22 relevant public diselosures.
‘23 distingt pfeces of information that could relate to 23 the stock price rsaction to thope
¥ the ¢laim of fraud in thak bypothetical cass, 24 diasdlosures likely perform an eTents study or
v Page 47 Page 48
1 regression analysis to make suxe that the stock priex ! 1 A Rbat I mean is, iw the context of this
- 2 reactioms -!:':h;; you wers inteérprating are not ?  case, that there are sllegations about peartifnlay
3 attributable to maFket or dndistry or adme other 3 nengisclosides and mlsrepresentations.
4 factors. § I don't have an opinion on whether thers
5 Tou look at all the othei relevant ecomemici 5 were $6 fact misrépresentatishs or nondfsclosures.
6 evidence that might ox might not be relavant § Put in Yooking at the econvmic evidence, if
7: depending on the facts and circumstances, and make a 7 thers ders In fact materiil bmissions o
8 Judgment, a3 well as 160X looking at all the other 8 nondisclasures 2s alleged, I would sxpact to see
9  relsvant publicly awailable infermation. 9 certain behavisr of stock pricé movements as well as
10 @& Your epinion says that the econamic 18 a certain pattern of reaction by market participants,
11 evidence that you reviéwed is "consistent with ths 13 And whén T lookad it the econemic evidence,
12 plaintiffa claims in this case". 12 it was consistent, as I said in the reporr, with the
13 A Are you referring %o z partiowlar statement § 13 claims that are being made by the plaintiffs in this
I4  in ‘the repore? 14 case for the reagsons described in my reports.
‘15 Q@ It'a on page six, the last pafagraph béfore | 15 Q L&t me glve yon'a Liypothetienl just to see
16 Roman numeal IIT, the last sentence before Reman 16  if I understand what you fnst said,
17 numeral 33, 17 Take two hypothekicil Gompanies; each of
18 A I -fee that. 18 them is accused of the same ondisclosad miscondact,
‘18 ‘@ "I have concluded that the economis 18  and one of them is aceused falsely, ahd the other is
20 eévidence iy Consistant with plaintifes' cliim +hat 20 dceused acourately,
21 the-alleged wrongdeing, caused investors in 21 The stock prices of boTh the companies
22 Househbld's common Stock to incur lodses™. 22 decline significantly on the accusaticn.
‘23 What do you mean by the words "consistent 23 Both of the cowpaniés dapy the allegations,
24 wWithoe 24 and both of the companiey settle the claims Fox
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1 indisclosed reasons while :continuing to profess : T A The claim that there ie legal liability for
2 inr.njp_ceisce. ‘Both are then sued for ssciritics fraud. | 2 misfepresentations or cmissléns -~ that may or nay’
3 Youz métliods, as they have been applied & hot be corract.
% ‘nere, would ifentilfy the présente gf isflation for | 4 I don't have aw opiniah one vay or £he
5  hoth dompanies, is that corrict? 5 other on whéther the claims that there wers
£ A I :il_-lst don't imow if thar‘s correct, I & disclosure defeets thnt weze agtitwable wnder the
7 think T.would Bave fo Yoo av all the Telévant facts | T sécurifies liws -~ I.don't have ap opinion on fhat,
§ and circomstances and —- and LI this were & zeal A 4 I hive #0 Opinion A% to whether phs
3 wbrld sinidtios. ¥  scondmic efidencd is consistent with fhose
1o ﬁ\;t I do want to emphagize what might be |10 Allegations in the way thzf I déscribed; thar iF
11 ‘the prémise of your Guéstion, which is that I'm'mot {11 thoss rllegaticns weie accurate, I would’ expect to
12. expresaing an gpihinn on qi_z;":'h.er theze ware in fact. [ 12  mes s ‘certain pattern of stock price behavicr ay well
13 misrepreséntations of omissisha.. 13 as & ceftain pittern to my enalvsis of pibLicly
15 The econcaic evidence that Ivve logked &t |14  avaifakis inforsation,
15 doés not allew we to expres¥ an cpinici on: that 15 T wns able to teit those things by looking
i subject. o i &t crlevant. disclosures, publicly availahle
‘17 I cafl express an opinied as to whether 17 informatioh, stock price hévements, confroliing .far
18 the economic evidence -{x consistent. with thosa 18 markst and.jndustry mEvenants.
1% allegations, but doés nok establish that the 1is: I Iooked af all of Doctor Ea_jaﬁ,',a
20  allejations themselyes aze true. 20  critigisms, responded, ta those; and I reached the.
23 T Lst me just see if I undérstoed that. 21 cpiblens that I reached.
22 The economic evidence could be consistent | 22 But that’s why the last sentence of
23 with the claims, but. the claims themselves could be |23 paragreph 11 says thst, "the .cconomic svidefea ig
24 false? 24 consisbent with plafitiffs” clain® us opposed to
Page 51 Page 52
1 estaﬁli;h_eg- Flaintiffs' claim, T Aud I want .to know what the standard is to
z @ Yom are awire that ¥ousehold settled a 2 decide which is-Which.
3 bunchof different matfers of i'g‘.ti_gipiou against if, 3 A X osed, 23 I typleally do, as'is
4 - dispnties of regulators in this case? 4 conventianal., a atandard 6f aoy stock price movemeit
s A ¥ am, 5 that had & t-statistic af greater tham 1.68, I
[ Q. Are-you offering any opinion as to the € consider to be statiStically significhdf.
7 reasons Heusihold dettlad any of those matters or ? And l_ﬁz:r stock price movemant that hag a
k1 Iitig:lt'_ions? ' 8 t-atatistic less than 1.65, I did not cobsider té Ba
.} A No, T am nok. §  statistically significant under the specification
ie Q Now, you condick a cegression amalysis ia 10° that's described in iy zeporct.
11 commection with yowr firat report? 11 ‘@ You talk about another ‘standard involwing a
12 A Corrsct. 12 testatistic of 1.98, I think?
13 Q0 And thit regression afalysis tries to 13 A Correcks
14  identify -éfati’;txcul;ﬁ significant changes in stock 14 @ What ~- why do yon talk- abpout that
15 prige after controlling for market and Indistry 15 standardz
16 factors? 16: A Just for purposes of providing. backgronsd
1 A Thiat's correct. 17 about the differance betwesn a 1-tii) ‘test and a
18 Q  ¥hat ‘standard is being applied for 18 2-tafl test,
1% statistical sigrificdnce iR your rapbrt? 18 Q@ So the other standard doesn’t have auything
20 A4 You mesn what is ~— I'm not sure what you |20  to do with the actual analyiis tHat you. do?
2% méan. by *what.standard™, 2L A I's not.sure what you. mean by "doesn't have
b § H#ell, supposediy the. Tegression will say 22 anything to do with" if. I think anybbdy &ould look
23 this.movéméat is gignificant, and this othe: movement |23  af the fesults That are reported’ and conclnde that
2% is not significant. 24  the results axe signifieant in aither 2 1-tafl test
Pages 49 to 52
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1 or a 2-tail tést, or neither; 1  report but you didn’t. dctually use it?
3 But in terms of the stendard that I used, 1| 2 A hgain; I'm not sure what you mean by
3 uzed.a t-statistic of 1.65 which i3 the convehtidnal 3 ruse if". By réporting i, ‘#gath, thiy iy
¢ level of statistically significaoce in 2 i-tail test. | & conventionsl, amybody ‘cev decide whether a particular
5 @  Speaking.geserally <- let me start dgal. | 5 event 1 statistical <= ekcise me, statistically
3 5 Bid you apply a i-tail test to amy of the 6 sfgnificant ar the five percent isvel under either a
- 7 datés. that yoii analyzed in your Tegresaslon analysis? | 7 I-taid test or a Z-teil test.,
8 A Well; the results lend fhempelves to 8 Ent If you are asking.me what T consider o
9 applying any leved of statistical significaice. 9  be statistically significant, I used a» i-tail. test at
10 “You could apply statistical significence at ,;P. the Five percent level; as, opposed. to = i-tail test
il the ten percent levéd, whiich would Le the ldiest 11 ot the ted percent level, & l-tail test At the one
12 t-statistics youcould apply statistical significance |22 percent Yevel, a 2-tmil tast 8% the ten pergent
13 2% the one percent 1gvel which wokld be a highe: 13 lével, 5 2-tall test at the ohe ?éicém: Level, or any.
4 r-statistic: |14 other possible combination.
15 But in‘terms of what T consided ¥o be 18 Q@ Does the 2-tall test Provide a stronges
16 statistically slspificant, T used a G-tail test and, | 36 indication of statisfical significamce than the
17 -therefore, T t-statistio of 1.5, 17 1~4BEL Eest?
18 But the fesults allow you to use any devel |18 % I'm not sure what you mean by a atronger
18 of statistical significance that anyone wants to do =19 indication. It requifes a higher level of ~— n
20 for any purposs. : 26 ‘higher t-ststizbic, '
21 Bk 1 you are asking me'what I did, for 21 5b, thergfoxe, fewer eventl would be
22 the mbat Part, T Used a i-£Ei) téar and' s -- w 22 stafiSridally significent at any gives level of
23 t-statistie of 1.65. 23 statistical significance in m 2-tail test than
2% ¢ So yod talked about the 2-tail fest im your | 24 1-£il) Eest.
Page 55 Page 56
1 Q. 5o fewer gvents arg going to meet the 1 consider other st_ar.istj.s;al:!.g significant stock price
| 2 2-tail crifexia than the 1-£dil criteria? 2 movemerts atiributable to Zraud Felated disclesuras.
3 A HOlHAG evérything else constant, correct., | 3 Q@  I'm looking at days where there was no
4 @ Speaking generally, what does a significant | 4 statistically 'significant morenent cohtralling the
© 5 -- stabtstically signifidant price change indicate to 5 industry and market factors.
& yout 6 Whatever new information might have been-
© 7 A Generally it medany ‘that thére is. — a 7. availablé on those days wasnit sufficlent to cause
" 8 resitual of fhis size will be atfributable to chance B the stock price to change?
| 5 alone less than £ive perceht of the Eie. g X Ima statisticelly significant vay,
7.-:L'u € Do you yse that inference to support a 100 ebrreckt. :
s X ¢onclision that some new plece of informatisn has. 1 MR. OWEN: Do you want to take a break?
12 entéred the marketplace that is. affecting the stock 12 A Sure.
:_1_; in a'wiy that scan’t be éxplained by market of 13 TEE VIDEOGRAPEER:!  Going off the récord at
E.J.'ill industry factora¥ ' 14 1p:37 a,m,
‘15 A Sometimes. It -dépecds on the ‘relévant 15 {WhEreipon, a short receas
16  facts and circumstances. 16 vias taken.)
17 @ .Aze there asy statistically signifitant -17 THE VIDEOSRAPRER:  This mirks the begifming
18  stock prite movements of Household for which you have ;:19 of tape two in the depositicn of Denlel Fischel.
18 draun that conclusica? 18 Going of the .record; the time is now
20 & Well, yea, I think there are - in the 20 10:26 a.m.  Plaase procesd.
(21 context of my repor, I thimk T identified 14 events 21 MR. BURKHOLZ: Excise ms, Mr. Owes, T think
V23 unere 1 drei thit concluaion; 22 ‘there was a-discfepancy im his second o last answer
23 But if T lookéd at the full events study, 23  regartding whether he said fraud or neon-fraud related
2¢  thers would 'be a Tot more than 4. T Jugt didn'e 24  disclosures that I think he wants to clarify,
Pages 53 to 56 )
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1 Be tiinks he said one thing and the record | 1 My understanding is that ihe plaintiffs are
2 came out differently. 2 alleging a fravd with séveral differant .cﬁmﬁdn“ents!
3 A I don't have it in froat of ms, but I think]| 3 thres differet compopests.
4 —— he pointed dut to me that the trans-:rip!: aidnt L3 0  So'tie overall lawsuit sllegeés Traud, and
5 refigEt what ‘T said: 5 that frand bag three parts to ite
§ k' on Iine 18, the seitercs, *I just 6 X That's my understanding, but I don't have
5 didn's commider other atatistically sionificant p:_ic_g 7. = in response. to your earlier wuestion, I don't have
B povemetits®, and I guiess 3t shonld siy, "not 8wy Swn independent thebry of fraud.
§  atr¥ibibabie to fraud x:a_!.a_;ed: disglosures®, 8o it's 3 @ Yo the complaint, they plead them
10 gleax it contexf. 18 séyarataly, do you know that? ‘
11 BY MR. OWEN: 1 A I don™t Know £ that's true or ot trus,
12 @ So there axe a bunch of stock price ‘12 It woulda't have any signiffcance to me in any evest,
13 =novements thit were .significant mnder your regression. | 13 ¢ Okay. T don't need to show you. the thing.
14 amalysis’ that were not atiribitable to raid related |14 T .4ill Téprasent fo you that thefd ave thres
15 QisclGauzssy o s difgerent sections, sad each deal with reststemest,
is A Corzect. (1§ Teagy and predatbry lending. ) '
17 % 2nd that actoally leads into my mext 17 That deesn*t have any et;ac_'{: on your answer
19  question, which is, I want to talk about the alleged 18 to the prior question? i
19: frabd that yob dré analyzing iu this case. 39 A Eow the complaint is drafted, whather thape
29 I guess; firat, Z want. to 89K you is. L3 ft |20 are thrée sections, three differant sectiséns? MNe,
%L thres tHedriss of fraud or ome theory of fzaud in 21 that has B6 ralevance to ns,
22  your mind® ) 22 G And your réport analyzes the threa
23 A  I'm not. sure how to anywér that. I guess I |23 components pou Ealked about separately?
24  den't hive Independent Eh_eorie:, of Eraud. 4 A I'm tot sure I agree with that
Fage 59 Page 60
. 1 characterizatiop. 1 significance to me wnyway.
-3 @ Well, let's look @t {t. It says -- 2 Q  Well, T guess the question I have is, ia
3  starting on page six, Roman memezal LEI, "The 3 your mind, are the facts and ¢ircmstances. of the
4 zelationship betwesn plaintiffa* a'llq_gatidq’a afid 4 three different components, as you call them,
i 5 investofs' 15sses”™ -- and the next heading is 3, S interreisted or are they distingty
& "pPredatory Lending™, and theresftor vem talk abéut (B £ T guess my understanding is that the
7 predatory lending issues for seves pages before you 7 plaintiffs clain that théy acve gistinet — I'm SOLrY,
8 get to page 13 where it says, "B. Reaging”, and you B the plaintiffs claim they aze interrelatsd rather
S talk @bdut reaging for £ive or six pages; and then - 8  than ‘distinct, but I dan't have any independent-
10 you get to page 18, it says, "C. The Restatemsnir. 10 opinicn on tEEt one way ox tha other.
11 “That's what I mean when I say you analyzed |11 2 3nd yow would agree thet of il ‘components;
i2 them separately. .12 there: are distinct factual {ssues and aven dirferent
12 A Hgain, I'm not sure whether anything frem | 13 business units invalved?
14 for my p\_lrpnse_:l turng on whatever distinctiod you are | 1% A I guéss I undérstand that -the thres
15 trying to draw. 1§  different components invoive different aréas of
iw But in texms of the organization of the 16  Household's business, se that By definition thwire
11 repott, thesa arg .subsections Gndér ‘She. geperil 17 wold be some dlfferent factual issues involved,
18. heading. 18 Q@ Yow, one set 6f ismues relaving to one
13 S0 &vén a3 d semaftic matier, I'm not sura 13 componept could ba corzect and, then, ancther st of
‘20 it's completely accurate to describe them ag - as 20 iszunes relafing to the other combonent could be
21 distinet as opposed to differsnt aspects of the 41 false; znd.the falsity 6f tha second compinant
22  plainriffs® allegaticns. 22 wouldn't nécessarily have anything to do with the
23 But, again, tiie dtsfinction that: you are 23 first componenmt, right?
2% drawing deesn't have any pattiewlar econdmie 2 MR. BURRHOLZ:  Cbjection, form:
Pages 57 ta 60
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b3 A Yoiioean -~ T'm tict sire T uadersténd the | 1 But, again, I don't heve ghy -oplnidn on
2  guestion. But are you a_a)d_.'ng,is it pnsa;ﬂa!.e that 2  that one way orx the other.
3 'plaintiffs might be able t& prove some of thelr .3 @ And you didn't analyze any intarrelated
¢ aiiqg_a,ticnq but not other of theiz allegations? Is 94 qua',i:i.t_;ies_- of the three compinents?
5 ihat the quéstion? 5. A As Isaid, ip temms of my own analysis, I
€ BY. MR. OWEN: - B don't think anything turny oh this distinbtlen that
¥ £ WElY, that's part of my quéstion. it let 7 ¥60 aré trying to ask me wbout.
8 =me try agaim, ] Q@ I3 that a yes or xmo in terms of whether
¥ The merits of thé fhree compotients cénid 9 ¥4 enblyzed dny inter¥eYated aspect of the
10 rise or fall with respect ta ezch component 10 allegaticasy
i1 indepEndestly bf fhe othex deFpondnti i1 A I afimiyzéd what T ahalyred. Whéther yéu
1% 2 I don't ~~ thar's possibie, but T don't 12 went to call it interrelated ot not, T don's mow,
i3 have ‘an opinifn of that one wiy Or the other.. 13  because I don'f know what you are »- what the
13 O What is your understanding shout the 1i  distinction is thst yoy are trying to draw when I
15 plaiatiffas” fonbentich thit the tHree components are |15 keép siying 1t doesn't make any difference for
16  interrelated? 16 purposes of my analysis.
17 A That théy claim'thay are ihterselated. 17 Q okay. First, 1 wank to taik about the
1B 2 You heve no undecstanding of whether they [1BF reststement issud, T want to go back to the first
19  ==.or what those cYaimg &re, how they sce 1%  day of the class period, July 30, 1599 :
20 interrelated? 20 Youn gay on that: date, the stock price was
21 A Qther thap what I*ve said, Do, that the 21  inflated by 57.87.
22 plaintiffs alleged that ‘thexe i3 one fraud that has 22 Ietis assune the company iz Filing
23 ‘several different -~- three different component¥ to 23 firanecial gtatenents thet day. How in vour vigw
B4 gk 24 could Household have cleaned up its act
Page 63 Page 64
I qiaciosurgwise with: ragpect to tﬁ_e restatemant 1 the restatement, as I describe. in my --
2 thédry? 2 & Page 167
3 A Well, I'm aot swre § really onderstand that | 3 A. That's the discussioh. of the restitement
4 guesticn either, other than assiming that plaintisfsv 4 on pags 16. The restatémént refers to the accounting
_ $  allegaticns are corxect, thai there was impropes 5  treatment for the cwedit sird buginess, but beyvond.
# sccounting which led to the restatement, 6§ “that =-- beiause I've satd re_p'ea'tedl_}- I don't have any
7 If I understand your questiem correctly, 7 copipion as to whether the accounting waa casrect or
8 they could have lad correct accownting instgad of 8  incorrect, As. an ifidependent accounting ‘matter.
) imprépe: acepunting. L3 £ I uoderatang you don’t have any opinion aa
:J.G R Sc¢ the reghatement that they did 4n 2002, 10 to whether the accounting was incofiect ér correct.
1t theéy could have done thef on that diy, and that would |11 But in terms of the inflatden that. you
"',1'_2 have corrected the preblem with Tespect to the 12 identify on the first day of the clasé period, some
‘23 rea,t;tment theory that thé plaintiffs aré alleging 13 componénts of that inflation is fairly attributed to
14 and ‘aze you analyzing? 14 the glaim, right ox wrooy, that Housshold had
15 R, EiRKEOLE:  Ohjectien; form. 15  incorrect actounting on that day?
18 R f dido't reaily say that. I just said that | 16 A Thit's corfect.
17 &£ I dbderarvand iNe question correctly, what I said by) Q@ So if they had had correct acccunting on
18  was that to aveld am aliegation of Improper 1% that day, then. the. inflation theoratically would have
1% accovnting, yoi could hive had¢ proper acdounting. 15  béén gomething less.
20 It's agatn taykological, 20 AR Thakt's pight.
21 8Y MR, OWEN: 21 @ That'a what I mean hy how they could hawe:
22 Q ¥hit is the proper mccounting that they 22 cleanéd up thelr act. THat's what I'm talking about.
23  could have had? 23 Ler’s ook at the reage theory.
2t A I'm not an accounting expert. T know that |24 A Okdy.
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1 @ Going back -again to the fiwst day of the i " Explain to ms hew that prociss might play
2 class peziod, how could Eousébold have cleaced op tts | 2 out;
3 act with respect to-the reage theory disclosurewiser [ 3 MR. BURKHOLZ: Objection, form.
& X That's really the saps poim: Thers i5 1 A Again, it's hard £o ¥now bécanse {t'g
5 aliégaé.imgs in the case ,reg’ar_d'i:‘x\g i@:&gg; 5 trying to anticipate what could happan in thie futute.
§ disclosizey ctnckraing Hongehold's reiging practices. [ But if, for exampls, the svidifics at trial
7 And 23  just digcribed, part of ine 7 edther because of interin judicial rulings, €acticat
8 infiatiom from the beginning 6z the class périod is 8 decisions, admigsiona, whitever, segges: that the
%  attributeble to the-alleged impreper fisclosuies '8 alleged disclosure defects are differsnt from the
10 tegarding feaging. 10 analysis in my regort, fhat couid have an effect on
11 And’ you used the same ferm, hew could 11 the amoint &£ artificial inflation that gould be
12 Househ :1t:|'ha'.vé cleaned Op its act, which ¥s Dot the 12 taken iatd account either by me, or by & cburt, ox by
13 modt precise term ¥n the world, but ta. the extent 15 an ©pposing expert, of by the fact finder, depending
14 that it's conmected ta ths ‘analpsis £hat I performed, 14 om what t]}e relevant facta and cirbﬁxﬂsf-:ﬂ:cés" are,
15  there could have beon proper disclegure sbeut is @ What are the disclosire defects that. you
18 Household's zeaging practices on the fipse d’a“s; of the -16' analyied in your :épbrt with réspect to ths reage
17 ‘¢lads period. 17 dssuer
i £ Do you ‘have ¥p know, in ozdsf to do your 18 A I attempted to qn-a_ntify the amoundt of
15  abialysaly, what plaintiffs are €liimfng the LimpEoper 13 artificial inflaflon akteibutable to the Teaging
20 or the proper disclosures dxe? 20 igsue in thiy particular part of my report.
21 A Mo, although I guesa I would say that the |21 So hypothetically if the evidence with
22  analysis of my caloulation of artificizl inflaticn 22,  reppect té the reaging ifsue chinged, or if theérs
‘23 Gould be adjusted By either mg or a fact finder, 23, wire no reaging fssuve, or if the reaging issue were
‘24 depending.on what the edidence at trial shows. 24  somehow @ifferent than “hat I -andlyzed in.my r'gpoft.—
Page 67 Page 68
1  that that could be taken into acceunt &t a subsequent 1 mire specific than the words “disclosurs defecks”
2 poing in timé.. % when talking about the reage issue, snd what's
3 ¢ The thing I'm trying to 's_mdex.itaé&‘ i3, you | 3  inciuded within that heading?
4  talk about the redgifiy issue and disclosurs géfects 4 MR. BURFHDLZ: (bjection, foxm.
i § with respect to the reaging fasue that you anglyzed 5- A Well, I think wy repbit goes into some
6  in your Teptrt. & ‘detall ax to what ny unhderstanding of those
1 T want to knew whet those disciosure T  disclosure defects are.
¥ defects ave that you ate analyzidg. B I'm just -~ a5 I saiad throvghout -- ngt
] ¥R. BURKAOLE: tbjection, form. 8 expressing an opinion as To whether or ngt An fact
10 A T thin¥X 1'va answéred thats inproper 1D thete bere disclosure defects.
11 disclosures relating to Household's reaging. 11 BY. MR, OWEN:
12 pxactices. 12 Q I pnderstand =
13 I've Liied to muantify ¢he effect in temms |13 A  oOn this fs=us or any other issue.
14, ° of the amount of artificial inflation canzéd by 14 Q Putting asi{de the question of whether thets
15" jmpfoper disclogures, vhat I's assuming were fmproper |15 vere dafects or there sersn't defacts with respect to
ig disclosyres relating. £y Eovsehold's-redging 16 the defects yob are Ealking about, the alleged’
17 practices. 17 defects, let’s look at your report, and I ask you to
13 And’as I have said numerons times now, if 18 show me i these tlives dnd a balf pages where you
13 the situation betweer thé time that T wrote this 19 identify-the partfcular disclosure defects that you
20  report and trial changes in some way, my amalysis 20 ‘are analyzing.
21  coild be adfusted by me oF semebody blse to take 21 4  Theze iz 2 series of paragraphs discussing
2y those d¢iffsrances into account. 22 a belief on The part of imrket participants that
23, BY MR, OWEN: 23  Bolsehnld.dig not 'fairly describe its financial
2¢ 0 But ditting herd téday, you cant be any 24 sithation, particularly its loss rabe on sibprice
Pages 65 to 68
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e Page 81: v Page ‘82

