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JUDGMENT AS A MATTER OF LAW PURSUANT
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I, THOMAS J. KAVALER, declare as follows:

1. I am a member of the bar and the trial bar of this Court and a member of the
firm of 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
Defendants® Consolidated Memorandum of Law in Support of Defendants’ Motions for Judgment
as a Matter of Law Pursuant to Rule 50(b) or, in the alternative, for a new trial pursuant to Rule 59

(*Defendants’ Memorandum™).

2. Attached hereto as Exhibit | 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.



3. Aftached 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.



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. Attached hereto as Exhibit 13 is a graphic representation of selected data from
Plaintiffs’ Exhibit 1395, “Household International, Inc. Common Stock Estimate of Alleged Artifi-

cial Inflation for Quantification Including Leakage.”

15. Attached hereto as Exhibit 14 is a listing of selected trial exhibits and trial tes-
timony, cited in Defendants’ Memorandum, exemplifying Household’s disclosure and market

awareness of alleged “predatory lending” indicia.

16. Attached hereto as Exhibit 15 is a listing of selected trial exhibits and trial tes-
timony, cited in Defendants’ Memorandum exemplifying market awareness of growing “headline

risks” associated with Household’s subprime lending model.

17. Attached hereto as Exhibit 16 is a listing of selected disclosures concerning
probable loan losses and loss reserves from Household’s 2000 and 2002 10-K Reports, cited in De-

fendants’ Memorandum.

18. Attached hereto as Exhibit 17 is a listing of selected statements ruled actionable
and selected statements rule inactionable as a matter of law in the Court’s ruling (Docket No.
1502) on Defendants’ in /imine motion to preclude plaintiffs from advancing certain statements as

a basis for liability, as cited in Defendants’ Memorandum.

19. 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.

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

the foregoing is true and correct.

Executed this 3rd day of August, 2009, in New York, New York.

/s/ Thomas J. Kavaler

Thomas J. Kavaler
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Lawrence E. Jaffe Pension Plan vs. Household International, Inc., et al.

REPORT OF DANIEL R. FISCHEL

I.  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.
['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
Busiﬁess Emeritus at The University of Chicago Law School. Ihave 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. I have 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
(198R); and Edgar v. MITE Corp., 457 U.S. 624, 643 (1982). My curriculum vitae,
which contains a list of my publications, is attached hereto as Exhibit 1.

3. I 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



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.

H. INTRODUCTION AND SUMMARY OF CONCLUSION

5. Household Intemnational, 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 busihesses); credit card
services (which included domestic MasterCard and Visa credit card businesses); and
international. /d. at 5. Across these segments, Household 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 plec (“HSBC”) on March 28, 2003. See
Household Form 8-K dated March 28, 2003.

2.



delinquencies, prior chargeoffs, or credit-related actions. fd. Houschold’s continued -
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. Id. 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 earnings 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 pFotection, 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
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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. Id.
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. Jd. 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, fd. 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. Id.

9. In light of the above, several institutions (“Plaintiffs”) have filed a
securities class action against Household’s CEQ & Chairman of the Board William F.
Aldinger, President, COO & Vice—Chaﬁman 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. T understand that defendant Arthur Andersen LLP has settled with Plaintiffs and that
claims against the other defendants named in the Complaint have been dismissed.
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Complaint for Violation of the Federal Securities Laws (“Complaint™) § 1, 6, 36 & 47.
Plaintiffs bring this action on behalf of all persons who purchased or otherwise acquired
Household securities during the period from July 30, 1999 to October 11, 2002 (the
“Class Period”).” Id. § 1. I understand 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. 9924 & 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 defaults
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 carnings throughout the Class Period (the “Restatement”).
Id. 7Y 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 Y 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  I. 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,
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“the class suffered damages in connection with their purchases of Household securities
during the Class Period. Id. §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 Household’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.

Il. THE RELATIONSHIP BETWEEN PLAINTIFES’ 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

Jaws.® 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 Y 31-3 for an explanation of residual stock price returns and
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incidents of charging excessive administrative fees, the same category of violations that
Household was required to correct in 1998.” See Exhibit 4. On November 15, 2001, the
Company issued a pres.s 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 penalties the CDC was
secking 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 Flousehold was a “recidivist.” Id. 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 Mortgage 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.



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

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 Massachusetts,
and had previously filed class-action lawsuits in Illinois, California, and New York. See
Exhibit 9. In addition, on June 2, 2062, the Chicago Tribune reported that the AARP
“backs lawsuits against Household in New York and West Virginia that seck 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-Inteiligencer 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 form in several branches in Washington and receiving

reports from regulators in other states concerning this practice, the WA Report stated that
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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 Household’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.” Jd. Similarly, on May 3, 2002, a Chicago Tribune
article stated that, in response to the lawsuit 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



Practice Initiatives” which “rais[ed] industry standards for responsibly serving middle-
market borrowers.”” See Exhibit 17. |

18.  But, as the year progressed, Defendants’ denials became less
credible.® Houschold 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 obj ectiveé 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 Chicage 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 “Houschold 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.
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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 7, 2002 Newsday reported that the
New York State Comptroller was considering selling 2.5 million shares of Household
stock heid 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.”
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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
18 in ‘an uninvestable situation’ and that its earnings growth will likely be restrained by
maturing debt and the potential cost of dealing with the lending allegations. See Exhibit
27.