1 disclosuves wers, why the disclosurda wiie Sonsidered 1 EHonsehold’s prédatory lending vractices.

2 by me to Yg fraud related, what their effect was on 2 & We have £alked sbeut practices im the

3 oy caleukations of inflation, it'a all descidbed in 3 contéxt of Bousshold's Business.

i my repork, 4 Did you understend the ‘term “pradatory

5 I'm happy o answer ‘any gquestions about any | § lending® €& inclvde dny products éapara‘t’é,. and apart.

6 pafticulat disclosure, but that's the geceral & from the methods hy which those. preducts were sold?

7 methodology that I followed. 7 A I don't tAisk I have 4n ‘inderstandidy on
- & § #o yoil didnit have to kiow whit people. B thit oae way 9f the othar.

, 9 meant vhen they 3aid “predatory Lending” t& do your 5 @ So'you'dont know?
10 andlysis? . . 1o % Well, you asked do T have an understanding
i1 . A Ilej,i', you know, that-goes a 1ittie bit tgs [I11  of 1t. T den'€. I didn't form an understanding ons
‘1z fa¥. T think 1 safd I aidat need o know whether 12 iy .of ancther on that guestipm.
i3 everybody subfectively thought exagtly the same FES Q.  And & yoi sald hefore, you don't have any
14  thing. ‘11 particilafized expertise with respect to any of these
15 _ Put the &:i_aélpg}_;f'e;s thmel‘vea refar to 13 concepta? Just re_'u\_i‘ifq 2nalyste" ?‘Pdﬁt,?zf,lA R
15  what people mesnt when: they refst té predatory is MR 'mniz: Objection, fornm.
17 isnding in terme of, as I gaid, charging execesgive a1 X % don't ¢laim to have any paprielaz
18  fees, providing inaccunrate’ disclodures, induciag 18 expertise as to whether ox nat Household's lending
18  bomeowners to enter inta inappropriate transactions 19 practices conformed with appliceble lagal and
20 -~ all these diffevant disclesires that T refer to 20 regqulatory reduiresients,
2% just don’t use the tesm "predatory lending” in the: 21 I dido"t moke any indeperdent dutérmingtion
22 ahstract. = 22 of that issue. I don't hava any particuliy expértiss
3. They describa what the factual context is 23 on that issue.
24 for their particwiar cenciuaisons with respest to (24 BY MR, OHEN: ’

Page 83/ Page B4

1 Q Doex your opinion assiime that Eouséhoid wds | 1 £t noty
. 2 doing predatory lending things duzing the clams z A  Cotrect.

3 pertod? 3 Q  Ang that inflation presumably relstes to a

3 HR. BURKEOLZ:  Objecticam, form. 4 state’ of affairs that axists oh that fir¥t day of the.

5 A Well, if what you mean By "predatory 5 elass périod, corrdot?

6 lendinb thirgs™ -- again, ot the most ciearly & A That tip assuming exiyts on the fissty day

T ,def'..;m_ed term in the world -- 7 of the clasa peried, correct. .

g BY MR. OWEN: ] @  And have you no opinion abiowyt whether or
) @ 1 agree with thak, 8: not it exists the day befoze the class pericd or not?
.10 A That oy opinion aasiiés that Household's 1i0: A Ra T aaid, I don't have an opinion whethex
11 disclosures with xespect to its.lgnding practices. 11 4t exirts on any day during the class period. other
12 were deficient in £hé sensé that Houkehold did not 120 than ==
13 provide fzll disclosure of the extent to which it way |13 Q Tair enongh --

14 invelved iu predatory lending, and the Farious 14 A -- than what I've already stated. I don't
15 practices fhat market pacticipants concluded 15 hive an opinten as to the dceurasy of Househoid's
16 constititéd predatory lending which dould have 16  disclosures in the abstract other than in the way
17 poasible adverse legs) consequences and adverse 17  that I'veé already stated.
18  conzéguencées for the velue of Hoosehold stock. 18 €@ Okay. Well; you said you assumed that it
19 Q Would -that condiiion alzt exist in the time 19 exists on the fiist day of the class pericd?
20 Yeforé the clads period started?” |20 A I assumed thakt theze wers disclognre
2% A I guess I don't have an opinfon on that ome |31 defects on the £i¥st diy of the claas perkod, without
22 wuay or the cthez. 22  having an cpinden zbout whether there werxe or there
23 ¢ Well, your inflntion amaiysis shows 7.37 &£ 123  swére mot.
24 inflition on the F{¥wk diy of the class paéfsd, does [ 24 @ 3nd those disclosures on the first day: ot
Pages Bl to 84
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Page 85 Page 86

1 the &lass period would presunzbly relaté to 1 with this group of Multf-state Attormeys Genrral.

2 cizcumstances that uis_ted Prior to the class peripd, 2 Looking again af the first day of the clans-

3 #hd practicées. ind products thar were bBeiig sold at 3. peflod, is that a distlosure defect that existed in

4 that time? 4 yoiur mind as &f vhay dete?

s ‘A Again; thet's posiibie, but I don't have an| ¥ & 1" not sure I understand the guestion.

6 opinipn on that sne way or tl:e sther, & Obvicusly, the sstblesint Stwelf is hot i diselomue
-7 9 Pssume yome of the pragtices that we age 7 defect becanse 4t hadn't ogcurzed on the first day of

§  talking about ad within the mesning of predatory 8  the ¢lass pericd,

9 'lendling"ﬁ'éfe' dfsclosed to the pubiic, But wezs 5. @ I'm not reajly talking about the settlement
‘~10 pevertheleay ‘crificized as preditory lehding by 10 jtaelf. T gikss ft's. the possibitity of that futurwe
21 activis¥s 5% bthera. 11 _‘sej_:tienmg.t, )

12 Would that affect your inflation analjpaise |12 ¥R. BURKEOLEZ:  Objection, form.

i13 A My anaiysis assumes that there were 13 B¥ MR OWEN:

.,1__(' disclosure ‘defects. So L.guess my answér to your IR ¢ Well, et mw Iy again. Is it a part. of

A8 queStion woild be magbe. It just would dependcn the |15  plalatiffs’ clafu bere st all, as you understand it;

16  relgvant facts and cipcumstances.. 16 that Housenold should have dliclosed that ‘they would

17 Q0 What would Bé the fints ang circumstances |17  settle with i:l::a"l!ui'{:i—:{'ta.te group of At'torne;;_

"5175 you would want to know? 18 Gemeral?

13 A Whether or not whatévér disclomnres you ara | 19 MR. BURKHOLL!  Same uhé«:tion, form:

20 spsuming in your auestion constituted full disciesuse )20 2 You know, I guess I don't have an opinien

21  or elimingting the pdssibility of any disciosire 21 on that question one vay or the other; excapt to the

22 defects. 3% extent that I undarstand plaintiffs’ clsin to be that

23 Q- One of the things ‘that's at issns in this 23 Household falled to disciose details of its lending

24 case is the settlement that Eousshold entered into ‘24 practices which Bltimately resulted in a. siximy of
Page BY Page 88

1 lega} and repulatory repercussicns which advérsely . 1 have said to cofréct thée discloaire defects on Ebe

2 affected the value of Household secorities during the ] Tixst day of the class'period with respect to the

3 class periods 3 ‘pregdatory lending iasue, you donft have ANy Answér?

4 BY MR. CWEN: 4 A Other than what I've paid, cosrect. I

5: @ Would Household in making. this hypethetical | 5 don't congidesr myself a disclosupe ezpect, and I haye

6 gssclosure on the first day of the class period have 6 not. attémpted ‘to ereata model disclosures.

7 had to aceuse Ltself of illegal miscenduct to correct 7 But in order ta elinmfsade the inflation

e the disclosbire defects that you diScissz in- yénax . B that my analysis .Shows on the firat day of the class

3 report? 3 period, it would be necessary for thére fo be an
10 A I don't Fealiy have an opiniod dn what 10 gbkence of any distlisurs defecta with ‘reapect to
il Houschold'would have kad to havé disclosed to be in 11  this particular. fssue and the other Tssies addidsged
12 compliance with .al) applicable disclosnre 12 samy -ir:'e?érf:-

13  féquirements on ‘the. first day of the class period) 13 @ And T guess at trial, it will be
14 o You id'zqté'r.'fy inflation oh that day thougn? |14 plaintfffs’ buriten o, establish that thasze defecta
15 A T do, that's corrack. 15 existedr
6 Q  2nd you den't have an opindon abeut How it |16 MR. BURKHOLZ: Objectiom, form,
17 could have eliminatéd tHak infiativn on the first day [17 A Again; IT'm not sure who would have what
18 of the class paripd? if  burden, bt cartainly there would have to be an
18 & T have the opinion that I shated eirises; 13 agdjudfcation that therm were disclogure defects for
20 by having disclosures on that day and subsequest days |20 iy analysis to be aeaningful.
21 whiéh eliminated: the allaged disclosure defects with |31 BY HR. OWEN:
22 respect to ity lending practices. ' 2z @ Are you offefing any opinion regarding
23 QR LEt me just ssy. this as cieardy a5 I can. [23  gofenteér?
Z4  In response to-the wuestion, what sheild ‘Hotsehold: 24 A No, I'a not.
Pages 85 to. 88
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Page 117 Page 118§
|1 sfgnificance wiich wouldn't do, fn iy eveat, becauss | 1 AFTERNOON SESSION
: 2 it's not an dres of sxpert sconomic analysis. 2 [12:48 p.m.}
3 MR, OWEN: Sinee we have five mitntes left oz | 3
4 thé tape, 1ét"s take a break. 'S THE VIDEOGRAPEER:; This marks .the beginning
s TEE VIDEGGRAPEER: This marks the concluiién 5 of tape thrved in the deposition of Diniel Fischel.
§ 52 tape two in the depositibn of Daniel Fischel. 6 ‘Going ‘pn ‘the redord, the time is now
i Golnig off the Thcord, e time 15 how T 12:48 pi. Pledse Proceed.
8 12:1% pom. B DANIEL, R. FISCHEL,
3 (#hersdpon, at 12:11 p.&., the 9  the witness at the ime of recess, having peen
13 deposition wag. necessed, to 10, previcusly dily swomn, was exemined ‘and testified
1a regume at 12i45 .ﬁ.m-. ¢ this: same | 11 forther an Tollowss:
12 day.) i3 EMDST!{ continued)
13 i3 By wR. owess
14 14 Q  Tura Back to your rebuttal repork at.
15 1S  page 27.
18 1€ B c_;i;:.a;r.
u ' 17 @ Farageiph 36, it says, *Plaintiffs olatw
18 18 that the afleged cxitssions were }_.nlfl'ationa;y events
18 |15 because thiey prevented the'price from falling to fta
‘20 :29" true; uninflated value: Under thia theory, the
22 21 compeny's’ $L6CK, price did npt have to increadse upon
22 : Z2  defendants allegediy false statements in qrder to
23 23 becomé inflatedT.
24 ‘_2-1( Do you see that?
Page 119 Page 120
L A 1do. i § f don't need you to angwer with respect to
-4 q Okay. I guesa my first guestion is, how do| 2 the confents of what they gaid. But what I wank to
3 you kuow thst the plaintiffs are clafming that¥ 3 Jmow iy, did thia come from sometling that somebody
4 K That's my ﬁndératandmg of the claim. 4 told: youw
E Q. Does it say it in the complaint, -or did s ¥h, BURRHOLE:  Same cbjection.
§  somehody tell ‘yob that they are Glaiming that? - B % A I'm not sure I can: say With any greatiér
7T A T dom't ;;e_ca;lél what :the complaint says, Ra| 7. degrae of specificity.
& I said, that's JUSE my udderstandinig bf what they abe 9 17ve been working on this case & long time,
9  claiming. | 9 and in ail of my diseussions with people at Lexecon,
p1:} £ But you don't recall any place in the T:I.O particulsrly x:j.-k_a Keable, we have besn Lp:ncee‘&.j.nq.
11 c'on';gla’i.xit where it says that? 11  ooder the assuption, I would say Seméwhat confirmad
12 A I don't recall one way or the other. 12 by our stock-market annlysis, that the allegations
15 @ Do you recazll anypody ex';_:nlalhing that 13 with tespect to the beginning of tha ciass period
14 theory to you? :u we_;;_e in the pature of alleged omissions.
158 MR. BURKEOLZ: Objection. Yo Aré getting 15 BY ME. OHEE:
16 into an atea that's -- my andesstanding is, pursvant |1é @  Why does the fact that the allegations at
17 to stipulaticn, you aie mob Allowed to gef iots 17 the Beginning OF tiif periéd being caissicns <~ I'm
18  communicaticons with counsel, 18 30rry, let me say thar again.
18 ME. CWEN: well, you know, I think the 19 Why dées thé fact that the allegations at
200 stipulation generally covers communicazions with 20 the beginning of the class period relate fo aileged
21 counsel; but in thHii case, the question 15 How he 21 omissidds watter in terms of thiw portisi 6f yout
2% formed & belief with: xespect £o a statement that. it 22 Zeport; those two sentences I just read?
23  says in hid képort. 23 A Well, this if in the context of a
24 BY ¥R. OWEN: 24 disenssion, Y think, motivated by a conment by the
Pages 117 to 120
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i (SRR Page. 121 o i, & Vil e ?’ai_ge 122
1 Court 4s to the proper hae of rsgression axalysis. I talking about the event stodies.
2 And the perpose of the statement; as 43 2 A ‘Both are evemt studfes,
3  clear from the context ss well as the footnote, i fo. | 3 G akay. ¥Fair peint. The Gvent stady witn
| 4 Bake cledr ihat thera can be sitoatiléns ers there 4  spesific discissore. ' R
5 is ne sf;sn:_k price reaction to particutar disclosures 5 A santificaticon of specifie disclusvres,
€ Dbuf, neverthelssa, theé partifilar dizciosites can be § L Th'hea.
7 responsible for creating inflaticn in the price of 7 A Now; turning back te your geestion, I guesa
. 8 th# stock In tems of a divergence betwesn prics and B dtis s combination of my nderstanding ot the thrust
9 frue n_j,,;e-__ g of the plaintiffs Slainm at the begiwning of Fhe class
10 THat!s what's explitied in thia parfleufac |10  period belig based on caissfons, and the findings of
11  paragraph angd surrounding. paragraphs. 11 oux ‘stalysis of relsvant stoSk price movements ia
12 0 Okay. Now, in your inflavden éhazi, yeu (12, relstion te particuiar disclasures.
13 Bave 7.87 in fnflakion. fram July 30 ail the way i3 T would Say the afalysis of iaflation as
14 throigh to Movexber 15 «- Iim sorry ~— weil, lat me 14 obpesed to thid.scra thearstical diyecussion in this
15 start agads, 15 p:_z-tich.‘i,gr_ paragraph -~ not just an a¥simption, it'sa
18 1In yous $nflation chark, ¥Oou have §7.97 in |26 alse based on our Analysis pérormed under my
17  inflation on July 30, }.ssé_{,';anci ‘the same-7.97 all the |17 direction of stpek price reactions ‘ta partiéulss
18 way through to Nevemher 15th, 2001. 18 dlsclésires.
18 Is it your assungfion: that the plainkifea? }id G Let ne go back To —- with respect to one
20.  claims duriny that period relate only to fmisaions? 20 Part of ypur Ansier.
21 A4 rirst, just By way oF making suzs there ia 21 Am I to Tnderstand from yopr statements
22 5o misunderstanding, as you knew, I have diffarent 22 that this two-sentence Drsssde that T 4uit read is
23 inflation’ charts, and I'm just following procedhre —- |2§ not accurate with respect to the lsakage anzlysis, ar
2§ Q Eiigh& =~ a3 I said before, we are ohnly %4  doesn't apply tb the lsakage snalysis?
Page 123 . Page 124
1 A I think you are asking about’ severay 1. price movement from'an emissien,
| 2 differenk things lsimnltaneousiy.; 2 Therefore, you cai make conclusiohs abiott
3 Fizrak, you are aaking me about this 3 what was heppening in the £tedk izrzespactive of -any:
1 ‘persgreph uhich deals with ihe proper scope ~- proper actuel price changes?
5 use and interpretation of regression ahalysis, and 5 A T wonld say ndt exactiy. Hhether &
6 the implicaticn of that discusaiod of regrasiisn € atitenéut that's alleged tw be an emission Tesults i
7 enalysis for the fack as discussed in the next 7  a price reaction depends.on -- Of causes i priés
8 sentence that I glidn"t find any atatisticd)ly 8 ‘teactlon depends on the facts and circumstances of
4  esignificast price incresses that resnifed in 5  that particular statement.
10 dnfiation frai the beginning of the pe‘rﬁ.oﬁ-,_ and i¢ What's Smid Kere is that the =bsence of a
‘it threugh Nevember. 15th, 2061, 11  price resction does not négite bhs possibility thit
12 56 I would say that's ohe set of tssies. 12 the statément in hevertheless a material anission
13 And then a second set of lssmes §8 what 13 depepdisg om, agaim, what the felevant facts aid
‘14 actually I-did for -- wWith respect to &y adatysis of |14 circamstacrss are.
15  quantdfying inflation using —- or taking into scoount | i5 @ You call this "plaintiffs claim® apd, them,.
16 Ieakage where the ekisténce of statistically 16 say *uiider thiz thaary~.
17 significint price movements aze part of the ‘analysis, |17 How, is this somethifig thit you aszume to
18 bt only pact of the analysis, which I s detcribe |18 Be tiue for the purpsses 6f yai opinton?
19 {n-‘more detail if you want. to -ask me about 1%. ia A Not really. T coild Justias easily -~ this
20 @ I want to ledve léak¥age to ths §ide For the :20 again is a discussiod of Cie proper interpretation .of
21  npomént. 21 regression analysis. That's the purpose of it.
22 Let me. gée if I uiadexstand H?t\'at, you are 22 I£'1I nake thé opposite asgumption, not for
23 saying is, because what the plaintiffs are alleging 23 purposes of fllustrating the linits of regression )
24 ard emissicns, you weildn't éxpect td see a stédk 24 phalysis, bt 02 T make the opposite assuwption that
- Pages 121 to 124
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Page 125 Page 126
T1 plidneires elais paFticular statebents are 1 tmder this theosy thet, "rhe company stock price dld
2 nisrepresentations’ ay-opposed to omiassions, and there | ¥ ot Beye to increass upon defendants ‘Ellegedly false
3 is no statistically sigmificant piice reactizh to 3 statémedts {e.g., quarterly financial resiltsy -in
4 them, putting the leakage theory to ome sids, I womld | 4 order to become inflateds,
. 5 st coiglude thit thbse atdfementd bodld not He the | 5 A Rgadn, thfs &5 a statement about the-limits
" & Dbamis of a patg;iai_;miqrg‘pxe“aé.ufa‘tiﬁon which would be § of ‘regression analysis.
7 included in my guantificatisn of apecific k3 ‘What I would say i that a disclosure which
g disciosures, becanse there iz no statistically & contaips s omission can. create. inflation éven §f
§  significant price réacticn ds A result. $  there is do-price resction to it.
1 S0 nothing really, for my purposss, turné |10 ThAt's the pirpose of the -~ that’s the.
11 i whether thése statemsntd ace conslderea to be 11 ‘frpésa of the sentence, and that's really the ealy
'12 omissions ‘or misreprésentations, 12 purpbse.
Fa3 Buk ¥6r Hurpoues of wnderstanding 13 B0t wits respect ko my actual
"-:_lit regrassion analysis, it's igportant — or. the Iimits: 14  quantification of inflation focused sdlely on
.'15 of rEgression ‘analysis, it's inportant. to undehstand 15 disclosures as opposed to the ieaksge theory, the
:iﬁ that distinction: ’ ‘16  only thing T took into account were stabements thag:
17 @ Db you ses Whesé it hays, "E.g., quarterly |17  bad a seevisticatly sionificant peics resciien i
{38  financial results®, -after the wosds, "allegedly faise | 38 Tesponaes
19  statemenra”? 13 Hothing turns on whether oz not- the
20 A I de, 20 statements are characterized as omissions op
21 Q@ I edy sfatement made firidg the tlass 22 misteprésentations.
2%  péxied an 1§§iag;np§ry event on ‘thiz theory? 22 @ Bot thet's the word that you used --
23 A on what theoky? 23 *omissiods®.
|24 Q@ This theory that we are nalking abomt, 24 2 For purposes of understanding what the
Page 127 Page 128
1 timivy of regression analysis are, and shiy it'a - 1 inflation that rasulted, 2nd how thst inflation
2 ‘Posgiblé that Inflation conid . exisr at. the begivining 2 yaried pver time a3 different disclésures ocewrred,
3 of the clasy pexiod, even if there are no disgloanrey 3 which .pither ircresjed br decressed inflaties during
4 at the beginning of the class peTiod that hive a 4 the class perisd.
5. statistieally sigriificant price reaction asgociated & @ You sald 21l public atatements from the
' 6 with them. ' & begluntag af the class perfod.
T "@  bBo you have an understanding of what the g Is that the case no matter what the subjest
. 8 allegediy false statamente are? e Of the statement was?.
L MR. BORKHOLZ: Objection, form. B X ‘Yo, public stazements in the mature of
1 BY ¥R, ‘OWES: 18  guarterly findcial stifements. So 18-0ts, 1M-Eis,
11 @ Whew you ndy, "for exampls, guarterly 11 ‘s-K's, i¥ there were any; public disclosures that
12 financial reauits®, I guess that's cme of them, 12 dealt with the subjdct matfers of the alléged
13 right? 12 £alsehoods:
'2‘\4" A _'F!t_all'{ ﬂxaj_:"_s a category of _fa'I‘_s_e ra I there is a public disclosiire that
15 statemests, corcict — allegedly falge statemehty.: 15 X¥Z wa¥ just promoted to a vice. president; I wasa't
18 @ Okay. Are there any other: tategorien .of 1§ ipcluding thit in my categozy.
¥ allegedly false ‘stitements that yon aze awirs 6F7 o Q' So thoss axe not elleged to be false
18 A My understanding s that the plaintifis 18 statements imless we are talking sbout quartesly
";-9_ allege that all piubiie statéments from the begizning 19  finzncial resnlta?
20 of the cigs¥ period contained materis} noadiyclosuras | 36 MR, BUAKHOLZT  Objection, form.
21 relsting to the thrée different aveis rhat I discuss | 21 BY MR. OWEN: .
22 in my report: 22 @ Or thipgs on the list that vou just gave
23 And what I've attémpted to do Ya, based od |23 me?
. that assemption, attempt to qpanti:fy the "amount: of 24 B X'm not making the allegatisns, sa —— I'm
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1 i -~ T - "—_\J. T -.’b‘__ - 7-7‘.- . —
Page 123 TR " Page 130
1 just giving you my undebstandivg of what the. 't at the very least?
2  allegations are. 2 B I'm oot essure $hat's tive. Adsin, f'm naf,
3 Q@ oOray. That's important, Decause you are 3 rthe: on¢ making the allegations, buf T couwld imagine
4  the one whois quan:ify‘i_ﬁq the effects of thoss P thera contd Yea allegations aboie ;aizti-:\ifai.
5 allegaticns. 5 disclosures that don'f report actusl financial
13 A Is that a guedtion? 6  results.
7 0 Well, d¥ it act dmportdnt for you to 7 . 0 2nd you don't imow whether plaiutiffs are
8  understand what ‘the allegationy are accurately 1f gon | 8 .clainfnyg thoms or nee?
3  are going to put fbrtd an cpinion about what the 9 , MR. HURKEOLZ: Gbjectien, form.
" e effects of those allegaticns may have béen? 10 R You know, &8 I sit here, I:dof‘t recall
i1 K I.veuld zay it is Impobtant fof @y aralysis {11  exactly what plaintiZ?#s' ailegations aze wifh respect
::_L'z‘ to understand thax the plaintiffs 21lege that there 12 to every singie digelésure that Housshold made during
13 were discldsure defects If the thies areak that I i3'  the clzss péried.
13 discuss in my report dstingback to the begiiring of 14 BY MR. OREN:
13 the elass pexiod ¥ @ met!slook ab tie Auguet 16tk date, 1583,
16 ¢ Ang the disclosure defects, as you 1§  when they ta.'["ease: quartexly finapcial -Fesulis,.
. 17 understand’ them, relite to gquarterly fininstal 17 A Okay.
18 résuits, 10-K's, I0-Q's, §-K's; and anything else? 19 2  Woild the allsgedly false statempits for
13 A I only 4sa those as $lldstrative. I 19  that — applicable to thal particuiac quackerly
20 haven't gttemﬁhe_d' o == to tt_i'entffy every gingle 20 statement be ths same for the anpoivdcement of the
71 disclosure that the plaintiffa allage to be false and [ 21 results that Eodk ‘place on Juty S3ndr
22  misYeading effher becajse of a misrepresentation, or |22 MR. BURKEOLZ: Objectlen, Zorm.
23  omission, .or both,. 23 A I think for purposes of my analysis, I°
24 G But they had to relafe to finshclal results [24  think it is fair to say that to the extent that I'we
Page 131/ Page 132
1 todsluded that the artiﬂqﬁ.ai inflation on July L’:_i'Oth T second quarter 99 results on sese day other ‘than
2  and Angust 16th was identical, snd theé basis —— ny 2  the 16th, =ay the 15th. wWould that have any impact
3 understanding of the bagis for that co_rfc_iusﬁ.nu with 3 om your inflatlon chawt in your report?
& respect to July 30th i3 thie cofipany*s disclogirs om 1 X Which-inflation charty
5  Tuly 22nd, that I -guess T would agree that the amount 5. Q The spa_er_:if.,{g,d".tscinsu:'e; chart.
& of inflatiom that I've caleulatsd on: #hode tuo days § A No, it would het. It wobld ofi the other
T da the same with the very important caveat of what T 7 ome, but not = £t would on the lezkXage model, but
8  described at length before iunch, that in order to %  not the quantification based om spéelfic discldéshres.
9 Rkave inflaticom, you have to have a bagis to recover. -] @ The last two words of that senteace says
10 BY NR. OWEW: 10 "in order to became fnflatad*,
11 0  But putting aside the basis ta Tecover,. the | i1 And' T think we understand that'on all of
12 falsity would be: the 3anme as to the announcement 'of 12, the days Wi are talking about hdre 4t the beginuing
‘i3 resulta op the 22nd of July and .a zeperting of the 13 of the class period,; the isFration stays exactly the
I4 zebdnlts on Auguat 16thy 14  same,
15 MR. BURKHOLZ: Objection, formi 15 In what schse --
16 K I vould say hased on my analysiys, the 1 A 1'm sorry, on all —-
17 tmpact of a hypothetical disclosure or sérigs. of 11 @ Fell, from July 30 to August 17, the day
18 discloguzes on those twe dates would be the same. 18 ait_er the first announcezent, the inflation is the
13 But there 1s the imporramt caveat that I'm |19  same on Each day? .
20 not going to repeaf again, 20 A  Correct.
.21 BY MR. OWEN: 23. @ I want o understand inw the sensa that you
22 o i‘hat. was the caveat in wy guestion. I 22 use the words "to. beeonme iaflated™, how the stock
23 accept it, that that'a your gosition. 23 price is becoaing inﬂ._ntg_:i on any of thoss days?
Y| Assyme that Eousehold had disclosed its 24 A ensok 1ves explaided that st Isngth, a3 &
Pages 129 to: 132
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! t HEE "-". !_E b g T sVt S A . Py
, “Pédge 145 T e © Page 146
1 50, in: sciie seriss, the fnothnote ftself Isa | 1 R Do yoii want mé té.coimb them or s this
2 little bt underseated in tegme of what waz dome; as 2 just snother —
3 is clear ffom logkivg at my original report. 3 Q0 No, I believm tha¥'s correct. Dobés that
i “The event study alse crmtaiml 2 comment 4 sound wrong to yes? )
5  columm at the last colum of the event study which 5 A I don't know if {t's Zight oz wrong. It
6 epables me fo losk at what Fappened on a particular : 6 sounds }ike amofher Doctor Bajaj concluglen.
7 day, not just the stock price reastion, using the 7 Tt might be Tight, It dight be wrotg. 1
& particular model that is being used hers tg generate ¥ don’t Xmow: I¥ you wamt to Ynow -~ it's easy to
] pradicted retdrns, but also what il in the comment ¥ counf.
10 coliimh, and if there i3 any relatfonship beiween the |10 Ton just look at the mmber of threse-star
it comment column and the stock price movement én that 11 days, so mdibe T W11l Just db Ehat - o, two,
12 day. A7 three; four, #ive; .aix, sevem, eight, nins, i0. 11,
13 ‘§o we really examined savery aingle day i3 12, 13, 14, 15, 16, 17, 1B, 18, 26
1% during the éntire clasa perisd, and selected, zeally, |14 T-domi't kmow., It logks o me Llike thare iy
(15 14 days uhere there was 3 statistically jiguifteant {15 @ lot more. e
16 .réaction to a particilar disclosure related o the 18 @ okay, T agree with you, I think we ace
17 plaintiffs’ allegations in ways that are described at |17  really talking absub apples and’ cranges hewe.
12  length in the repért for purposes of my- ¥irsk method | 18 But there is more than the 14 days you
'i8  of quantifying Inslation, 19 settInd on? )
: 20 4 FWow, as I understand i, the event atudy, 20 A corract --
21 the thing we are lnoking at cight now, identifies 21 Q Ultimately. So thers. Is more things going
22 22 days whan the stock price changed in = way thet's |22 A with regpect o Housekeld than just the things
23 significant undey the sta:nda:d £hat you applied, 23 tha® are related to plaintiffs' allégationd here in
24 riguts 24 tems of spuﬁtsti’cal-i:_y significant prite movements?
Page 147] Page 148
1 A cCorzect, that's certainly tinme:. Thitr's 1 zove. Y4 have actuaily an antfeipated direction of
‘2 righe. 2 movement?
3 ¢ And Among this list of the signlficant 3 & Correct, i you ars using a l-tail test.
4 days, you g::!_a%;'ze& :_H"i@t happaned on: thgag;?..dags, and A L f Now, of the 14 ‘days that yob plcked, i3 of
5 winnewed theé Yist of significant days doim to 147 5 then wounld mest ‘the. S-tail test fhat you £alk about
& A ‘Again, the svent study analyzes what § in your report, isn't that correct?
7  happened on every day. For purposas of ny First 1 A& I Have £o look. It*s possibla, but: ¥ have
8 methad of gquantifying inflation, T chose 14 dates, g 0 look.
$  correct. g Just as ‘a shorthand, if I look ak Exhibit G
10 @ I want to ask you 2 guestion about what i0  of my rebuftal report, which is my reyression
1':l: your expsctations were when you lovked at gome of 11  analysis with the inclusion of the additional
12 these datea. 12 independent variable: that Dector Bajaj indiested
13 The i-tail test that you talked abont 13 should be used, it looks li¥e all 14 would meet the
14 anticipates & parftfculds kind of movement in one 14 test of statia‘t_ma'i significance under either the
¥S  gizection? 15  Y-fall or 2-tail test.
16 A That's correct. is 9  okay. Hut Jooking et your original repert,
17 R Uslag that test, ddes that meah that you 17 9nd footnote 16 on page 20, At the very bottom, it
18 expacted certain kinds of reabtibud to the eveuts 18  says, "The residual return on August 147, turning eo
15 that .you are teating agdinst? 18" theé né¥t-page, *2002, the daté the restaténest was
20 A 1 wénld .say that using that test of 20 annownced, was minns 2.8 percent, and the t-statishic
2@ stamistical significanne, you have a hiypothésis of 21 wag 1,777, To yon see that?
22 which direction stocks are golag to move in responpe | 22 A I do.
33 to s particular discisenze. 23 0 ¥ow, that £istaristic: does ok mest the
24 Q. Soyed aFé not Hgrioztit as to fow it might {28 2-tail test?
Pages 145 to 148
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Page 149 Page 150
‘1 A That's correct, at Ieast ak the five 1 significant days here.
#  percest level of ¥ignificasce. -2z Ts it £air to say that just bacause a_stock
F @ #ad T believe that's the only date amesy -3 price changes significantly sfter Accounting for
A all the dates discussed. in your original repert which 4 market isdustry factors, that does not mean that that
5 dose not.meer the 2-tai¥ fesuy 5  stock price chabie ik relatsd to.an alleged fraiid?
§ A Of 21} the datés discudied where T said 5 A It certainly does not necessarily mean
T that there was 2 statistically significant —- ‘¥ that, that's correct.
8 0 Right, of the T4 days. 8 © Eypethetically spemking, wint are scme
1 A  rPrice reaction. That Tooks right. 3 pxamples of declines that would not, be attributable
16 © That's the only date amomg the 14 that 1 t6 & ldin oF frand in this matberd
11 relates in afy wiy to the restatement, correct? 11 A Any negative event wWhich cayses a
13 A Cobrzect, 3z stavistically siffiificint price decline where there
13 2 56 if you only epplied the Z-tail test; the {13 s no claii that the negative evént shonld have bess
14 agnostic test in you® original TeEpodt, yeuw wWouldnt'y 14 discloded at dn earlier point in time, aod a}l of the
15  have found auy statistizally significant dages 15  Yegal requiremsnts tg suppdrt thit claim was
16 relating to the restatement? 16 satilsfied,
19 A If 1iuséd @ 2-Gall test st a five percent |17 T showld ay s I snid thet a Little Bt
18 level of significince, that's torrect, 18  Haciwards. Let me say that sgain.
19 Bit I wouldn't consider that the: 15 Eny pegative event which causes &
20 appropriate thing to do. . 20 statisticelly significant price decline where there
21 . Bot if I bad done &, that's what T would |Z1  is mo allmgation that the pegative event should have
22 have concluded. 22 bpeen diselosed at an earliar point inm time.
. 23 Q That's \i;hat';a_'d'\i‘ démbnstiated with your 23 @ and that was in fact the conclusion yeu
24 évent study hers and the Ilong Iist of statistically 24  resched for w1l of the days ou thim Iist that dignlf
Page 151 Page 152
I  eng mp in the 14 that ypi picked? I to s pirbticular néw plece of information.
2 A Correct. 2 & I woildn’t use the word "anticipatés*. I
3 0 Tt's also possible that two dlffsvant - 3 would say yoU. have B bybothesis as to which
4  things zdght: happen on the same day, coxrect? 4 dizesvion,
5 A Cozrect. 5 o OKay -
6 Q  #nd then aiso there is the possibility that & A -- 3z price iz going to mave.
7 the a_'tatisrtig_a_i significance was just a random 7 @  Ths I~tall test Bas a hypothasis abont what,
8  fluctuation? 8 ditection & stock price will meve.
-3 A Yes, althougn rthe whole idea of statistical | & I guess now I wank to Yook at these 14
10 aignificance fs-t6 mindmize that bessibility. But it |10 diyi. I guess e of them we have already talked
‘X1.  ia a poasibility. 13- abouk was the credit card restatément Hate.
12 Q One in 20 timeg — 12 Another fwo of them related to tha
i3 A You conld have a statisticaily sfgmificant |13 satilement with the groub of Molti-state Attorneys
14 price reaction that's attriBitahle o chante alone. 14 Genéral on October 10th and Lith of 2002 which your
15 .ﬁl‘!.thpugﬁ. when you. are going from the 1:__5- Teport treats together,
16 abstract to the concrete, afid you are lodkihng ak igr On both of those days, the stock Price and
:1? price reactions to particular diselosures, and you i the foflation, whick was negative, went tip.
18 have & cotext to investigate whers you kncw Ehat. ig Is ny ehderstanding correct on thats
19 thekxe id 3 disclssure, you may know how the 19 A Well, the exhibits’ aran’t merked so I have
‘20 disclosure iy intetprered by market particigants, 20 o find the correct exhibit.
{21 then the cne th 20 figuze wouldn't necessasily appiy. |21 Q. It's Exnibiit 53.
.'22‘ You might be more confifent 4% yéuz Judgment:, 22 A Corzect. And you are asking abeut October:
43 {  We-raiked abour how the I-tailed test 23 -
24  antieipates a particular kind of moveément in résponie. |24 Q  19th atd 1ith.
Pages 149 to 152
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Page 209 B
1 MR. GWEN:  Al) right. I don't have any. mors ' 1  HOUSEROLD INTERNATIONAL, Isc., }
2  quéstiéns really. Think you Véby Emch. 2 et al.; }
3 ‘A Thank yow. Agamin; I apolegize for the 3 Défendants, ¥
4 ieather. % .
5 THE VIDEOGRAPEER:  This marks the concivsion 5 I, DANIZL R. FISCHEL, state that
6§ of today's depssition of Daniel Fischel. " 6. I have read the foregoing transeript of the
7 Going off the record, the time fs now 7 teatiwony given by me at'my'- deposiiidn on
& 4:26 p.m. 8§  the 21st day of March 2008, and that said
3 {(¥hereupon; at 4724 pum.; the 3  transeript coastitutres a true and correct
10 signatiire of the witness Xa¥ing 10 record of the testimony: given by me
11 beat zesérved; ‘the witness being |11
13 ‘present.aid thusénting theieto, | 12
13 the taking of the instant 13
13 deposition ceasid.) i