20.  In addition, analysts lowered their expectations of Household’s
future prospects. For example, on July 31, 2002 Morgan Stanley analysts wrote, “[t]o
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 $5.26 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 Resecarch 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
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could exceed $500 million.” See Exhibit 34. These analysts further noted that “the
company would likely have 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 VI-II’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%.” 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 Household’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 19 31-2 for an
explanation of residual stock price returns and statistical significance.
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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. fd. 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.” /d. 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 § 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 2 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 Household’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 areport dated August 19, 2002, CFRA
observed that “[i]n the June 2002 quarter, the Company changéd 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. Id. 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
Household’s stock price was negatively affected by the alleged frand (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 beel_l 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. Household 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 necessary, 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 learned 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, Household 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, I 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 regular public filings with the SEC; and 4) as demonstrated infia
34-5, the Company’s stock price reacted to unexpected new information. Therefore,
it is reasonable to presume that the market for Houschold’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 retiurn™). 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 v 12)).

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

213

return known as a “t-statistic.””~ A t-statistic with an absolute vatue 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. Quar-ltiﬁcation 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 article questioning
Household’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.ls’ 1118 Gee supra {1 6, 12, 18, 21

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

15. Id.

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. Id. The residual return on August 14,
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& 27 and Exhibit 49. The stock price also declined significanily as analysts reagsessed
the risks of iziwes_;tin&g;,r in the Company’s stock due to the alleged fraud, including
following the publication of the December 11, 2001 Legg Masen report regarding
Household’s re-aging policies, the August 27, 2002 Keefe, Bruyette & Woods report that
described Household as “uninvestable,” the September 3, 2002 Bemstein 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 carnings estimate for 2003."° See supra 9 19,

20, 23 & 28 and Exhibit 49.

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 infra
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.

17. 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.”).

18. 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.

19. 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.
1d. 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.*®
2L See supra 07, 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 § 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 artiﬁcial 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 Houschold’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 Leakage

38.  Intheir 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 UCL4 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 § III}, but only some of these disclosures were associated with statistically
significant residual returns. Compare supra § II1 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 § 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, an(i 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.  As aresult of this leakage, my quantification of inflation using the

specific disclosures described supra 9 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 1\/Iorga.11.28 The first step in this approach is to determine ﬂle
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. 1d. at 906. Cornell and Morgan note that “[t]he length of the window depends on the
facts of each specific case.” Id.

26. Id.

27. Id. at 906-7.

28. Id. at 899-900.
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observation window, the Constructed Return equals the predicted return;®® *° 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 11 = (Value ; +
Dividend ) / (1 + Constructed Return ;). I then computed daily artificial inflation as the
difference between the Company’s stock price and the true value line. If 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. Exhibit 56 lists Household’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 Y 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., G.N.
Pettengill & J.M. Clark, “Estimating Expected Returns in an Event Study Framework:
Evidence from the Dartboard Column,” 40 Quarterly Journal of Business &
Economics (2001}, 19 and Exhibit 55.
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Exhibit 53



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

Stock Artificial True

Date Price Inflation 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 $42.04 $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 $20.78
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 57.97 $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
09/22/99 $41.44 $7.97 $3347
09/23/99 $40.00 $7.97 $32.03
09/24/99 $39.44 $7.97 $31.47
09/27/99 $40.38 $7.97 $32.41
09/28/99 $39.69 $7.97 $31.72
09/29/99 $40.63 $7.97 $32.66
09/30/99 $40.13 $7.97 $32.16
10/01/99 $39.38 $7.97 $31.41
10/04/99 $40.44 $7.97 $3247
10/05/99 $41.06 $7.97 $33.10



Houéehold 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 $29.91
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 $7.97 $31.78
10/25/99 $38.88 $7.97 $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 57.97 $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 $7.97 $35.10
11/10/99 $42.56 $7.97 $34.60
11/11/9% $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 $41.88 $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 $30.28
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



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 $29.97
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 $7.97 $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 $7.97 $27.66
02/04/00 $35.38 3797 $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 $25.91
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 " $24.97
02/16/00 $30.88 $7.97 $22.91
02/17/00 $31.69 §7.97 $23.72