[
n

fed

o

IN THE UNITED STATES -DISERIGT CODRT

16 16
17 FOR THE NORTHERN DISTRICT OF rLxiwois 17
18 EASTERN DIVISION ‘18

N
(=] W
-
w

LAWAENCE B. JAFFE PENSION, PLAN, } ‘2g
21  on behalf of Itaelf and All ¥ 21
22 Others Similarly Situated; ) 22
23 Blaintifls, ¥ 23
24 va: } No. 02 ¢ $885 |04
Page: 211 Page 21Z
I ' at sald deposition except as I havé so indicated 1 STATE OF ILLTNOIS }
2  on the errata sheets provided hérein. ] s8s:
5 Z COUNTY OF C OO X )
It 2
5 DANTEE, B. FTSCHEL . %, RICEARD A. DAGDIGLAY, Illinais GSR Nou
& B . §  0B4-0O0O3S, Registarad ,P,.!.'?f_(aasiopal Reporter and
7 o corréctioms (Please initial) 6, Notary Public in and for the County of Cook, State of
8  Humber of exrats sheets submitted (Bgs} o Tiingis, do ereby c*ti_ﬁ .thét pravicus to tié
N ' B commepcemént of the exsmination, said witness was
ie stfascamsnmm s_iib_liﬂ %0 3 duly sworn BY me to testify the truthi that the said
11 before me this diy 10 deposition was taken at the timeé anad 'plu.‘_cf aforesaid;
] A 11 that the testimony givel by $aidl witiess wid reduced
12 et . « 2008 12" o writdng By neans: of shorthand and thereafter
13 13 transcribed into typewritten form; and that the
H 1 foregoing is a tiue, eocréct, and: complete transcripé
18 HOTRRY PUALIC 15 of ny shorthand notes sa taken am aforesaids
16 18 I further certify that there were present. st
17 17  the taking of the said depusition tle persons wnd

(=
(-]

")

o

parties as ipdicated on the appéarance page made x

"]
r-]

g

W

part of this deposition.

N

(=]
h
a-

I fusther cectify that T am not coudsel for

i
[
3]
[

nex id any way related to any of the parties to thia

ha,
[X]
F N
[

suite, nor am I in any way interested in the cutceme

‘thereof,

S S
S
-
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B Page 213
I further certify that thly cerfificate
ap?lies,‘ to the priginal signéd IN BLUE ahd Cartified
transcripts enly. I assume no Tesponsibiiity foz- the
‘accuracy of any reprodiced chples not made ‘undex g

control or 'di*.:‘eqj:f,an w

'IN TESTIMONY WEEREOE,. I have hersuntorset
=y hand and affixed my notarial seal thia day of
, 2008,

3. e .-l o tn A W N M

S
R PO

Richazd B, Dagdigian, C3R, RMR, chR

o “
1 A o

Hy Commissicn expires
May 1, 2012

MR NN R R R R R
R W N R & o oNoo

Page 213
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L Qualifications
[ am cu-rrently a visiting Professor of Finance at the California Institute of Technology.
Previously, I was a Professor of Finance and Director of the Bank of America Research
Center at the Anderson Graduate School of Management at the University of California,
Los Angeles (“UCLA”) for 26 years.
I earned a master’s degree in Statistics from Stanford University in 1974 and earned my
doctorate in Financial Economics from Stanford in 1975. I have served as an editor of
numerous journals relating to business and finance and have written more than 80 articles
and two books on finance and securities, including Corporate Valuation: Tools For

Effective Appraisal and Decision Making, published by McGraw-Hill, and The Equity
Risk Premium and the Long-Run Future of the Stock Market, published by John Wiley
and Sons. To complement my academic writing, I have also authored articles for The
Wall Street Journal and the Los Angeles Times.

In 1988, I was cited by the Financial Management Association as one of the ten most
prolific authors in the field of finance. Ihave also received prizes and grants for my
research from the Chicago Board of Trade, the Chicago Mercantile Exchange and the
Institute for Quantitative Research in Finance, My article, “Corporate Stakeholders and
Corporate Finance,” received the 1987 Distinguished Applied Research Award from the
Financial Management Association. In 1999, I was awarded the I/B/E/S prize for
empirical work in finance and accounting (with Wayne Landsman and Jennifer Conrad).
More recently, Richard Roll and 1 received a Graham and Dodd Scroll Award from the

Financial Analyst Society for our work on delegated agent asset pricing theory.
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1 have served as a Vice President of the Western Finance Association. I am also a past
director of both the American Finance Association and the Western Finance Association.
I'have served as an associate editor of numerous professional journals including: The
Journal of Finance, The Journal of Futures Markets, The Journal of Financial Research
and The Journal of International Business Studies. 1have served as a reviewer for nearly
a dozen other professional journals.

My teaching and writing have focused on a number of different financial and economic
issues, many of which are relevant to the subject matter of this declaration. I currently
teach Applied Corporate Finance and Investment Banking at Caltech. I have drawn upon
this experience in order to formulate the opinions provided herein. In addition to my
teaching, writing, and research studies, I also serve as senior consultant to CRA
International (“CRA™), an international consulting firm. In my position as a senior
consultant, I advise business and legal clients on financial economic issues. Prior to my
affiliation with CRA, which began in March of 1999, I operated FinEcon, a financial
economic consulting company, through which I also advised business and legal clients on
financial economic issues. Ihave served as a consultant and given testimony for both
plaintiffs and defendants in a variety of securities, regulatory and commercial lawsuits.
During my many years of experience as an expert witness and consultant, I have provided
economic analyses and expert testimony (again, for both plaintiffs and defendants)
related to valuation, corporate finance and damages issues. [ have been engaged as a
damages expert in numerous high-profile cases that revolved around complex financial

and securities transactions.
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(1)

2

()

My background is described more fully in my curriculum vitae, which is attached as

Exhibit 1 to this affidavit. A list of my publications may also be found as part of Exhibit

1.

My hourly rate in this matter is $750.

18 Materials Reviewed and Opinions

In preparing by opinions in this matter I have reviewed:

a. The report, rebuttal report and deposition transcript of Prof, Daniel Fischel.

b. The report and rebuttal report of Dr. Mukesh Bajaj.

c. My published article: “Using Finance Theory to Measure Damages in Fraud on the
Market Cases.” With G. Morgan. UCLA Law Review, Vol. 37, No. 2, 1990, pp.
883-924,

d. The expert report of Dr. Blaine Nye and the court opinion in Re Williams Securities
Litigation.

Based on my review of his report, I understand Prof. Fischel did the following in

developing his leakage model. First, he estimated a regression model which related the

return on Household’s stock to the returns on the S&P 500 and S&P Financials Indexes
during the period from November 15, 2000 to November 14, 2001. Second, Prof, Fischel
used the regression model to predict the returns for Household’s stock on a daily basis
during the period from November 15, 2001 to October 11, 2002 (the alleged “leakage
period”). Finally, he calculated a value line based on the assumption that but-for leakage
of fraud related information, the return on Household’s stock would have equaled the
predicted return from the regression model for every day during the leakage period.

Although Prof. Fischel refers to his leakage model as an event study approach, citing my

paper with Mr, Morgan as support, I do not agree. Instead, it is what Mr. Morgan and |

~3-
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refer to as a comparable index approach. Isay this because during the alleged lcakage
period Prof. Fischel does not identify any specific events. Instead, for every day during
the period his procedure treats the difference between the return predicted by his model
and the actual return on Household stock as being atiributable to the leakage of fraud
related information. As a result, Prof. Fischel’s approach, as applied to the leakage
period, is identical to the comparable index approach described on page 898 of Cornell
and Morgan.

Whether Prof. Fischel’s approach is called an event approach or a comparable index
approach, it still suffers from the problem that Mr. Morgan and I discuss on page 903 of
our paper. There we say, “The trouble with the comparable index approach, . . . is that it
attributes any decline in the security price that is not due to movements in the market or
the industry to disclosure of the fraud. If the disclosure of the fraud is associated with the
release of other company-specific news, the comparable index approach will
overestimate the true damages.”

The recognition of this problem with the comparable index approach is not unique to Mr.
Morgan and me. It has been widely documented in the academic literature, including
published work by Prof. Fischel. In fact Prof, Fischel concedes this issue in his
deposition:'

Q: So there are a bunch of stock price movements that were significant under your
regression analysis that are not attributable to fraud relatecz; disclosures?

A: Correct,

Furthermore, this comports with common sense. For companies like Household over a

period as long as the alleged leakage period, there are hundreds, if not thousands, of news

' Daniel R. Fischel’s deposition, March 21, 2008, page 57, line 12.

.4 -
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items. Assuming the .model employed by Prof. Fischel properly nets out market and
industry related effects, there are still hundreds of news items that deal with Houschold
itself. Prof. Fischel’s leakage model assumes, without demonstrating, that all the news
items that affect Household’s stock price are related to the fraud. In my opinion as an
economist, that assertion does not provide adequate evidence, indee.d it really provides no
evidence, that the stock price decline was caused by leakage of fraud related information
rather than disclosure of other firm specific news.

In this respect, I note that in addition to economists courts have also concluded that
models such as the one employed by Prof. Fischel do not adequately measure the extent a
company’s stock price decline that can be attributed to leakage of fraud related news. For
instance, in Re Williams Securities Litigation, Dr. Blaine Nye used a model similar to
Prof. Fischel’s also with the goal of estimating the impact of the leakage of fraud related
news on Williams’s stock price. In response, the court granted a Daubert motion
excluding Dr. Nye’s testimony saying that “the applicable law requires a securities fraud
plaintiff in a ‘fraud on the market case’ to identify compensable losses by separating the
compensable fraud-related losses from losses attributable to general economic conditions,
broad market trends, industry-specific stresseé, management incompetence, bad luck and
other non-fraud factors.” In my opinion, the court’s thinking in Williams is spot on from
the perspective of an economist. Although Prof, Fischel’s model could take account of
market and industry factors, assuming it is properly specified, it does not take account of
firm specific factors. Therefore, any estimate of inflation produced by this model cannot
be relied upon.

There is one final issue that arises when regression models are applied over long periods

to predict returns as Prof. Fischel does in his leakage model. No regression model



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 126 of 181 PagelD #:45348

perfectly accounts fér market and industry factors. Nonetheless, if the models are used to
calculate residual returns over intervals of no more than a few days, the errors are
generally minor. However, when a model is used to predict returns over periods
hundreds of days long the errors compound. Such compounding, in turn, can produce
significant errors in measured inflation, This is another reason to be skeptical of the

results produced by the comparable index approach.

Bradford Cornell

October 30, 2008
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CALIFORNIA ALL-PURPOSE ACKNOWLEDGMENT
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Siate of California

County of ZaS ﬂwgeé?ﬁ

onfbilsber 3o 2063 befors me, )Q‘??aef'cr'/i Aroed s w2 2N
Deta PHore Insert Name and Tilla of the Gilicer

personally appeared (ﬁfaa?@@&&w Coenecs

Nama(s} of Signer(s)

who proved 1o me on the basis of satisfactory evidence to-
be the person(s) whose name(s) is/are subscribed to the
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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

)
)
)
L )
Plaintiff, )

) Judge Ronald A. Guzman
Vs, } Magistrate Judge Nan R. Nolan
)
)
)
)
)
)

HOUSEHOLD INTERNATIONAL, INC., et
al,,

Defendants.

LEAD PLAINTIFFS’ FOURTH AMENDED RESPONSES AND
OBJECTIONS TO HOUSEHOLD DEFENDANTS’ [NINTH] SET OF
INTERROGATORIES TO LEAD PLAINTIFES
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In addition to the aBove, Lead Plaintiffs further incorporate by reference and identify‘ the
Expert Report of Harris L. Devor dated August 15, 2007, and all documents referenced therein. Mr.
Devor’s report discusses, inter alia, how Household’s reage, restructure, or account management
policies and practices rendered the Company’s loan loss reserves unreliable.

INTERROGATORY NOS. 292-305 [64]:

For each Disclosure identified in response to Interrogatory Nos. 31-33, set forth the “truth”
that you contend was revealed to the market by the Disclosure.

RESPONSE TO INTERROGATORY NOS. 292-305 [64]:

Lead Plaintiffs hereby incorporate by reference all the General Objections above, as if fully
set forth herein. Lead Plaintiffs also incorporate by reference all the General and Specific objections
included in Lead Plaintiffs response to Interrogatory Nos. 131-134 [31-33]. Lead Plaintiffs also
object to this interrogatory as compound on the grounds that it seeks responses for each of the
numerous disclosures set out in three separate interrogatory responses. Lead Plaintiffs object on the
grounds this interrogatory is properly the subject of expert testimony and expert discovery has not
yet been completed. Lead Plaintiffs also object to this interrogatory as vague and ambiguous since
the term “truth” is quoted in the interrogatory but is neither defined in the Interrogatories nor
referenced in any of the responses to Interrogatory Nos, 131-134 [31-33].