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 $22.91
02/28/00 $31.88 $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 $32.88 $7.97 $24.91
03/08/00 $31.81 $7.97 $23.85
03/09/00 $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 $36.88 $7.97 $28.91
03/20/00 $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 $38.88 $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 $43.38 $7.97 $35.41
04/25/00 $44.69 $7.97 $36.72
04/26/00 $43.63 $7.97 $35.66



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 57.97 $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 $3%.94 $7.97 $31.97
05/12/00 $40.38 $7.97 $32.41
05/15/00 $41.94 $7.97 $33.97
05/16/00 $42.81 $7.97 $34.85
05/17/00 $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 $45.38 $7.97 $37.41
05/26/00 $45.38 $7.97 $37.41
05/30/00 $46.5¢6 $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 37.97 $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
06/22/00 $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



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 $44.88 $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
07/24/00 $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 $7.97 $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 54191
08/08/00 $50.00 $7.97 $42.03
08/09/00 $48.88 $7.97 340,91
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
08/16/60 $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 §7.97 $38.66
08/22/00 $47.31 $7.97 $39.35
08/23/00 $47.25 $7.97 $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 $7.97 540.28
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
(19/05/00 $47.63 $7.97 $39.66
(9/06/00 $50.19 $7.97 $42.22
09/07/00 $50.56 $7.97 $42.60
09/08/00 $52.44 $7.97 $44.47



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

Stock Artificial True

Date Price Inflation Vahie
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
09/18/00 $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 $46.72
09/28/00 $56.44 $7.97 $48.47
09/25/00 $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 $7.97 544 .66
10/09/00 $52.19 £7.97 $44.22
10/10/00 $49.50 $7.97 $41.53
10/11/00 $47.94 §7.97 $39.97
10/12/00 $46.25 $7.97 $33.28
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 $49.19 $7.97 $41.22
10/24/00 $50.25 $7.97 $42.28
10/25/00 $49.50 $7.97 $41.53
10/26/00 $47.44 £7.97 $39.47
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 57.97 $43.91
11/08/00 $51.63 57.97 $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



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 $49.31 $7.97 $41.35
11/16/00 $49.13 $7.97 541.16
11/17/00 $48.19 $7.97 $40.22
11/20/00 545,75 $7.97 $37.78
11/21/00 $46.25 $7.97 $38.28
11/22/00 $44.06 $7.97 $36.10
11/24/00 $45.31 $7.97 $37.35
11/27/00 $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 $49.88 $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 $43.85
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 $44.47
12/22/00 $52.44 $7.97 $44.47
12/26/00 $53.25 $7.97 $45.28
12/27/00 $54,31 $7.97 $46.35
12/28/00 $55.94 $7.97 347.97
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 $54.88 $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 $55.19 $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 $56.63 $7.97 $48.66



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

Stock Axtificial True

Date Price Inflation Value
01/25/01 $56.69 $7.97 $48.72
01/26/01 $57.50 $7.97 $49.53
01/29/01 $59.10 $7.97 . §51.13
01/30/01 $58.59 $7.97 $50.62
01/31/01 $57.48 $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
02/09/61 $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 $59.45 $7.97 $51.48
02/15/01 $58.26 $7.97 $50.29
02/16/01 $59.09 $7.97 $51.12
02/20/01 $57.53 $7.97 349,56
02/21/1 $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 $50.43
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 $59.50 $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 $54.72 $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 $7.97 350,18
03/30/01 $59.24 $7.97 $51.27
04/02/01 $59.50 $7.97 $51.53



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 $7.97 855.41
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 37.97 $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

10



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

Stock Artificial - True

Date Price Inflation Value
06/11/01 $65.78 $7.97 $57.81
06/12/01 $65.30 $7.97 $57.33
06/13/01 $65.25 $7.97 $57.28
06/14/01 $64.71 $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 $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 $53.98
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 $67.16 $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 $60.48 $7.97 $61.51
07/19/01 $66.50 $7.97 358.53
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 $59.04
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
07/30/01 $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 $7.97 $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 $7.97 $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 $50.98

11



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

Stock Artificial True

Date Price Inflation Value
08/16/01 566.87 $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 $564.72 $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 57.97 $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
09/10/01 $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
(9/20/01 $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 $7.97 348.94
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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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 $45.55
10/31/01 $52.30 $7.97 $44.33
11/01/01 $52.90 $7.97 $44.93
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 $56.29 $4.20 $52.09
12/04/01 $58.23 $4.20 $54.03
12/05/01 §61.00 $6.05 $54.05
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
12/12/01 354,15 $3.66 $50.49
12/13/01 354,23 $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 $52.84
12/21/01 $55.90 $3.66 $52.24
12/24/01 $56.09 $3.66 $32.43
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
12/31/01 357.94 $3.66 $54.28
01/02/02 $57.09 $3.66 $53.43
01/03/02 $57.05 $3.65 $53.39
01/04/02 §59.19 $3.66 $55.53
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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
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 $49.12
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 33.66 $50.09
01/25/02 $54.71 $3.66 $51.05
01/28/02 $52.85 $3.66 $49.19
01/29/02 $40.85 $3.66 $46.19
01/30/02 $49.35 $3.66 $45.69
01/31/02 $51.24 33.66 $47.58
02/01/02 $51.10 33.66 $47.44
02/04/02 $48.80 $3.66 $45.14
02/05/02 $47.53 33.66 $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 85.30 $46.20
03/01/02 $53.00 $5.30 $47.70
03/04/02 $57.25 $5.30 $51.95
03/05/02 $56.28 $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
03/11/62 $59.73 $5.30 $54.43
03/12/02 $59.16 $5.30 $53.86
03/13/02 $58.40 $5.30 $53.10
03/14/02 $57.48 $5.30 $52.18
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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
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 $58.10 $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 $49.70
05/17/02 $54.31 $5.30 $49.01
05/20/02 $53.51 $5.30 $48.21
05/21/02 $52.69 $5.30 $47.39
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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
05/22/02 $52.85 $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
05/29/02 $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 $43.70
06/26/02 $48.65 $5.30 $43.35
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 $42.75
07/05/02 $50.00 $5.30 $44.70
07/08/02 $49.54 $5.30 $44.24
07/09/02 $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
07/15/02 $45.67 $5.30 $40.37
07/16/02 $46.10 $5.30 $40.80
07/17/02 $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 $38.34 $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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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Yalue
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 33518
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 $0.32 $37.22
08/19/02 $37.75 50.32 $37.43
08/20/02 $36.75 $0.32 $36.43
08/21/02 $37.15 $0.32 $36.83
08/22/02 $40.65 $0.32 $40.33
08/23/02 $37.80 $0.32 $37.48
08/26/02 $39.08 $0.32 $38.76
08/27/02 $37.70 -50.88 $38.58
08/28/02 $36.80 -$0.88 $37.68
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 -$2.09 $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
09/25/62 $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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Household International, Inc. Common Stock
Estimate of Alleged Artificial Inflation
For Quantification Using Specific Disclosures

Stock Artificial True

Date Price Inflation Value
10/04/02 $24.66 -$4.88 $29.54
10/07/02 $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 -50.68 $26.98
10/11/02 $28.20 $0.00 $28.20
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Exhibit 56



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
08/03/99 $40.00 $23.41 $16.59
08/04/99 540,31 $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
09/02/99 $38.50 $22.,53 $15.97
09/03/99 $39.94 $23.38 $16.56
09/07/99 $39.04 $23.38 $16.56
09/08/99 $39.56 $23.16 $16.41
09/09/99 $39.88 $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
09/17/99 341.13 $24.07 $17.05
09/20/99 $541.75 $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 $39.69 $23.1¢ $16.53
09/29/99 $40.63 $23.71 $16.92
09/30/99 $40.13 $23.41 $16.71
10/01/59 $39.38 $22.08 $16.40
10/04/99 $40.44 $23.60 $16.84
10/05/99 $41.06 $23.96 $17.10



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
106/12/99 $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 $22.76 516.24
10/22/99 $39.75 $23.19 $16.56
10/25/99 $38.88 $22.68 516.19
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
11/01/9% $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
11/18/9% $42.50 $24.80 $17.70
11/19/99 $41.88 $24.43 $17.44
11/22/99 341.25 $24.07 $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 $40.31 $23.52 $16.79
12/03/99 $41.00 $23.092 $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 $35.50 $23.05 $16.45
12/10/99 $39.06 $22.79 $16.27



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 $15.9¢6
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
12/29/99 $35.94 $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 $15.22
01/10/00 $36.50 $21.23 $15.27
01/11/00 $36.00 $20.93 $15.07
01/12/00 $36.75 321.37 $15.38
01/13/00 $37.69 $21.92 $15.77
01/14/00 $37.31 $21.70 $15.61
01/18/00 $36.50 $21.23 $15.27
01/19/00 $36.81 $21.41 51541
01/20/00 $36.00 $20.93 $15.07
01/21/00 $35.63 $20.72 $14.91
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 $19.88 $14.31
01/31/60 $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 $20.72 514.91
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
02/10/00 $33.88 $19.70 $14.18
02/11/00 $31.88 $18.54 $13.34
02/14/00 $31.31 $18.21 $13.10
02/15/00 $32.94 $19.15 $13.78
02/16/00 $30.38 §17.95 $12.92
02/17/00 $31.69 $18.43 $13.26



Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Inclading 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 $17.85 $12.84
02/24/00 $30.63 $17.81 $12.82
02/25/00 $30.88 $17.95 $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
03/10/00 $32.75 $19.04 $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 $37.38 $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
03/28/00 $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 $23.1% $16.82
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 $22.97 516.66
04/18/00 $39.69 $23.00 $16.69
04/19/00 $39.94 $23.15 $16.79
04/20/00 $41.281 $24.23 $17.58
04/24/00 $43.38 $25.14 $18.24
04/25/00 $44.69 $25.90 $18.79
04/26/00 $43.63 $25.28 $18.34