Pursuant to the Court’s June 14, 2007 Order, including the Court’s directive to “provide an
explanation as to the nature of that ‘partial information’ and how it contributed to the relevant ‘truth’
becoming ‘generally known’ to the marketplace,” plaintiffs amend their response to this
interrogatory to read as follows:

As poted in plaintiffs’ responses to Interrogatory Nos. 131-134 [31-33], beginning in late
2001 certain limited facts regarding Household’s true operational and financial condition began to
leak into the market. Each time negative information about Household was disclosed, however,

defendants were swift to react with additional false statements in furtherance of the fraud. Plaintiffs’
-8-
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responses to Interrogatory Nos. 131-134 [31-33] list examples of these partial disclosures and
defendants’ false denials in response. As the Court in this action has recognized “there are a tangle
of factors affecting price and the market may learn of possible fraud through a number of sources
[besides a formal corrective disclosure]: .g., from whistleblowers, analysts’ questioning financial
results, resignations of CFOs or auditors, announcements by thé company of changes in accounting
treatment going forward, newspapers and journals, etc.’f September 19, 2006 Order at 5 (internal
quotations omitted and alteration in original). Thus, “the truth that a misrepresentation or omission
conceals can make its way into the market, resulting in dissipation of a fraudulently inflated share
price, long before a company issues a formal ‘corrective’ announcement, and by a variety of other
ways” includjng “a series of earlier, smaller disclosures by the issuer or others that gradually leads
market participants whose actions set price to conclude that the misstatement was false” or “a
growing quiet awareness on the part of certain highly sophisticated market participants — arbitrageurs
and sell side analysts — that previously publicly-available facts, which for a time had gone unneticed
or seemed unimportant, were in fact inconsistent with the misstatements. Yet another is that the
higher earnings or sales in the future that one would have predicted based on the misstatement do not
materialize or the poor financial condition of the issuer, which the misstatement masked,
subsequently becomes obvious.” In re Motorola Sec. Litig., No. 03 C 287, 2007 U.S. Dist. LEXIS
9530, at *118-1 19‘ (N.D. IIl. Feb. 8, 2007). In this case, over time as more and more information
relating to the Company’s improper lending, re-aging and credit card accounting practices was
revealed to investors, defendants’ denials and other false statements became less and less credible
and the artificial inflation contained in Household’s stock price due to the fraud dissipated, removing
artificial inflation. The chart below reflects examples of disclosures by anélysts, third parties and

defendants that revealed partial information regarding Household’s true financial and operating



condition with respect to the fraud alleged in the Co'mplaint and describes the information these

disclosures revealed:
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After the close of trading on November 14,
2001, the Associated Press, Business Wire
and Los Angeles Times reported that the
California Department of Corporations
sued Household for $8.5 million, alleging
the Company engaged in predatory lending
practices.

The November 14, 2001 articles reported
that the State of California sought $8.5
million “as a result of numerous violations
of the laws and regulations intended to
protect California loan consumers.” The
articles also noted that the California
Department of Corporations “discovered
1,921 incidents of charging excessive
administrative fees, the same category of
violations that Household was required to
correct in 1998.”

Plaintiffs contend that this disclosure
revealed partial information regarding
Household’s use of improper lending
practices and raised uncertainty among
investors about the accuracy of the
Company’s prior financial results
announced during the Class Period,
including whether Household’s prior
financials were inflated due to improper
lending practices in the state of California
and elsewhere. This disclosure also
provided information to investors regarding
the heightened risk of refunds and changes
to existing practices. This disclosure also
provided information tending to contradict
defendants’ public claims that Household
complied with all laws governing the
Company’s lending operations as well as
defendants’ public denials that the
Company was engaged in improper lending
practices. As noted by analysts following
the disclosure, the announcement that the
Company had been sued by the California
Department of Corporations raised several
unanswered questions for investors, such as
*1) how much more in refunds might
Household owe? 2) will the accusations
escalate (within or beyond the state)? and 3)
will there be any operational constraints?”
See November 15, 2001 Deutsch Bank Alex
Brown report. At least one analyst

-10 -
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concluded that “there could be a cloud
overhanging the stock in the short term.”
Id

On January 8, 2002, the American Banker
published an article announcing that
Household had agreed to pay $12 million
to settle the California Department of
Corporations lawsuit.

The January 8, 2002 article describes the
$12 million settlement between Household
and the California Department of
Corporations for lending violations. The
article states that Household would pay $9
million to the State and $3 million in
refunds to injured borrowers. Household
also agreed to be subject to “an
unprecedented level of oversight from its
California regulator.” The California
Department of Corporations stated that the
settlement was “so tough” because
Household was a ““recidivist.’”

Plaintiffs contend that this disclosure
revealed additional partial information
regarding Household’s improper lending
practices and provided information to
investors regarding the heightened risk of
refunds. The disclosure also raised
questions about whether Household’s
lending practices would come under
increased scrutiny by California’s
regulators or regulators outside of
California. This disclosure also
contradicted, in part, Household’s claims
that the Company followed all laws
governing the Company’s lending
operation. Indeed, one industry consultant
noted that “[t]his case is of particular
interest because it marks what could be the
start of increased oversight by state
regulatory agencies of consumer finance
companies™ and that it could spark a trend
in other states.

On February 6, 2002, the Dow Jones News
Service published a report on a Wall Siveet
Journal article regarding an ACORN
lawsuit against Household over the
.Company’s lending practices.

The February 6, 2002 article describes a
class-action lawsuit brought in California
by ACORN against Household alleging
misleading, confusing and unfair sales
practices.

Plaintiffs contend that this disclosure
revealed partial information regarding
Household’s use of improper lending

-11 -
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practices. These disclosures, in connection
with prior disclosures including those
identified previously, raised uncertainty
among investors about the accuracy of the
Company’s prior financial results
announced during the Class Period and
whether these financials were inflated due
to improper lending practices in the state of
California and elsewhere. These
disclosures also provided information to
investors regarding the heightened risk of
exposure due to improper lending practices
and indicated that ACORN was ratcheting
up its action against Household. These
disclosures also provided information
tending to contradict defendants’ public
claims that Household complied with laws
governing the Company’s lending
operations as well as defendants’ public
denials that the Company was engaged in
improper lending practices.

On February 18, 2002, National Mortgage
News reported on a class action lawsuit in
California against Household alleging
improper lending practices.

The February 18, 2002 article provides
additional detail regarding the California
lawsuit including allegations that
Household “tricked” and “trapped”
customers in high-cost mortgages in
amounts so large in relation to the value of
their homes that the borrower could not
refinance with a competitor. According to
the article, the lawsuit sought restitution for
customers who refinanced loans through
Household or Beneficial in California. The
article also discussed Household’s
settlement with the California Department
of Corporations.

Plaintiffs contend that this disclosure
increased investor awareness as to the
possibility that Household was engaged in
predatory lending in California and
elsewhere, causing investors to question
whether the Company’s announced
financial results were based on improper or
illegal practices. The discussion of these
lawsnuits and the settlement with the
California Department of Corporations also
tended to undermine defendants’ public

-12 -
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statements that Household was a leader in
ethical lending followed all laws governing
the Company.

On April 18, 2002, the Seartle Post-
Intelligencer published an article detailing
allegations of improper lending at
Household in the State of Washington

The April 18, 2002 article included a
summary of the Washington Department of
Financial Institution’s (“DFI”) findings
regarding Household’s improper lending
practices. The article quoted Washington
DFI investigation supervisor Chuck Cross
as stating he believed that the Company’s
consumer finance subsidiaries “have the
most complaints that we have on record.”
The article also reported on private lawsuits
in Washington and the Company’s
settlement with the California Department
of Corporation. '

Plaintiffs contend this disclosure provided
additional partial information that
Household’s use of improper lending
practices was more widespread and not
limited to California. The disclosure also
revealed that Household was under
investigation in Washington, further
undercutting the reliability of Household’s
financial statements and defendants’ claims
that the Company was not involved in
improper lending.

On May 7, 2002, a series of articles were
published in various sources regarding
Household’s improper lending practices.

The May 7, 2002 articles reported that the
New York State Comptroller was
considering discontinuing the New York
Common Retirement Fund’s investment of
2.5 million Household shares worth $140
million. The Comptroller commented that
Household needed to take drastic steps to
reform its predatory lending practices. The
Comptroller also stated that
“Management’s mishandling of the
[predatory lending] issue has placed its
ability to control the future viability of the
company at risk. Investors should be
concerned about the real possibility of a
negative impact on the company’s
performance in the future.” The May 7,
2002 articles reported that the
Comptroller’s announcement came in
response to a lawsuit filed in Illinois that
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accused Household of predatory lending.

The articles noted that Houschold had been
struggling to maintain its stock price and
image amid its legal battles and questions

‘about its accounting practices and reported

that “[sJome on Wall Street are also
expressing concern about Household’s
lending practices.” The articles also
reported that Company observers stated that
the Comptroller’s remarks “could ratchet up
regulatory scrutiny of the company and
make it more likely that other officials
would join the chorus.”

The articles also reported that at the
upcoming annual meeting Household
shareholders would vote on a resolution
asking Household to link its CEO pay to
progress in addressing the Company’s
ongoing problems with predatory lending.
Household management recommended
shareholders vote against this proposal.

Plaintiffs contend that these disclosures
revealed additional (albeit incomplete)
information regarding Household’s use of
improper lending practices and, in
combination with prior disclosures, raised
new doubts among investors about the
accuracy of the defendants’ public
statements concerning the Company’s prior
financial results during the Class Period and
whether these prior financials were inflated
due to improper lending practices. These
disclosures also provided information
undercutting the reliability of defendants’
public claims that Household complied with
all laws governing the Company’s lending
operations as well as defendants’ public
denials that the Company was engaged in
improper lending practices.

On May 30, 2002, the New York Post
published an article regarding Houschold’s
attempts to block public access to the
Washington DFI report.

The New York Post and American Banker
articles discuss Household’s successful
attempt to obtain a temporary injunction
against the release of the Washington DFI
report. The New York Post article also
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In an American Banker article published
on May 31, 2002, Household characterized
the Washington DFI report as a “draft”
with “factual errors™ that Household
wanted to correct and tried to downplay
the situation, stating, “It is our regulators’
and the attorney general’s job to
investigate any complaints brought forth
by consumers in their state, and we don’t
find anything unique or surprising that they
are doing their job . . . . [W]e take proper
steps to work with the department to
uncover the facts and if necessary
formulate an appropriate resolution for the
borrower.” Household admitted some
“customers in Bellingham may indeed
have been justified in their confusion about
the rate of their loan” and claimed
Household “took full and prompt
responsibility” and is “satisfied that this
situation was localized to the Bellingham
branch.”

On June 2, 2002 the Chicago Tribune
published an article discussing increasing
pressure caused by mounting lawsuits and
investigations related to the Company’s
improper lending practices.

states that ““Wall Street is concerned that
Household International’s profits won’t be
up to expectations — because the company
might not be able to continue doing some
nasty things it has been accused of doing.”

The Chicago Tribune article listed recent
lawsuits and other events related to
Household’s improper lending practices

and discussed the increasing pressure faced
by Household.

Plaintiffs contend that these disclosures
revealed an attempt by Household to -
suppress negative information about the
Company’s improper lending practices.
This attempt, in combination with prior
disclosures of lawsuits and allegations of
predatory lending, raised further uncertainty
among investors about the accuracy of
defendants’ public statements concerning
the Company’s engagement in improper
lending practices and whether prior Class
Period financials were inflated due to
improper lending practices. These new
disclosures also revealed additional
information that the Company used
confusing and misleading sales tactics to
generate revenue which also tended to
contradict defendants’ public claims that
Household complied with all laws
governing the Company’s lending
operations as well as defendants’ public
denials that the Company was engaged in
improper lending practices.

On July 26, 2002, the Bellingham Herald
published an article detailing accusations
that Household was engaged in predatory
lending practices.

The July 26, 2002 article stated, “[f]or the
first time, Household International has
acknowledged that its employees may have
misrepresented mortgage loan terms to
some Whatcom County homeowners who
refinanced their homes at the Bellingham
office of Household Finance Co., a
subsidiary.” The article also stated, “[u]ntil
now, company spokesmen have portrayed
Household as an industry leader in
consumer protection, with elaborate
safeguards to make sure borrowers
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understand the deals they are signing” but
“this week, [a company spokesperson] said
an internal probe of the complaints had
uncovered some serious problems.” The
article also describes a “rash” of recent
complaints from Household customers
regarding “misleading Household sales
pitches.” The article also notes that
Household borrowers had complained
about “exorbitant loan fees and life
insurance premiums added to the principal
of their loans, plus high prepayment
penalties that made it nearly impossible for
them to refinance with another lender.”
Finally, the article reports that the
Department of Financial Institutions stated
that, contrary to Household’s assertions, the
complaints about Household’s improper
lending practices were not confined to the
Bellingham branch.

Plaintiffs contend that this disclosure is a
partial admission about Household’s
engagement in improper lending practices
in the State of Washington. Combined with
prior disclosures regarding lawsuits,
regulatory fines and allegations of
predatory lending, this partial admission
increased investor and analyst concerns that
the improper practices were more
widespread than Household and other
defendants acknowledged. This
information also raised further uncertainty
among investors about the accuracy of
defendants’ public statements concerning
the Company’s engagement in improper
lending practices and whether prior Class
Period financials were inflated due to
improper lending practices. This
disclosure, combined with information
previously in the market, also raised
concerns about the future performance of
Household. For example, on July 31, 2002,
Morgan Stanley analysts wrote, “[t]o reflect
predatory lending risks, we reduced our
estimate of Household’s five-year EPS
growth rate to 8% from 14% and cut our

-16 -



Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 139 of 181 PagelD #:45361

2003 EPS estimate to $5.02 from $5.26.”
On August 12, 202 Deutsche Bank analysts
stated that “we are lowering our target price
to $53 [from $63]” and “[w]e are also
lowering our long-term growth rate to 10%- |.
12% from 14% . . . as we believe
Household’s loan growth will slow as
lending restrictions gradually take hold.”. In
addition, this admission contradicted, in
part, defendants’ assurances that Household
complied with all laws governing the
Company’s lending operations and
undercut defendants’ public denials of
predatory lending allegations.

On August 26, 2002, American Banker The August 26, 2002 article discusses in
discussed the contents of the Washington | depth the Washington DFI Report which,
DFI Report and stated that the WA DFI despite an injunction obtained by

had shared the Washington DFI Report Household, had been leaked to the press.
with other officials in Washington and in | According to the article, the Washington

other states. DFI Report identified numerous “patterns
of consumer abuse” and states that the DFI
On August 29, 2002 the Bellingham was dissatisfied with efforts made by
Herald reported that the Washington DFI | Household to respond to allegations. The
Report was available in full on the article reported that after identifying that
newspaper’s website. Household had intentionally misused its

good-faith estimate form in several
branches in Washington and receiving
reports from regulators in other states
concerning this practice, the Washington
DFI Report stated that the DFI “does not
believe the practice is isolated.” The article
also reported that the Washington DFI had

- | shared the WA DFI Report with officials
outside of Washington and that the
Washington attorney general’s office was in
contact with other states investigating
Household. The article also stated
“[s]ources said that the Washington
banking regulators are trying to negotiate a
settlement with Household that would cover
borrowers in a number of states.” The
article also discusses the numerous lawsuits
faced by Household regarding the
Company’s lending practices.

Plaintiffs contend that this article provided
additional, but incomplete, information that
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the Company’s improper lending practices
were more widespread than initially
believed. The disclosure also raised (1) the
specter of investigations into the
Company’s lending practices outside
Washington, raising additional uncertainty
about the accuracy of the Company’s prior
financial results and public denials of
improper practices and (2) that the
Company could potentially face large fines
and/or settlements as well as changes to its
business model negatively impacting future
results.

On September 2, 2002, Forbes published
an article entitled “Home Wrecker” which
detailed allegations of predatory lending at
Household (this article was first available
on Forbes.com after the close of trading on
August 15, 2002 and hit newsstands on
August 19, 2002).

On August 19, 2002 National Mortgage
News reported that ACORN had filed a
class-action lawsuit in Massachusetts, and
had previously filed a state class action in
California and a nationwide class action in
Illinois.

The August 19, 2002 and September 2,
2002 articles detailed complaints across the
nation about Household’s predatory lending
practices. These practices included
misrepresenting interest rates, using
misleading HOLP’s to underestimate the
cost of the loan, and improper fees and
insurance. The articles linked the improper
lending practices Household previously
admitted occurred in Washington to other
areas of the counfry. The September 2,
2002 article also quoted Minnesota
Commerce Commissioner James Bernstein
who stated “Household encourages, or at
least tolerates, these abuses . ... It’s not
just an occasional rogue loan officer or a
rogue office. It has to do with the corporate
culture.”

Plaintiffs contend that these disclosures
revealed partial information regarding the
widespread nature of improper lending
practices, and tended to contradict
defendants’ prior claims that the improper
practices were limited to a single based
office in Washington. These disclosures
also raised additional questions among
investors and analysts regarding the
accuracy of the Company’s prior financials
and future prospects.

On September 3, 2002, analyst Howard
Mason of Sanford C. Bernstein & Co.
published a report cutting growth estimates
for Household based on anticipated sales

The September 3, 2002 report authored by
analyst Howard Mason of Sanford C.
Bernstein & Co. reduced earnings growth
estimates for Household. This report
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practice reform at Household. analyzed the Washington DFI Repost which
indicated that “confusing sales practices in
the Household branch system are more
widespread than a few renegade loan
officers, and quite possibly systemic.” The
report also questioned the sustainability of
Household’s business model and reduces
Household’s long-term EPS growth target
of 13-15% to 10-12%.

Plaintiffs contend that this disclosure
revealed additional information regarding
the potential impact of Household’s
predatory lending practices on the'
Company’s future growth and earnings.
The report reflected (1) growing
disillusionment among analysts and
investors with Household’s business model
and (2} concern that the Company could not
operate as profitably absent the current
practices. This disclosure also provided
information tending to further contradict
defendants’ public claims that Household
complied with all laws governing the
Company’s lending operations as well as
defendants’ public denials that the
Company was engaged in improper lending

practices.
On September 10, 2002, The Admerican The September 10, 2002 article discusses
Barnker published an article entitled analyst Howard Mason’s September 3,
“Reforms Seen Hurting Household’s 2002 report. The article also quoted
Profits.” Aldinger as conceding that charges to

Household’s lending practices had resulted
in slower revenue growth. Aldinger also
contended that the changes would not alter
the business dramatically. The article also
noted that other analysts were questioning
whether Household’s debt would be
downgraded as the result of concerns over
earnings growth.

Plaintiffs contend that this disclosure
contains a partial admission as to
Household’s prior reliance on improper
lending practices to inflate its earnings
without disclosing the use of such practices.
This disclosure and Aldinger’s statements
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also tended to raise further doubts about the
continued viability of Household’s lending
business works and the assorted revenue
streams.

On October 4, 2002, the Wall Street
Journal published an article entitled
“Household International May be Near
Large Settlement” which discussed the
Attorneys General’s (“AG™) year-long
investigation into Household’s predatory
lending practices and indicated that
Household and the AG were nearing a
$350-$500 million settlement.

This disclosure discussed the AG’s year-
long investigation into Household’s
predatory lending practices and indicated
that Household and the AG were nearing a
$350-8500 million settlement. The article
was based on an analyst report authored by
Howard Mason of Sanford C. Bernstein &
Co. According to the article, Mason arrived
at his settlement estimate by calculating the
fees, loan rates and credit insurance
provided to Household’s clients.

Plaintiffs contend that this disclosure
revealed further information that the scope
of Houschold’s improper lending practices
was nattonwide and contradicted
defendants’ public claims that Household
complied with all laws governing the
Company’s lending operations as well as
the defendants’ public denials that the
Company was engaged in improper lending
practices. This article also discussed the
possibility of a large settlement in the face
of Household’s continued denials that
improper practices were widespread. This
also revealed that Household likely would
face huge fines as punishment for the
Company’s improper lending practices.
This disclosure also revealed partial
information about defendants’ attempts to
conceal the widespread nature of
Household’s improper lending practices
and that Household had been under
investigation by the multistate group of
AGs and conflicted with their public
statements that as late as September 2002
that the Company was not engaged in
negotiations with the AGs.

This article also provided investors with
partial information regarding the magnitude
of the Company’s improper lending and the
potential impact of the settlement, both in

=20 -




Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 143 of 181 PagelD #:45365

terms of a settlement amount and with
regard to the Company’s future growth and
earnings. Indeed, on October 8, 2002, UBS
Warburg analysts stated that “[w]e are
cutting our 2003 estimate to reflect the
impact of a regulatory fine on HI’s earnings
and capital base . . , we estimate this fine
could exceed $500 million.” These analysts
further noted that “the company would
likely have difficulty paying a fine of this
magnitude out of cash flow” and
[iJrrespective of the size and timing of a
fine, we continue to believe HI’s business
model, in terms of its marketing and pricing
practices, is likely to change, resulting in a
longer term earnings growth rate which we
estimate of 7%.”

On October 11, 2002, Household issued a
press release announcing that, in addition
to its most recent charge of $600 million
(pre-tax) to cover the cost of its
restatement, the Company would now be
forced to pay $484 million (pre-tax) in
restitution to customers nationwide (plus
the cost of reimbursing the states for their
investigation) to settle claims by a
multistate group of AGs and banking
regulators related to its predatory lending
practices from January 1, 1999 through
September 30, 2002. The Company also
stated it expected the changes in business
practices to cut earnings by 10 cents a
share in 2003, by 20 cents in 2004, and by
30 cents in 2005.

Plaintiffs contend that Household’s
announcement of the $484 million pre-tax
settlement with a multistate group of AGs
and banking regulators confirmed
Household’s widespread use of improper
lending practices from 1999 to 2002. The
disclosure also confirmed prior rumors that
Household would face a large fine for its
improper lending activities and that
cessation of the Company’s widespread
improper lending practices would severely
reduce future earnings. This disclosure also
confirmed that Household had been under
investigation by the multistate group of
AGs and conflicted with their public
statements that as late as September 2002,
the Company was not engaged in
negotiations with the AG’s.

On December 1, 2001, Barron’s published
an article criticizing Household’s
accounting policies, including its reaging
and charge-off practices and policies. On
or around the same date, BusinessWeek
also published an article on the same
topics. :

The December 1, 2001 article entitled
“Does it Add Up? A Look At Household’s
Accounting” questioned the Company’s
accounting and reaging practices. The
article states that a securities analyst whose
firm worked for Household was concerned
the Company’s credit quality was worse
than actually reported and that Household
had “boosted reported earnings by, among
other things, slowing recognition of credit
losses.” The article quoted this analyst as
stating: “Household’s loss rate on subprime

-21-




Case: 1:02-cv-05893 Document #: 1640 Filed: 07/20/09 Page 144 of 181 PagelD #:45366

mortgages is close to that of the savings-
and-loan industry, even thought S&Ls
generally have more affluent borrowers and
issue fewer second mortgages which, by
their nature, are shakier than first.
mortgages.” The BusinessWeek article
touched on many of the same subjects.

Plaintiffs contend that this disclosure
revealed partial information regarding the
Company’s true financial and operating
condition. Specifically, this disclosure
partially revealed that Household was using
various accounting gimmicks such as
reaging to manipulate the Company’s
publicly reported charge-off and
delinquency statistics and boost earnings.
These disclosures created headline risk with
regard to Household’s published credit
quality metrics and raised uncertainty
among investors about the accuracy of the
Company’s financial and operational results
as publicly disclosed during the Class

Period.
On December 11, 2001, Legg Mason In the December 11, 2001 report Legg
issued a report discussing Household’s Mason analysts expressed confusion
accounting policies and practices. regarding the Household’s recent reports

concerning the Company’s accounting, in
particular its reaging policies. After
discussing Household’s disclosures, the
analysts listed numerous questions and
concerns. Plaintiffs contend that this report
provided investors with partial information
that Household’s previously reported asset
quality statistics may have been distorted
by reaging and/or other accounting
practices. For instance, this report found
Household’s “lenient reaging policy

| disturbing as it undermines the analytical
value of the reported asset quality statistics”
and asked the Company to “report asset
quality problems more conventionally (a
late is a late until repaid in full).” After
having suspended their investment rating on
December 3, 2001, the analysts
downgraded Household’s stock two notches
from SB (“Strong Buy”) to M (“Medium™)
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and lowered their risk rating from 1
(“Low™) to 2 (“Average™).

On June 7, 2002, the Center for Financial
Research and Analysis, Inc. (“CFRA™)
published a report criticizing Household’s
reaging policies.

Plaintiffs contend that this disclosure
revealed additional (but incomplete)
information that Household’s publicly
announced credit quality statistics were
manipulated through reaging. The June 7,
2002 report stated that Household’s
“reaging may obscure its credit quality
picture” because “deferral of charge-offs
occurs by definition upon reaging.” After
discussing the information disclosed in the
April 9, 2002 8-K, CFRA stated that “the
Company’s reaging policies cause these
figures to understate HI’s delinquency and
charge-off experience.” This disclosure
contributed to the increasing erosion of
defendants’ credibility with investors and
raised uncertainty regarding the credit
quality of Household’s loans.

An August 17, 2002 article in The New
York Times stated that “Household has not
supplied enough data on re-aged loans for
a year earlier to show whether credit
problems are rising sharply” and quoted a
Credit Suisse First Boston analyst who said
that “[i]t would be very helpful to have re-
aging data disclosed on a regular basis.”

On August 19, 2002, the CFRA published
a follow-up to its June 7, 2002 report,
again criticizing Houschold’s reaging
policies.

In the August 19, 2002 report the CFRA
observed that “[i]n the June 2002 quarter,
the Company changed the format for its
disclosure of reaging.” CFRA noted that
“whereas [Household] had previously
broken out the pércent of credits which had
been reaged multiple times, the latest 10Q
details only whether the account has been
reaged” and that the Company “refrained
from disclosing the amount of recidivism,
which reflect [sic] accounts that are
delinquent or charged-off one year after
having been reaged and (in retrospect, one
could argue) should have been charged-off
at the time of reaging.”

The August 17, 2002 New York Times

| article similarly questioned the usefulness

of Household’s published re-age data.
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On March 19, 2003, Household issued a The consent decree revealed that

press release announcing that on March 18, | Household’s Class Period disclosures
2003, it had agreed to the entry by the SEC | regarding its restructure policies failed to
of a consent order relating to Household’s | present an accurate description of the
disclosures about its restructuring and Company’s policies and practices. The
other account management policies. SEC found that Household chose to
disclose its restructure policies in a way that
connoted strict controls, rather than in a
way that accurately described the true
“loose” policies. The consent decree also
revealed that the Company’s false
disclosures regarding management of
delinquencies were material and violated
Sections 10(b) and 13(a) of the Exchange
Act, and Rules 10b-5 and 12b-20, 13a-1
and 13a-13 under the Exchange Act.

On August 14, 2002, defendants finally These disclosures revealed that Household

admitted that Household’s earnings had had improperly accounted for certain credit
been falsely reported for approximately card co-branding and marketing agreements
eight and one-half years and that which resulted in false financial statements
Household would take a $600 million during the Class Period and would restate

charge and restate its previously reported | the-Company’s prior financials to reduce
earnings for each and every quarter of the | earnings for each quarter during the Class
Class Period. Period. These disclosures contributed to
uncertainty among investors about
defendants’ accounting practices and led to
an erosion of credibility as to their
statements on the improper lending, reaging
and credit quality issues discussed earlier in
this chart.

In addition to the above, Lead Plaintiffs incorporate by reference and identify the Expert
Report of Daniel R. Fischel, dated August 15, 2007, and the Rebuttal Report dated February 1, 2008,
and all documents referenced therein. Mr. Fischel’s reports discuss, infer alia, the “truth” that was
revealed to the market by the partial disclosures referenced throughout the report, and quantifies the

economic impact of such partial disclosures.

INTERROGATORY NQ. 306 [651:

Identify any document reflecting the authorization or approval by Household of any policy
that you contend was illegal or prohibited by any relevant banking or lending laws.
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Subject to and specifically incorporating the foregoing General and Specific Objections, and
without waiving them, and based on clarification made by defendants during the meet and confer
that scienter as used in this interrogatory relates to defendants’ state of mind connected to a false
statement, Lead Plaintiffs amend their response to this intetrogatory to read as follows:

See Response to Interrogatory No. 315 [74].

DATED: February 1, 2008 COUGHLIN STOIA GELLER
RUDMAN & ROBBINS LLP
AZRA Z. MEHDI (90785467}
D. CAMERON BAKER (154452)
LUKE O. BROOKS (90785469)
JASON C. DAVIS (4165197)

Unpoo. Tuchak

AZRA Z. MEHDI

100 Pine Street, Suite 2600
San Francisco, CA 94111
Telephone: 415/288-4545
415/288-4534 (fax)

COUGHLIN STOIA GELLER
RUDMAN & ROBBINS LLP

PATRICK J. COUGHLIN

SPENCER A. BURKHOLZ

JOHN J. RICE

JOHN A. LOWTHER

655 West Broadway, Suite 1900

San Diego, CA 92101

Telephone: 619/231-1058

619/231-7423 (fax)}

Lead Counsel for Plaintiffs

MILLER LAW LLC

MARVIN A. MILLER

LORI A. FANNING

115 S. LaSalle Street, Suite 2910
Chicago, IL. 60603

Telephone: 312/332-3400
312/676-2676 (fax)

Liaison Counsel
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LAW OFFICES OF LAWRENCE G.
SOICHER
LAWRENCE G. SOICHER
110 East 59th Street, 25th Floor
New York, NY 10022
-Telephone: 212/883-8000
212/355-6900 (fax)

Attorneys for Plaintiff
T:\CasesSF\Household nthRES00048851_Amd 9th Resp, 20108.doc
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Charles Cross 4/9/2008
S Confidential
- Page 97 Page 98

1 predatory lending, ™ unguote. 1 with Mr. Baker. How many times ~~ How many times have

2 Hy question to you, sir, iz == First of all, 2 you talked to any lawyer representing the plaintiffs in

3 de you recall making that statement? 3 thiz case?

4 A. I think ¥ spid that a bunch of times, I'm 4 ; B. Boy, I wouldn't know that. I think

5 sure I sald it in 2o event talking about predetory 5 Mr. Baker's the -- the only attorney I know, for sure,

[ lending. 3 who represents the plaintiffs ~- I don't even really

7 0. 2nd «- And i5 thot statement consistent with 7 imow whe the plaintiZffs are, but -- I'm rfairly

B your knowledge and beliaf? ] comfprtable saying =~ at least as far as I know,

9 A. Yes. ] Mr. Baker is the anly attorney I was speaking with with
ib 0. I'm locking for my documents, here, 10 the knowledge that -- that the sthorney represented the
1: Do you know what this case is sbout that 11 plaintiffs.
iz you're being called as & witness here today on? 12 @, Oray., How many times digd you talk to
13 A. Vaguely, I gean, a little bit.’ 13 Mr, Bakexr?

14 I think it's a Rousehold employees and class 14 A, Re had a short conversation way back in

15 action sult against the cempany, and I hed to sort of as Rovember or December, I was at an airport: he left me 2

16 £i11 in between ~~ the bits of information that 18 message; 1 left him a message; we conmested: I think we

17 Mr. Baker gave me some time back, but I -~ I'm guessing 17 talked for maybe five or ten minutes; I think T was in

18 it bad something to do with Household employees feeling L) Chicago or Minneapolis: wa didn’t talk again for z

19 that management practices maybe samehow devalued their ig while; we did =-- we had a conversation sometime, I want

20 stock, 20 to =gy, after the start of the year whers maybe we

23 0. Okay. Do you understand that it's a 21 talked for a half hour of sor we had, I wapt to say,

2% securities cose? 2z enother silence for a while, some phone tag back and

23 A. I don't Xoow that I specifically knew that it 23 forth =~ I was kind of hard te get ahold of —— we

24 was a securities case, but —- 24 finally teiked and he had been calling te give me a

23 Q. Okay, And you mentioned some conversations 25 courtesy call to let me know this deposition was golng
Page B89 Page 100

1 to happen, and; thea, Y think we might have had one 1 interested in my deposition with -- with Bob Parlette:

2 other conversntion after that in which he told me that 2 he had even actually reminded me that I had done this

3 my fermer bosy, John Bley, Wes a witnessz for you guys. 3 deposition, because it bad slipped my mind; and, at one

4 S0 ~- Thet would be -- There was one other 4 point, one ¢F the conversations, we taiked sbout whether

L] one, here, recently, where we talked about whers the 5 Exhibit 3 would have actually heen & -~ I think a

& venve was golng to be, whethex Y had to go to Seattls or [ formally issued report of the department or whether it

7 not. 7 was still in draft form, and we talked about that a

8 Q. Okay. And in connection with the substantive & little bit.

] discussion, as I'll call it, the hglt—an-hour g Q. Anything else you can recall?

10 discussion, what do you recall you were asked and what 10 A. No. But would you like me 2o -~ If I -- 1f

1 did you say? 1 something comes to minmd ==

1z A. I don't kpow that he asked me questions that 12 Q. Sure,

13 required answers. We dialogued a little bif, Has told 13 A. == take you back and provide you thst?

14 me thEt -- that he was intarested in my deposition I did | 14 Q. Sure. And in connection with the == what the
15 with Bob Parlette, which we've been going through pleces 15 subject metter that you just referred te about the

16 of, here. We talked about the fact that John wonld be 16 report, is thera anything you recall telling him in

17 an expert witness for yoo guys and I ~- I believe you 17 ‘particolar about that?

18 guys had already ~- somebody had already done John's 13 R, Yeah, T was == I == I think I laughed and seid
19 deposition, so. be briefly told me how that went. 15 that =~ I think I might have asked him, "Does it have my
20 I don't recall specific guestions about this z0 sigmature on it?" And he sald, "Yes." And it's got my
21 case that I had to answer or that maybe I -- I could 21 signature on it, it was - it was a formally entered

22 answey., 22 report of the agency, and I zemesber issuing that

23 Q. Do you recall the general -- generally, what 23 Teport. 1 remember Household asking me not to and =

24 was discussed, other than what you've already saig? 24 whele bunch of arguments around whether it should be or
25 A.  Pretty much what T already said: That he was p43 not. But it was definitely an entered report by the
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Charles Cross 4/9/2008

Confidential
Yok . i V. o A O g
R - Y, 7% !'Page. 101 - ¥ - Page 102
1 BgEDLY. 1 think those ¢ame -- I don't ¥now whers th;.y cene fronm,
"2 There was some disgussion gbout the term 2 but ==
3  ;appareat violations, and I explained to MWr, Baker that, 3 0. In auny event, 1'm not ibterested in what you
4 bagieally, if -— if =~ if the term apparent vislations (] telked aboot with your attormey.
5 in this report is somehow going to makxe it a non-fermal 1] MS. MARRTIN: Right.
6 report ar == or a draft reporr, then I think just abous € . {BY MR. SLOANE:} I just want to know what -~
7 any report we ever did would fall) into thzt category, 7 A, I don't think he -- I don't think so.
b} including 81l of the reports out of our division of 8 Q. Was there any discossion in those various
9 banks. I mean, for 15 yesrs, now, averything would be 9 couversations about yon beiny a witness in this case?
10 draft, Dbecsuse We Use Thht term, apparent vielations, as a6 A He told me that I was named a8 o witness, ox
11 does the FDIC, federal regulatory agency, so -~ That's i1 pamed on the witness list, end, therefore, I was subject
12 where I brought it from. I was with the FDIC before I 12 to deposition.
13 came to Washington State. It's an accepted term that's 13 Q. - Did he mention to you anything about any
14 used throughout examination reports. 14 expert role you might have in this dep -- in this case?
15 Q. Om-hum, 15 A. Ho, I don't — 1 don't think we —- People gall
is Anything else you can recall discussing with is me a lot asking me to be an expert and I == and other
17 Mr. Baker? 11 than a state ~- I will be an expert for a state agency.
18 A, Not that I recall right now. 18 I will not be an expert for -- for a private acticn,
18 [«B bid he provide you, at shy polnt, with any 1% 50, if he did ask me that, which is poesible, becpuse I
20 dasumenta? 20 get asked that -- seems like almost a weekly bhasis these
2) A. Yes, A == The protective order I think is all |21 days -- I would have said no.
22 that I got from him. - 22 . Okay.
23 Q. Anything else? 23 Did you ~- Have you seen -- You meationed John
z4 A. I don't think T got anything else from him. I |24 Bley, WBave you seen or been given any information sbout
25 did get these transcripts fxom my attorney, but I don’t 25 Hr, Bley's views that he had expressed in comnecticn
Page 103 Page 104
1 with this cage? 1 with -- a woman by the nesme of Ghiglieri?
2 A. Briefly, 2 MR. BAKER: Xathy Ghiglieri.
3 Mr. Baker told me that -~ that John, T 3 R. No, Doean't ring a bell.
4 believe, will be tastifying thst it was not a -- I don't L] Q. (BY MR, SLOANE:] BRow about a fellow by the
5 know if I'm using the right terxm -~ formal or tmat it 5 nane of Davore, D=-E-V-0-R-E7
6 was -- that -- that the repert that I issued was a draft 3 A. Does not rirg a bell,
1 report. 7 Q. Okay. 1I°1l ask you, just becanse I can't
a8 Q. 1s there anything else that ydu recall him 8 imagine you have, but thers's anothar gentlemen by the
9 test -~ telling you about? ] namg of Fichel, F-I=C-H-E~L. You have any contact with
10 A. He told me that John would be a expert witness it him?
11 for predatory lending and I said, “Ah~hah. That must be |11 A. I don't believe so.
iz because of John's 2000 testimony at the faderal 12 a.  Okay.
13 reserve” -~ although, I think I remembered it beding, 13 Let me just take a short break bhecause I don't
14 like, 1999, or something. Mr. Baker refreshed me it was 14 think I have anything more, but -—
15 2000 or -~ I think it was 2000, 15 M5. MARTIN: Sure. .
16 Ang T recounted to him that, yes, I'd been 16 MR. SLOANE: 1'll probmbly be told I do, 5o ==
17 thera with Johns that ~~ that -~ that I'd been the 17 But it won't be long.
18 anthor of much of that testimony; that ~- that I sat 18 THE VIDECGRAPHER: We are now golng off the
19 behind John wbile be was giving it. Se, I was -~ I was 18 record in the continuing depesiticn of Charles Cross.
20 familiar with that and I knew that even to ~- to this 20 The time is now 11:49 &.m.
21 date, people bring up that testimony. 21 {Off the record at 1i:4% a.m.)
22 Q. Did you -~ Do you have any basis for beliewing 22 {Back on the reeoxd st 11:56 &.m.]
23 that My. Bley is not an honest person? 23 THE VIDEOGRAPHER: We are noW back on the
24 A. Well, I think John's a wvary honest person, 24 record in the cobtinuing deposition of Charles Cross.
25 Q. And do you know or have you had any contact 25 The time is now 11:46 a.m.
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Lead plaintiffs respectfully submit this statement in advance of the February 7, 2008 status

conference call.