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 $42.00 324,34 $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
(5/065/00 $39.75 $23.04 $16.71
05/08/00 $41.13 $23.83 $17.29
05/09/00 $40.25 $23.33 $16.92
05/10/00 $39.38 $22.82 $16.55
05/11/00 $39.94 $23.15 $16.79
05/12/00 $40.38 $23.40 $16.98
05/15/00 $41.94 $24.31 $17.63
05/16/00 $42.81 $24.81 $18.00
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 $19.08
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 $47.13 527.31 $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 $47.25 $27.38 $19.87
06/08/00 $46.19 $26.77 $19.42
(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 $24.78 317.97
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
06/23/00 $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 $17.55
07/03/00 $41.88 $24.19 $17.68



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 $18.95
07/17/00 $42.81 $24.73 $18.08
07/18/00 $43 .44 $25.09 $18.34
07/19/60 $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 $26.20 $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 $44.56 525.74 $18.82
08/01/00 $44 .56 $25.74 $18.82
08/02/00 $44.44 $25.67 31877
08/03/00 $46.63 $26.04 $19.69
08/04/00 $49.63 $28.67 $20.96
08/07/00 $49.88 $28.81 $21.06
(8/08/00 $50.00 $28.89 $21.11
08/09/00 $48.88 $28.24 $20.64
08/10/00 $48.19 $27.84 $20.35
08/11/00 349.06 $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 $27.01 $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 $19.69
08/22/00 $47.31 $27.33 $19.98
08/23/00 $47.25 $27.30 $19.95
08/24/00 $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 $50.56 529.21 $21.35
09/08/00 $52.44 $30.29 $22.14



Household International, Ine. 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 $29.46 $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 $23.91
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 $23.25
10/05/00 $55.69 $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
10/11/00 $47.94 $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 $20.17 $21.45
10/20/00 $50.44 $29.07 $21.37
10/23/00 $49.19 $28.35 $20.84
10/24/00 $50.25 $28.96 $21.29
10/25/00 $49.50 $28.52 $20.98
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 $20.92
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 $29.89 $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 $49.00 $28.24 $20.76



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 $2%.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 $19.60
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 $15.70
11/28/00 $48.38 $27.88 $20.50
11/2%9/00 $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 $22.30
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 $22.22
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 $23.94
01/05/01 $54.88 $31.54 $23.33
01/08/01 $54.06 $31.07 $22.99
01/09/01 $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
01/17/51 $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 $32.69 523,94



Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Artificial
Date Price Value Infiation
01/25/01 $56.69 $32.75 $23.94
01/26/01 $57.50 $33.56 $23.94
01/29/01 $59.10 $35.16 $23.94
01/30/01 $58.59 $34.65 $23.04
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 $58.11 $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 32394
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 $23.04
03/07/01 $61.50 $37.56 $23.94
03/08/01 $61.11 $37.17 $23.94
03/09/01 $60.27 $36.33 $23.94
03/12/01 $58.43 $34.49 $23.94
03/13/01 560.45 $36.51 $23.94
03/14/01 $59.69 $35.75 323,94
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
03/22/01 $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 $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



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 $58.45 334,51 $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 $35.51 323.94
04/10/01 $61.12 $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 $23.04
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 $23.94
- 04/24/01 $63.10 $39.16 $23.94
04/25/01 J64.75 $40.81 $23.94
04/26/01 $63.40 $39.46 $23.94
04/27/01 364.38 $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 $65.42 541.48 $23.94
05/09/01 $66.05 342.11 $23.94
05/10/01 $65.08 341,14 $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
03/21/01 $67.67 $43.73 $23.94
05/22/01 567.71 $43.77 $23.94
05/23/01 566.48 $42.54 $23.94
05/24/01 J66.44 $42.50 $23.94
05/25/01 566.27 $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 $65.66 $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

10



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 $23.94
06/15/01 $63.80 $39.86 $23.94
06/18/01 $63.65 $39.71 $23.94
06/19/01 $63.82 $39.88 $23.94
06/20/01 364.61 $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 $23.94
06/27/01 $65.70 $41.76 $23.94
06/28/01 $65.98 $42.04 $23.94
06/29/01 $66.70 542,76 §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 $66.48 342.54 $23.94
0710/01 $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
07116/01 $68.11 $44.17 $23.94
07/17/01 $68.95 $45.01 $23.94
07/18/01 $69.48 $45.54 $23.94
07/19/01 $66.50 $42.56 $23.94
07/20/01 $67.28 $43.34 $23.94
07/23/01 $67.50 $43.56 $23.94
07/24/01 $67.01 $43.07 $23.94
07/25/01 $66.76 $42.82 $23.94
07/26/01 $65.38 $41.44 $23.94
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 $23.04
08/06/01 $65.71 $41.77 $23.94
08/07/01 566.44 $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

11



Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Acrtificial
Date Price Value Inflation
08/16/01 366.87 $42.93 $23.94
08/17/01 $65.99 $42,05 $23.94
08/20/01 $65.50 $41.56 $23.94
08/21/01 564.86 $40.92 $23.94
08/22/01 $65.48 $41.54 $23.94
08/23/01 $64.72 540,78 $23.94
08/24/01 $62.35 $38.41 $23.94
08/27/01 $61.96 $38.02 $23.94
08/28/01 $61.34 $37.40 $23.94
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
09/065/01 $57.22 $33.28 $23.94
09/06/01 $57.00 $33.06 $23.94
09/07/01 $55.04 $31.48 $23.56
09/10/01 $56.31 $32.37 $23.94
09/17/01 $52.83 $3022 $22.61
09/18/01 $52.64 $30.11 $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 $23.04
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 $2394
10/08/01 $56.50 $32.56 $23.94
10/09/01 $56.59 $32.65 $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 $36.00 $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 $23.94
10/22/01 $56.92 $32.08 $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

12



Household International, Inc. Common Stock

Estimate of Alleged Artificial Inflation
For Quantification Including Leakage

Stock True Arfificial
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 $23.04
11/09/01 $57.98 $34.04 $23.94
11/12/01 $58.21 534,27 $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
11/19/01 $58.75 534.81 $23.94
11/20/01 $58.37 $34.52 $23.85
11/21/01 $58.56 $534.62 $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 J60.66 $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 $54.15 $34.35 $19.80
12/13/01 $54.23 $33.94 $20.29
12/14/01 $53.35 $33.71 $15.64
12/17/01 $54.57 $33.96 $20.61
12/18/01 $56.12 $34.28 $21.24
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 $21.82
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
01/09/02 $57.10 $34.68 $22.42
01/10/02 $56.54 $34.84 $21.70
01/11/02 $54.38 $34.53 $19.35
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 $51.92 $33.88 $18.04
02/15/02 $50.89 $32.89 $18.00
02/19/02 $50.35 $32.51 $17.84
02/20/02 $50.65 $32.93 517.72
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 $57.25 335.04 522.21
03/05/02 $36.28 $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 $21.87
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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
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 $58.29 $34.95 $23.34
05/01/02 3357.70 $35.09 $22.61
05/02/02 $57.43 $35.51 521.92
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 $18.19
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 Vahie 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
05/25/02 $52.80 $34.91 $17.89
05/30/02 $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
06/11/62 $52.99 $33.45 $19.54
06/12/02 $52.48 $33.56 $18.52
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 $15.63
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 3$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
07/18/02 342.41 §29.85 $12.56
07/19/02 $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 $42.07 $31.18 $11.49
08/01/02 $41.26 $30.63 $10.63
08/02/02 $39.45 $20.86 $9.59
08/05/02 $36.98 $28.87 $8.11
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 $37.20 $30.74 $7.06
08/14/02 $38.09 $31.70 $6.39
08/15/02 $39.60 $31.99 57.61
08/16/02 $37.54 $31.78 $5.76
08/19/02 $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
08/25/02 $36.38 $31.69 $4.69
08/30/02 $36.11 $31.78 54.33
09/03/02 $33.36 $30.40 $2.96
09/04/02 $34.40 $30.87 $3.53
09/05/02 $33.36 $30.49 $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
0%/17/02 $29.52 $29.69 -$0.17
09/18/02 $29.85 $29.44 $0.41
09/19/02 $29.25 $28.52 $0.73
09/20/02 $29.05 $28.41 $0.64
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 $23.94 $0.34
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 Anrtificial

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
10/10/02 $26.30 $26.98 -50.68
10/11/02 $28.20 $28.20 $0.00
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Lawrence E. Jaffe Pension Plan vs. Household International, Inc., et al.
REBUTTAL REPORT OF DANIEL R. FISCHEL

L 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 4 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. f 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 Severa!l 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.



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”
to Suppert 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 9 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. /d. 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 930 &
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



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. Id. § It & 9 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. 128 & 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 fraudulent practices and Defendants’
denials became less credible. Id. 29 & 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-



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 I acknowledged in my report that not ail 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. 20. 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. ... [IJfno fraud-
related information is disclosed, set the [Constructed Return (.., 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 ve 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
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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. Id. However, in making this criticism, he
ignores that I state in the Fischel Report that in the latter quantification “[i]f 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 (‘DIIA’Y?
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 DITA 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 DJIIA Member’s actual stock price
and its True Value represents daily ‘inflation.”” Id. As explained supra n. 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 DIIA 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 DJIA member and thus he would have found
zero daily inflation in these companies’ stock prices and zero “Pseudo-Damages.”
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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 I explain below, Dr. Bajaj is also incorrect because he ignores the economic evidence
related to these “three days.”

i 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 Report n. 16. In addition, I explained that market
participants were surprised by the announcement. 1d. §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



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 Household’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.  Inaddition, Dr. Bajaj asserts that “[a]ccording to 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, foreoasting 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 eamings 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 er 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

LR

increase.”” Bajaj Report at 26. However, this report was issued by a fixed income

analyst, not a stock analyst. 7d. 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 senior 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.
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fi. 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 4 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 plc

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 HIs approach to managing credit losses.” Fischel
Report 4 25.