A, Professor Fischel’s Report Complies with the Court’s November 20,
2007 Order

Lead Plaintiffs served their expert rebuttal reports on February 1, 2008, including the rebuttal
report of economic expert Professor Daniel R. Fischel. Professor Fischel’s report identifies the
source of inflation in Household International, Inc.’s {*“Household™) stock on the first day of the
Class Period and explained why regression analysis is not appropriate in this case to identify the day
Household shares first became inflated.! Lead plaintiffs also served on defendants a further
statement regarding damages that addresses the additional points of clarification sought by
defendants’ expert Dr. Mukesh Bajaj.> Professor Fischel’s rebuttal and plaintiffs’ supplemental
statement address all of the purported deficiencies identified by Dr. Bajaj in his report.’

Defendants now contend that plaintiffs failed to comply with the November 20, 2007 Order
because Professor Fischel did not provide a regression analysis taking the artificial inflation *back to
zero.” As discussed below, however, lead plaintiffs have complied fully with the Court’s Order by
responding to all of the issues raised by Dr. Bajaj.*

In the November 20, 2007 Order, Dr. Bajaj was directed to “specify all exceptions and

deficiencies in Professor Fischel’s report, including those that prevent Dr. Bajaj from offering his

! Professor Fischel’s rebuttal report is attached as Exhibit A.

2 The supplemental statement is attached as Ex, B,

3 A copy of the relevant portion of Dr. Bajaj’s report is attached as Ex, C,

4 Defendants do not take issue with plaintiffs’ supplemental statement which explains that because

plaintiffs intend to propose the FIFO (first in, first out) method of “matching” and have never proposed the
netting of shares purchased before the Class Period it is not necessary to determine pre-Class Period inflation
(whether going back to July 22, 1999, October 23, 1997, or some earlier date) in order to caleulate damages
for class members based on the current Class Period,

-1-
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own analysis,” and plaintiffs were ordered to respond. See November 20, 2007 Order. Professor
Fischel’s rebuttal report complies with this Order. Ex. A at1925-29. In his report, Professor Fischel
explained the source of inflation in the stock on the first day of the Class Period which is the
information Dr. Bajaj claimed he needed. Ex. A at36; Ex. C at 87; see alse November 20 Qrder
(“Defendants [] claim that their expert required more information as to the source of the pre-Class
Period inflation Professor Fischel claims is present in the price of Household stock on the first day of
the Class Period.”).

Lead plaintiffs understood the Court’s November 20 Order to require them to respond to the
“exceptions and deficiencies” identified by Dr. Bajaj, which they did. Although the Courtindicated
in the Order that it “expectfed] Professor Fischel [would] provide a regression analysis showing the
date on which there was zero inflation in the stock price,” plaintiffs did not understand that the Court
had, without even seeing Dr. Bajaj’s report (which was served after the Order), ordered plaintiffs’
expertto provide that analysis. As explained by Professor Fischel such an analysis was not required
in order to respond to Dr. Bajaj’s criticisms, which he points out were “incorrect and misleading
because [Dr. Bajaj] mischaracterizes Plaintiffs’ allegations and the use of regression analysis to
quantify artificial inflation.” Ex. A at §37.

Notably, Dr. Bajaj did not indicate in his report that a regression analysis from Professor
Fischel indicating the first date on which inflation came into the stock, was necessary for him to
provide his own analysis. Ex. C at 87-89. The parties met and conferred to discuss these issues
Wednesday afternoon and during the call defendants acknowledged that Dr. Bajaj could provide his

own analysis without this information.” Until now, defendants have argued that the information they

8 The meet and confer alluded to by defendants in their report occurred before Dr. Bajaj even served

his report, thus defendants’ “offer” to “meet and confer with Plaintiffs regarding any issues they may have
encountered in complying” was, to say the least, iflusory. Defs’ Status Report at2, Following receipt of Dr.

-2
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seek is necessary for Dr. Bajaj’s analysis. This was their entire basis for insisting that Dr. Bajaj be
permitted a sur-rebuttal, In their status report, however, defendants now claim that “this issue bears,
inter alia, on whether Plaintiffs are seeking damages for the consequences of time-barred events.”
Defs’ Status Report at 2. As Professor Fischel explained, defendants’ assertions misconstrue
plaintiffs’ claims. Ex. A at 937,

Professor Fischel identified the source of inflation in Household stock on the first day of the
Class Period. Ex. A atY36. He stated that Household's stock price was artificially inflated on July
30, 1999 by Houschold’s failure to disclose material adverse facts in connection with its Tuly 22,
1999 statement announcing its second quarter results, 74 Ttis a legal issue for Judge Guzman to
decide whether the Class Period can start on July 30, 1999 or if it has to start on August 16, 1999,
the date of the first public statement during the Class Period.

In any event, Professor Fischel’s opinion that Household’s stock was inflated during the
Class Period does not change if the Court shortens the start of the Class Period from July 30, 1999 to
August 16, 1999, or to a later date; nor does it matter if, or how much, Household’s stock was
inflated prior to the first actionable statement. 936. Indeed, Household’s stock may have been
inflated since the beginning of the old Class Period (October 23, 1997), (or even before that time)
but that is no longer part of plaintiffs’ case because it was dismissed by Judge Guzman on statute of
limitations grounds. The existence of pre-Class Period artificial inflation would not preclude
plaintiffs’ cause of action for defendants’ subsequent false statements that contimued to artificially
prop up Household’s share price. This is because each statement made by defendants to the market

that failed {o disclose the adverse information regarding Household’s improper business practices

Bajaj’s report, plaintiffs and their expert understocd the purported “deficiencies and exceptions” and did not
require further clarification from defendants in order to respond. See Exs. A and B.

-3
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(predatory lending, improper re-aging and improper accounting) was an inflationary event. Id.,
1136-38. Had the adverse information been disclosed, Household’s share price would have fallen to
its true value as identified by Professor Fischel in Exhibits 53 and 56. Id. at {36-39.
Furthermore, as Professor Fischel clearly explains in his report, a regression analysis cannot
be used in this case to show the date on which there was zero inflation in Household’s stock price:
Plaintifis claim that the alleged omissions were inflationary events becanse they
prevented the price from falling to its true, uninflated value. Under this theory, the
Company’s stock price did not have to increase upon defendants allegedly false
statements (e.g., quarterly financial results) in order to become inflated.
Consequently, the fact that I did not identify statistically significant price increases
that resulted in the inflation increasing between the beginning of the Class Period and
November 15, 2001 does not contradict plaintiffs’ allegations. Moreover, event
studies (which are based on regression analysis) are intended to measure stock price
movements upon disclosure of new information, not the non-disclosure of
information. Therefore, no regression analysis can be used to identify the day on
which the stock price became inflated in this case.
Ex. A at {38 (citation omitted).® Accordingly, Professor Fischel’s event study was not designed to
determine the date on which the inflation came into the stock, but instead to estimate the artificial
inflation in Household stock based on the effect of corrective disclosures and leakage from
November 14, 2001 through the end of the Class Period. Ex. A at 1938-39,
Defendants did not indicate in their Status Report what “remedy” they seek and did not
specify a remedy when asked dwing the meet and confer; however, given Professor Fischel’s
comprehensive response to the issues raised by Dr. Bajaj, lead plaintiffs urge the Court to allow

expert discovery to move forward without additional delay. Defendants will have the opportunity to

further explore these issues at Professor Fischel’s deposition.

é In arguing to the contrary, defendants misquote Fischel’s statement in paragraph 39. Defs’ Status

Reportat 2. The full sentence should read, “Regression analysis . . . can be used in this case to calculate the

amount of artificial inflation resulting from an alleged omission on any day during the Class Period.” Ex. A
at 39 {omitted portion in bold).
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B. Any Limited Sur-Rebuttal Should be Served by March 1, 2008

Defendants have not informed plaintiffs if and when they intend to file a sur-rebuttal from
Dr. Bajaj in light of the response to Dr. Bajaj’s criticisms provided by Professor Fischel and
plaintiffs. If Dr. Bajaj wishes to submit a limited sur-rebuttal, plaintiffs will not object, provided
defendants agree to serve that report by March 1, 2008 (giving defendants’ expert an entire mounth)
and to complete his deposition by March 14, 2008.

C. Expert Depositions

Judge Guzman has scheduled a status hearing on March 17, 2008 to set a summary judgment
and trial schedule. All depositions must be complete by March 14, 2008 so the parties can appear
before Judge Guzman on March 17, 2008. Lead plaintiffs have offered Professor Fischel for
deposition on March 13, 2008 but still have not received a date for Dr. Bajaj. Defendants have been
on notice for months that plaintiffs want to depose Dr. Bajaj prior to March 14, 2008 to avoid any
further delay in setting this case for trial. The rest of the retained expert depositions have been
scheduled, and will be completed in time for the March 17, 2008 tria setting conference.

D. Defendants’ Refusal to Provide Information Relating to the 23 Non-
Retained Expert Witnesses

Rather than complying with the Court’s Jarmary 31, 2008 Order, without any advance notice
or a properly noticed motien for reconsideration, defendants request in their status report that the
Court recon:sider its ruling. Aside from the procedural deficiencies of the motion, defendants fail to
identify any meritorious grounds, as to why this Court should reconsider its well-reasoned opinion,
Indeed, defendants’ status report simply reiterates the exact same points they made in their original
opposition. However, disagreeing with the Court’s Order is not a proper basis for reconsideration.

As outlined in plaintiffs’ submissions, the specific opinions the 23 witnesses will offer and
the bases for those opinions is information necessary not only for plaintiffs to determine what

additional steps, if any, they need to take with respect to defendants’ “experts,” but also for the Court
5.
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to perform its gatekeeper function under Daubert. The Federal Rules do not envision “trial by
ambush,” Accordingly, defendants should be required to provide the information outlined in the

Court’s January 31 Order.
DATED: February 6, 2008 Respectfully submitted,
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IN THE UNITED STATES DISTRICT COURT
WORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISICH

IAWRENCE E, JAFFE, Pension Plan, on )

HOUSEHOLD INTERNATIONAL, INC,, ARTHUR
ANDERSEN, L.L.P., W F ALOINGER, and
D A SCHOENHOLD,

behalf of itself and all others ]
similarly situated, and GLICKEMRUS )
INST GRP., )
)
Plaintiffs, H
H

vE. } Mo, 02 C 5893
)
}
H

) Chicago, Illinois
) Febrvary 7, 2008
Dezfendants. 1 1:05 B.M,
TRANSCRIFT OF PROCEEDINGS - Telephone Status
BEFORE TEE HONORABLE NAN R. NOLAN, Magistrate Judge
ADPPEARKNCES +
For the Plaintiffs; COUSHLIN, STOIA, GELLER, RUDMAN &
ROBEINS, LLP
100 Pine Street, Suite 2560
San Francisco, California 94111
BY: MR. LUKE C. BROOKS
MS. AZRA Z. MEMDI
MR. JASON C. DAVIS
MR, D. CAMERON BAKER
{Appearing telephanically)

COUGHLIN, STQIA, GELLER, RUDMAM &
ROBBINS, LLP
655 Wagt Broadway, Suite 1200
San Diego, Califormia 92101
BY: FR. SPENCER A. BURKHOLZ
{hppearing telephonically}

PEMELA 5. WARRENW, CSR, RPR
oOfficial Court Reporter
213 Sputh Dearborn Street, Room 1928
Chicago, Illinois 60604
(312} 294-8307

NOTE: Please notify of correct identificaticn,
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11
12
13
14
15
16
17|
18|
19
20
21
22
23
241
25

{Proceedings held in open court:}

THE COURT: Good aftermoon, everyone. This is Nan
Wolan in Chicago, I'm the magistrate judge in the case -- the
parson who hag been supervising the discovery.

For the plaintiff, who is on the phene, please?

MR. BURKHOLZ: Your Honor, Spance Burkholz for the
plaintiffs.

THE COURT: Okay.

MR. BURKHOLZ: I also have with me Azra Mehdi, Cam
Baker, luke Brooks, and Lori Fanning.

THE COURT: Okay, Thank you

And for the defendants, please,

MS. BEST: Yes., Good aftermmoon, your Honor. It is
Landis Best frem Cahill Gorden.

THE COURT: GOkay.

MS. BEST: And with me I have David Owen and Susan
Buckley. And also Adam Deutsch iz on the line from the Eimer
fixm,

THE COURT: Okay. Thank you very much.

80 we are here for a status today, Thank you for each
of you [iling your status reports,

We have, I think, three issues. At least it appeared
from the stakus report there are three issues, and then
anything anyone else wants to bring up.

And T don't helieve we have any -- we have three

- T - S T T S L I S

T T T S S T SV
Hh P USR8 e S ahrbpes

APPERARANCES: {Contimued)

MILLER, FAUCHER AND CAFFERTY, LLP

30 North LaSalle &creet, Suikte 3200

Chicagon, Illineis 60602

BY: MS. LORI A. FANNING
(Appearing telsphonically)

Ffor Defendant Houschold: CAHILL, GORDON & REINDEL, ILP
80 rine Street
New York, Mew York 10005-1702
BY: M5. LANDIS BEST
MS. SUSAN BUCKLEY
MR, DAVID R. OWEN
(Appearing telephenically)

EIMER, STAHL, KLEVORN & SOLDBERG, LLP
224 §. Michigan Avenue, Suite 1000
Chicago, Illinois 60604
BY: MR. ADAM B, DEUYSCH

{dppearing telephonically)
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issues, but Y don't think thera are any motions pending, they
are just issues that were brought up at a prior status. Okay?

S the [irst is the defendants's notice. The way we
have written it is the defendants's notice concerning expert
discovery, expert testimony.

Who wants to summarize what that argument was?

Ms. Best, you want to do that?

M5, BEST: Yes, your Honor, Thack you.

Your Honor, wa have put forth in our status conference
repork our kind of understanding of why we are where we ave in
the face of your Honor's recent order requiring us to list out
the opinion and the basis therefore of the 23 witnesses that we
listed on cur notice. 5And we set forth the reasens why we felt
we had no other chojce but to list these individuals because of
the Sunstar decision and hecause of the way that decisicn
interpreted Rule 701 and the amendment therets and specifically
dealing with vestimony of a lay witness with respect Lo areas
of specialized knowledge.

And. your Homor, it is our view that perhaps there Ay
have been some misunderstanding for which we apologize, We are
not attempting -- we did not list these individvals and we do
not intend to call them te give classic axpert testimony in the
sense of opining on matters, you know, aftex the litigation.
Rather, these ara wirnesses who had day-to-day activities, that

they have knowledge of the events that have been called into
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subsequently issued a supplemental report. And in thig
supplemental report he says, no regression analysis can be used
te identify the day on which the stock prics became inflated in
this casa, ‘
Okay. MNow that was really what the issue is here.
€an -- Ms. Best, let's talk about this,
with that?

Can you live

MR, CWEN: Your Honor, this is David Owen, TI'l1 speak
to these issuee.

And tha shorter answer is, no, we can't live with
that. We made two motions seeking free class inflation
information. wWe believe your order was clear abgut showing the
dates upon which there was zero inflaticm,

I personally, for the defendants, don't have any
particular preference or need that it be a regression analysis,
but it seems Lo me plaintiffs have alleged a fravd, and they
have to tell us when -t.hat fraud started., That's what led to
our motion, and we believe that's what led to your Honor's
order.

The fact that Professor Fischel may not be able to de
whatever regressicn analysis he would like to produce that
nurber does not relieve the plaintiffs of their discovery
obligatiens with respect to damages and so forth as we said in
our previous two wotions on this subjeck. And we need that

information.

1| between Ms. Spencer and what you are opining, ang I think the
2} plaiptiffo are actually agraeing. And who knows aven -- you

3! know, who knows what something may oome ocut of their side too.
4| So this could be a good ruling for everybedy. Ckay?

5 MS. BEST: Ckay. So we will work on that, your Honor,
6| and get that to the plaintiffs,

7 THE COURT: Good. Good. That's great. That deals

8| with that. Okay,

9 Second is -- the second is, let's do Professor -- do
10 you say Fischel? Is it Fischel or -- Fischel?

11 MR. BURKHOLZ: It is Fischel, close enough.

12 THE COURT: -- Professor Fischel's supplemental

13} report.

14 Okay. ‘There are two prier orders this relates to, but
15| I -- this began October 17th, which is Document 1144, And then
16 we had a follow up. We had -- let's see, Where was thaty

17| MR. BURKHOLZ: It is the November 20.

18 THE CQURT: Yeah, the Nevember 20th order.

19 In that order -- in that we ordered Professor Fischel,
20; quote, to provide a regression anmalysis showing the date on

21| which there was zero inflation in the stock price. clese quote.
22| Professor Fischel's supplemental report states, no

23| regression analysis can be uged to -- so and then he was

24 crdered to do that.

25 Okay? Then there was Frofessor Fischel has

11

1 Dr, Bajaj has explained why we need that information,
2| You know, we tried to meet and confer with the plaintiff about
3| this back in December, you now, sc we could work ocub an

4| understanding of what it is that they were geing to da, and

5| they refused. BAnd what they told us is that, vou know, we're
&1 going to comply. We're going to give it to you, and that's ail
7{ we're going to say on the subject.

8 well, they didn't comply. And T would add that, you
$| know, only two weeks ago Mr. Burkholz stood right in front of
10| your Honor and said they were going comply with the order. And
11{ I think it is very clear now that they haven't done it.

12] Their position is Dr. Fischel said he can‘t do it by
13| way of regression, and vhat they doa't have to do it with

14 respect Lo their general damages disclosure. They have a

18| separate document that says that. 2And their status conference
16| statement says that the aforesaid didn't really mean what it
17| said when it said that it expects Professor Fischel to provide
18| this information because all they need to do i say that his
19| analysis -- Dr. Bajaj's analysis is incorrect and migleading,
20| so, therefore, we're not going t> do it.

21 You know, khat's something they could have told us

22 back in December when we wanted to meet and confer, If -- if
23( they had a problem with the order that said they were going to
24| provide that information, their opticns are to move for

25| veconsideration or te take it up to Judge Guzman or ko meet

12
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11
12
13
14
15
16

18
19
20
21
22

24
25

with us and explain to us what their problems are so that we
can talk with them sbout how to get around it, They didn't
take up any of those options.

What they did is they waited until February lst and
then said, oh, we're not doing it, and Fischel can't do it by
way of regressicn analysis.