(“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 Household 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
prices of the target company typically are determined by the prices of the acquirer.'® In
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 HSBC’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 Household 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 mergeér
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.
iil. 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 Cctober 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

Fischel’s theory that HI's 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.” Id. 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 I 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 Pfredatory]

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

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 aileged
‘predatory lending’ ....” Bajaj Report at 67. As [ 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 Analysis 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)1 “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

frand;” 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.

-13 -



significant because my regression model is “flawed” and “mis-specified.” I address cach

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 § IIT 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 {1 28-9 & 39. As such, Fischel Report § III 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.

il Dr. Bajaj's claim that the price changes on some
Specific Disclosure dates may be due fo other non-
Jfraud velated 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 [ 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 9 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 4 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.

16.

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 Y 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. §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 “HI 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 “[tThe 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 Household owe? 2) will the
accusations escalate (within or beyond the state)? and 3) will there be any operational
constraints?”’ Fischel Report § 12,

23.  Inanother 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 Barror 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.”*®?' Id. 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 I & 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 “[s]hares 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 I
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. §22.

20. Dr. Bajaj also notes that Enron filed for Chapter 11 bankruptcy 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. Bajgj’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.”” Id.

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.

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

26.  Dr. Bajaj claims that I “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 “[a]ny price decline caused by news that changed HI’s headline
risk exposure cannot be attributable to the alleged fraud.” Bajaj Report at 47, His ¢laim
is incorrect for several reasons.

217. 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 I
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 9 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 [ 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. Y 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

Bernstein 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 earnings 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 [ 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
“lajrbitrary” 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 I explained in my
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report, [ 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 4 32. 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 [ 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
p ’ P

22. D.L 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 Jowrnal 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. Id. 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
quantifications 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, 1d 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. Miichell 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 to 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, 4. 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 prior 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.BAJAJMISCHARACTERIZES PLAINTIFFS’
ALLEGATIONS AND MY USE OF REGRESSION ANALYSIS TO
QUANTIFY ALLEGED ARTIFICIAL INFLATION IN THIS CASE

35. [ 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. I 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. 1 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 assumptjon that artificial inflation
in Household'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 (ar}d 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

‘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
(WhiCil 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. Id 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 Cormpany’s stock did not learn and therefore could not react to this
information until then, Consequently, I used regression and event study analysis in this
case to estimate the effect of corrective disclosures and leakage that dissipated the

artificial inflation existing from the titne of the first actionable non-disclosure.