Well, you know, these are fraud claims. And fraud
¢tlaims require an explanation of what the fraug is,
irrespactive of what the class period said. You know, when
defendant is alleged to have lied about something, that
theoretically produces infiation in the stock price.

The complaint says all sorts of things about why in
1997 and 1998 -- and if Judge Guezman hadn't shortened the class
period, we would sea inflation from Professor Fischel as to
dates in 1997 and 1998, but we don't. And your Honor ordered
them to produce that informaticn, and they refused. 2nd we
think that's totally unacceptable.

And it is ju.s'c -- their conduct that gets us hare
really smells like bad faith. I mean, these are things that we
should have been talking about, and we haven't, and that's
their fault. And we're very, very unhappy. And our kasic
position is we're entitled to the information that was ordered
to ba provided, and we'd like to get it.

THE COURT: Okay.

MR. CHWEN: I don't know the words that the plaintiffs
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need to understand what their obligations are, but --
THE COURT: Mr. Owen --
MR, CWEN: -- {unintelligible).
THE COURT: Mr. Owen, let me ask you, you said
something which I didn't think T heard you say before., You
said -- and T know I reviewed, obviously, what we ordered from

Dr, Fischel.

I -« you're saying to me now that if Fischel can't do
it, you want the plaintiffs to do it. Is that what vou are
saying?

MR. OWEN: I think that's correct. I mean, I don't
Jnow perscnally what Fischel could do or covldn't da on this
subject using regression analysis or any other analysis. But
whether he can do ox can't do -- I suspect that he ¢an do, but
that's quite a separate question -- the plaintiffs have an
cbligaticn to disclose the scope of their fraud and what their
damages are. &And they have asserted in damages interrogatories
things on this subject that we have raised questions abeut, and
they are hard guesticns for the plaintiffs, and the plaintiffs
clearly don't want to answer the questicn,

THE COURT: All right.
MR. OWEN:; Buc the answer to that is net to allow them
ke duck this hard question --

THE COURT: Ckay.

HR. OWEN: -- or to disregard orders that order them

15

MR. BURKHOLZ: Pericd inflation in order to caleculate
what he considers trading gains.
THE COURT:

Ckay, Pericd.

MR. BURKHOLZ: Okay?
THE COURT: Ckay.
MR. BURKHOLZ: So then what we did was on February ist
-- and, by the way, these are complicated damage issues.
Nobody disagrees with that. We were working with our expert,
and wa also made a decision, you know what, we're golng to
respond, Dr, Fischel is going to vespond to all the criticisms,
and he does that in a 28-page report, which we submitted with
our status conference statement.

He responds to the Court's question about Exhibits 53
and 5€. He also responds to the issue of the scurce of
inflation in Household stock on the first day of the ¢lass
period, And he says, according Lo the plaintiffs, there was a
stakement: on July 22nd before the class period. That stakement
was a lie in the market on March 30th,

We know f£rom Judge Guzman's prior decision on the
seatuce of limitations that we have a class pericd here that
starts on July 30th, 1999. &nd there is no public statement by
Household, The £lrst public statement by Housshold is en
August 16th, you know, a couple weeks after the beginning,

THE COURT: What paragraph --

MR. BURKHOLZ: So what's --
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1| to provide the information. The answer for them is to conply
2| with the Court's order,
3 THE COURYT: Ckay. All right.
4 MR. BURKEOLZ: Your Honor?
5 THE COURT: Yes.
a ¥R. BURKHOLZ: This is Spence Burkholz. If I could be
7| heard on this.
8 THE COURT: Uh-huh.
9 MR, BURKHOLZ: Of course the last thing we want to do
10; i not comply with the Court's order. Okay? And let me try to
11} walk through this and explain our position on it, because we
12i obviously want te comply with the Court orders ang provide
13 whatever information is required.
14 We had the Court order of November 20th which saig
15| Dr. Fischel had to explain two things, cne, cur Exhibits 53 and
16| 56 alternatives theories, and he did that in his supplemental
17{ report. In addition, he was reguired to provide information
18 regarding the source, source of inflation on Household stock on
19| day one, and he did that. And I'm going to get to thac.
20 So the defendants’s expert ten days later, Dr, Bajaj,
21 issues a 30-page repert, full of criticisms, no independent
22} theory of damages, but full of criticisms.
23 Or page 87 of thal report, he says, I need to liow
24} pre-class period inflation in order to calculate trading gains.
23 THE QOURT: Hold on. He needs to know pre-class?

16
1 THE COURT: What paragraph of Fischel's affidavit are
2| you talking about right now?
3 MR. BURKZOLZ: It is paragraph 30. It is his rebuttal
4| report, paragraph 35,
5 THE COURT: Okay. All right, 36,
L] MR. BURKHOLZ: S0 he explains -- he explains the
7| source of the inflation on day one of the class period is this
8| July 22nd, 1999, statement.
9 Now it may be that Judge Guaman says, you know what,
10| the defendants didn't have a duty to correct that statement of
11| July 22nd. And this ¢lass peried here has tq start with the
12) flrst public statement made by Household, and that's going to
13| be on Angust 16th, 1999. And that's when our class periocd will
14| start. And it doesn't matber whether there is inflation or not
15| hefore the class period, that's irrelevant.
t6 MR. OWEN: Your Honmor, that's exactly the problem,
17 THE COURY: Okay.
18 MR. BURFHOLZ: Can I -- can I --
19| THE COURT: I'm going to give you -- wait, wait.
20| I'm -~ I promise you you're going to have to time to tell me
21| because I actually want to know why pre-class period inflation
22| is important,
23 But please let this gentleman finish first, Okay?
24| Because Y am following aleong here, since we're doing this en
25| the phone, I'm following along with this affidavit -- or with
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this report nere. Okay?
MR, BURKHOLZ: Okay. Thank you, your Homor,
THE COURT: o continue -- are you Saying --

MR, BURKHOLZ: Can I -- if I can finish - you know
what, if I can finish my presentatien, T think I'm going to
answer all the Court‘s guestions.

THE COURT: Ckay. Good.

MR, BURKHOLZ: All righc.

So we went ahead, and I said, you know what, Dr. Rajaj
critvicizes some -- he meets this pre-class period inflation on
page 87 of his report. He says he needs it because the -- to
calculate these trading gains. That's a claims issues that's
going to be decided on -- the Court is going to -- Judge Guzman
is going to decide, assuming we get a jury verdict, how chesa
class members axe going to be treated in terms of their
damages. And Dr. Fischel is not opining on that.

But, you know what., let's provide a supplemental
damage statement which explains in full cur damage theory so
they don't complain about it and deals with this trading gain
issue of why pre-class pericd inflation ia not important to our
damage thecry. BAnd we do that, We submit that. We subwitted
that to the Court with our submission here,

hAnd so then we go ahead and wa xespond to the fact
that under FIFO pre-class period inflaticn is not relevant to

damage calculations.

19

The way that -- the way it ia going to work in this
case is we have a JQuly 30th -- a July 30th start te cur case.
We have ne statement on that date, We are -- our position is
the stock was inflated on that date by a fallure of Household
to diseclose the true facte, And if they did disclose the true
facts on that day, the stock would have went down by the amount
of the fraud decline that Dr. Fischel found later, the $7.97.
And the fact is thar there was a July 22nd statement, eight
days before, that was alive in the market on that day.

Now Professor -- I mean, Judge Guzman may say, you
know what, I'm not letting you start the class pericd when
there 1s no statement. You start the ¢lass peried a couple
weeks later when there is a staktement.

Or Judge Guzman can say, you know what, that statement
a couple weeks later, August 16th, 19399, your evidence isn't
good enough. Your gvidence of falsity of showing the
statements are false in this case. I don't really see it until
January of 2000,

Does that mean we have no case here?

No, it means

that we starkt our case whenever the Judge finds there is an
actionable statement. And cur theory of the case is it is not
anything that happened before the class peried, it is the

statement for the day of -- in the class period when they speak

and a failure to disclose the truth that keeps the stock at an

inflated price.
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Ckay. Now this issue of the regressicn analysis.

They say they need it. Now we hear that they may not need it.
let me just try to explain that.

So the regression amalysis shows the inflation coming
out of Household stock with the parcial disclosures teward the
end of the class period. A regression amalysis isn't going to
show when the stock becemes inflated. You take those
fraud -- we call them fraud-related declines, declines in
Household stock price, and you bring them back to the beginning
of the class peried, which is July 30ch, 1999, and you say, the
steck is inflared, as we show on Exhibit 53 by $7.97 that those
are the specific disclosures that are fraud related.

New we don't know when there is zerc inflatiem in
Housshold steck before the class pericd. First of all, it is
not relevant to our case. Household stock may have been
inflated -- may have been inflated going back to the beginning
of our old ¢lass pericd in 1937 or even before that. We didn't
have discovery on that. We wouldn't -- that's net part of cur
case. It is not even relevant to our case.

Now the defendants want to say, well, leok, there is a
statement before the clags period that inflated the stock
price. And if that's not actionable, your entire case is not
acticnable. well, they could bring that claim against -- they
could bring that argument st summary judgment. There is no

case law to support it.

20
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And Dr. Fischel explains in his report why you den't
use a regression analysis to go back to show when there is zero
inflation in the stock price. And if I -- there is no way to
even know wben there is zero inflation in the stock price
berause, once again, we had no discovery going back to 1997 or
before. That's not -- that's not part of our case. It
wouldn't even be something that we would want to or have to
show, and it wouldn't be relevant to any calculation of damages
in this case,

THE COURT: All right.. ILet me just put it another
vay, and then Mr. Owen can talk.

MR, BURKHOLZ: Ckay.
THE COURT: IL you were giving an answer, would you
say no earlier than July 3oth, 15997

MR, BURKHCLZ: 1In answer to what question?
THE CCURT: On what day -- therefore, on this -- if
there is a day on which the steck price became inflated, I
mean --

MR, BURKHOLZ: Well, the stock price is inflated by
when there are legal elaims to -- in which you sesk damages.
Now Judge Gueman said that day was July 30th, 1399, begause of
this sarbanes-Cxley analysis he did —-

THE QOURT: Right.
MR. BURKHOLZ: -« jn his court order, you knaw, back

in 2006 or 2007.
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should probably be filed also. Ckay?
MS. BEST: OQkay. Thank you, your Honor
THE COURT: Okay, Thanks, everybody. ERye-bye.
Bye-bye now,
{Which concluded the preceedings in the above-entitled

mattar,}
CERTIFICATE
T hereby certify that the foregoing is a transcript of

proecesdings before the Honoraple Nan R. Nolan on February 7,

2008.

DATED: February 8, 2008 %‘ QI)Z@,#
/ =aj -
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Newville, Josh

From: Newville, Josh

Sent: = Sunday, March 29, 2009 8:37 PM
To: 'Luke Brooks'

Ce: Maureen Mueller

Subject: RE: Deposition cuts

Luke: In our discussions last week, you asserted that if we opened the door by asserting that charges weren't
filed, the testimony on 179-181 comes in — it relates to setflement negotiations, and | made that clear to you
during our M&C. We discussed this issue with Judge Guzman at length. Your argument before Judge Guzman
was that if we open the door, then you could introduce the testimony regarding WHY charges weren't filed. The
court ruled that if we present the testimony from Cross on the fact that no charges were filed, we've opened the
door. Based on the Court's ruling, we are choosing not to open the door.

Are you now saying that this testimony on the settlement negotiations an 179-181 comes in for any

purpose whether or not we open the door? [f that is the case, what was the purpose in your raising the door-
opening argument to the court? Why else would | have agreed to withdraw the testimony on 50-51? Please let
us know by 10:00 p.m. this evening whether this is something we need to raise with the Court tomorrow.

From: Luke Brooks [mailto:LukeB@csgrr.com]
Sent: Sunday, March 29, 2009 5:15 PM

To: Newville, Josh

Cc: Maureen Mueller

Subject: Deposition cuts

Josh,

I write further to our conversation Friday night. We cannot agree to withdraw plaintiffs' designation of
179:20-181:9. This cut is not objectionable, we never withdrew the designation and you failed to raise the
issue with Judge Guzman. In fact, after first stating that there were no remaining issues with the Cross
deposition, you specifically indicated that the only issue you had on p. 179 was lines 8-19, relating to the
date of the settlement, which we then discussed: "On Page 179, the testimony that we object to is Lines 8
through 19." Tr. at 662:1-2, it is not appropriate to re-raise the issue now.

Also, we note that on Posner plaintiffs may play 114:8-12, 17-22; 115:11-22, 25 and 116:1-5 in their cut.
Luke

NOTICE: This email message is for the sole use of the intended
recipient (s} and may contain information that is confidential and
protected from disclosure by the attorney-client privilege, as
attorney work product, or by other applicable privileges. Any
unauthorized review, use, disclosure or distribution is prohibited,
If you are not the intended recipient, please contact the sender
by reply email and destroy all copies of the original message.

7/17/2009
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Newville, Josh

From: Newville, Josh

Senf:  Monday, April 06, 2009 10:23 PM
To: 'Luke Brooks'

Ce: | Maureen Mueller

Subject: RE: Deposition cuts

Luke: As discussed, we will withdraw our objection to Chuck Cross 179:20-181:9 (with the understanding that
Plaintiffs will not argue that our withdrawing the objection will "open the door” to other testimony regarding

settlement negotiations). Also, as | mentioned, we have cut down our Chuck Cross counterdesignations, and
plan to present only the following clips:

13:5-20
32:21-33;7
49:14-50:2
50:3-50:6
67:2-9
69:13-70:10
79:23-80:2
85:24-86:10
88:18-89:8
89:24-90:6
91:13-17
06:20-97:9
103:22-24

Regards,
-Josh

From: Luke Brooks [mailto:LukeB@csgrr.com]
Sent: Sunday, March 29, 2009 5:15 PM

To: Newville, Josh

Cc: Maureen Mueller

Subject: Deposition cuts

Josh,

| write further to our conversation Friday night. We cannot agree to withdraw plaintiffs' designation of
179:20-181:9. This cut is not objectionable, we never withdrew the designation and you failed to raise the
issue with Judge Guzman. In fact, after first stating that there were no remaining issues with the Cross
deposition, you specifically indicated that the only issue you had on p. 179 was lines 8-19, relating to the
date of the settlement, which we then discussed: "On Page 179, the testimony that we object to is Lines 8
through 19." Tr. at 662:1-2. Itis not appropriate to re-raise the issue now.

Also, we note that on Posner plaintiffs may ptay 114:8-12, 17-22; 115:11-22, 25 and 116:1-5 in their cut.

Luke

NOTICE: This email message is for the sole use of the intended
recipient (s) and may contain information that is confidential and
protected from disclosure by the attorney-client privilege, as

7/17/2009
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attorney work product, or by other applicable privileges. Any
unauthorized review, use, disclosure or distribution is prohibited,
If you are not the intended recipient, please contact the sender
by reply email and destroy all copies of the original message.

7/17/2009
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UNITED STATES DISTRICT COURT

NORTHERN DISTRICT OF ILLINOIS

EASTERN DIVISION
LAWRENCEE. JAFFE PENSION PLAN, On ) Lead Case No. 02-C-5893
Behalf of Itself and All Others Similarly ) (Consolidated)
Situated, )
) CLASS ACTION
Plaintiff, )
y Judge Ronald A. Guzman
Vvs. ) Magistrate Judge Nan R, Nolan
HOUSEHOLD INTERNATIONAL, INC., et ;
al.,
)
Defendants. ;
)

[PROPOSED] FINAL PRETRIAL ORDER
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This matter having come before the Court at a pretrial conference held pursuant to Fed. R.

Civ. P. (“Rule”) 16, and

Patrick J. Coughlin Azra Z, Mehdi

Michael J. Dowd D. Cameron Baker

Spencer A. Burkholz Luke O. Brooks

Daniel Drosman Jason C. Davis

Maureen E. Mueller Coughlin Stoia Geller Rudman
Coughlin Stoia Geller Rudman & Robbins LLP

& Robbins LLP 100 Pine Street, Suite 2600
655 West Broadway, Suite 1900 San Francisco, CA 94111

San Diego, CA 92101 Telephone: 415/288-4545
Telephone: 619/231-1058 415/288-4534 (fax)

619/231-7423 (fax)

Marvin A. Miller

Lori A, Fanning

Miller Law LLC

115 S. LaSalle Street, Suite 2910
Chicago, IL 60603

Telephone: 312/332-3400
312/676-2676 (fax)

having appeared as lead counsel for lead plaintiffs Glickenhaus & Company, PACE Industry Union
Management Pension Fund, the International Union of Operating Engineers Local No. 132 Pension

Plan, and the class, and

Thomas J. Kavaler Nathan P. Eimer

Howard G. Sloane Adam B. Deutsch

Patricia Farren Eimer Stahl Klevorn & Solberg LLP
Susan Buckley 224 South Michigan Avenue

Landis C. Best Suite 1100

David R. Owen Chicago, Illinois 60604

Cahill Gordon & Reindel LLP Telephone: (312) 660-7600

80 Pine Street 312/692-1718 (fax)

New York, NY 10005
Telephone: (212) 701-3000
212/269-5420 (fax)

having appeared as counsel for defendants Household International, Inc., William F. Aldinger, David

A. Schoenholz and Gary Gilmer, the following actions were taken:
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1. This is a certified class action brought under §§10(b) and 20(a) of the Securities
Exchange Act of 1934 (the “Exchange Act™), 15 U.S.C. §§78j(b) and 78t(a), and the rules and
regulations promulgated thereunder, including SEC Rule 10b-3, 17 C.E.R. 240.10b-5 and the

jurisdiction of the Court is invoked under §27(a) of the Exchange Act, 15 U.S.C. §78aa. Jurisdiction

is not disputed.

2. The following stipulations and statements were submitted and are attached to and

made a part of this Order:

(a) Exhibit A — A comprehensive stipulation or statement of all uncontested facts,
which, except where a specific objection to admissibility (as noted in Exhibit A) is upheld, will
become a part of the evidentiary record in the case and which may be read to the jury by the Court
or any party;

(b) Exhibit B — Statements by each party of the contested issues of fact and law;

B-1 - Plaintiffs” Statement of Contested Issues of Fact and Law
B-2 — Defendants’ Statement of Contested Issues of Fact and Law
(c) Exhibit C — Description of the case to be read to prospective jurors;
(D) Exhibit D — Schedules of exhibits (other than demonstrative evidence)

expected to be offered in evidence during trial,

D-1 — Plaintiffs’ Exhibit List (with Defendants’ objections and
Plaintiffs’ responses)

D-2 — Defendants’ Exhibit List (with Plaintiffs’ objections and
Defendants’ responses)

The parties plan on continuing to meet and confer in the next two weeks to
reduce the objections to exhibits and the number of exhibits, The parties plan on
lodging any revised exhibit lists, and a list of disputed exhibits, and will attempt to
agree on joint exhibits prior to the pretrial conference. At the pretrial conference the
parties will discuss with the Court the appropriate schedule for the exchange of
demonstratives prior to trial.
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