%~ DenielR. Fischel AN

February [ , 2008
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% your & Whatever new information might have been
7 A Geoerally it means ‘that thezrs is -- a 7 available on those day wasn't sufficient to cause
B residual of This size will be attributable tor chance B the stock price to change?
9 alone lésy thap five psrcent of the Eiua. g A in s staéfstitelly significint way,
1p © Do you use that infersnce to suppert a 10" coxrect. -
‘1) ¢onclusion that some mew piece of informatisn Hiua 11 MR. QWEN: Do yob want to take a break?
|12 entéred the marketplace that is.affecting the stock |12 A guge,
13 in &'y that can't’be Explained by market or 13 THE 'VIDEOSRABEER:  Going off the récord at
U industry factoxs?y ' 14 10:17 a.m,
:.;.5 A Sometimes. It depends on the relevant | 15 {WhEreidpon, a shoft tecdss
26 facts and circumstances, ;is was taken.)
17 O .Azé thérk any stutistically sigmificant 17 THE VIDEGGRAFHFR: This marks the begimming
18 stock price mavements of Household for which you have 18 of tape two in the deposition of Daniel Fischel.
.J'LS dragm that conclusicn? 18 Going on thé record; tha tims is now
20 A Weil, yea, T think there are - in the %0 10:26 a.m. Plgase proceed.
21 contezt of my report, I-think I idéntified 14 svénta ‘n ¥R. BURKHOLZ: Skciose ma, Mr. Owsn, T think
122 wheke I diew thit concleaion. 22  there was a discrepatcy in his second to last answer
23 ‘But. If 1 lobked at the full events study, 23  xegarding. whether ¥el said fraud sr non-frang related
24 there wéuld be = lot moze than 14, I just didn‘y 24 disclosures that I think he wants to clarify.
Pages 53 to 56
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H ) Page 57| ' "7 page 58
2 Be thinks he said one thing and the xecord | 1 My imderstanding is that tle plaintiffs are
2 paie ot diffecently. 2 zlleging # fraud with several dlfferent companents,
3 A I don't have it in froot of me, but I think{ 3 three different components.
4 -~ he pointed Gut to me that the t::anscript dida"t L3 0 So 'the overall lawsuit alleges-ffind, and
5 reflack what ‘T sadd. 5 that fraod has three parts tu it?
B IL'S on iine 19, the sentesce. I just & A That'= ®y understanding, but I don't bave
7 didn't consider other xtatigtically significant price | 7 ~- in respomse to your earliet question, I don't hsve
| 8 movementa®, and T guess Lf should say, "mst 8 my o {ndepéndent theofy of fraud.
9 attributable to fraud related disclosures®, mp it's 3§ @ In the cowpluint, they plesd then
A0 Glear in context, 190 séparately, do you kpow that?
11 5Y #R. GHEN: 11 A 7 don't know Lf that's true or mot trme,
12 Q So thers are 2 bimnch of stock price 12 It wouldn't hava any significdnce o me 34 éay: event.
13  wovements that vere sigaificant pndexr your regressiog |13 Q akay. T doa't need to show vou bhe thiiig.
14 aodlysis thet were not attributable to fradd related |4 T will repfesent io yoit that thefs sre fhres
15 disclésusés? o " |35 different sections, an aech deal with reatatement,
16 R Correst. ) ‘ 16 reage and predatdry lending. ] .
17 Q@  2nd that actually leads into my mext 27 That dsesn’t hava any g:fect, o Your answer
1y uesticn, which %s, I want to talk abiout the alleged 18 to the prioy question? )
I9  frand that jois akt snalyzing in this case: 18 A How the compixint is drafted, whether thexe
20 I guess; fizst, I want to ask you f3, is it |20 are three sectiony, bhree different sections? N3,
21  three thsories of £raud or dne. theexy of fraid in ‘22 £heft has he televance to e,
22 your mind? 22 Q And your réport analyzas the thres
23 A I not sdre how to answér thit. I guess I |23 components yen talked shout separately?
24 deni't hiave dndependent th_eprﬂ;es\ of fraud. 24 A I'm net’ sure I agree with that
Page 59 Page 60
. 1 characterization. 1 significanck to me anyway.
2 2 Well, let's look-at it. It says == 2. Q  Well, T guess the: question I have is, in
4  starting on page six, Roman mumeral F1Z, "ghe 3. your mind, are the facts and Circumstahces of the
4  rplationship between plaintiffst allegationis afid £ three different components, as you call them,
: 3 investors! ldsies” —- and the next heading 1s A, §  nterrelated or sre they distinét?
§ "Prédatory Iending®, and thareaftar yéu tal) iBsut § B I guess my undecstanding is that the
7 predatory 1lénding issues for seven pages before you 7  plaintiffs clain thar they are distincet — I'm docry,
8 get to page 13 where it says, "B. Reéaging”, and ybén 8 the plaintiffs claim they are i.nterre_l_ateét rather
§  talk about reaging for five or six pages; and fhen - 3 than distinct, but I don't bave any independant
10 you ger to page 16, it ‘says, "C. The Reatatemént". 10 opinddn on that one way or the ofher.
11 “That'a what T mean when I say you analpred i1 2 And you would agree that of the ‘compinents;
12 them separately. 12 thereiare di{stinet factnal fssues and even diffecent
i3 & Again, I'm not sure whether anything from |13 business units invoived?
14  for my purpose; turna on whatever distinction you are |14 A I guess I understand that the three
18  tiving to draiv. 15  different components involve different aréms of
i But in temms of tfie oxganization of the 16 Household's business, se that By definition thaze
17  repoft, thése aie .suhssctions ander ‘éne general. 17 woild be aome different factual issues involved,
ie heading, 18 Q Now, one set of issues relating to ons
18 80 even as a semantic matfer, I'm not sure (19 component csuld be correct and; then, another set of
20 it"s completaly acourate to describe them ag —- 2 20 iszues relafing to the other component could be
21 digtinct ds opboaed to differsnt aspects of e 21 falme; 2od the falsity of the second component
22  plaintiffy" allagations, 22 wonldn't nécesiarily have anything ko do with the
23 But, agaid, fhe distinction that you are 23 first compongnt, right?
24 drawing déesn't have any Pasticlar econtmis 24 MR. BURKHOLZ:  Objection, form,
' Pages 57 to 60
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1 B Yol méan «- I'm fiot sure I understand the 1 Buf, again, I dou't have ady -opinion on
2 guestion. But are you asﬂhg,is.it posaible that 2. ti;a!: oné Way or the othex.

3 plaintiffs might be able to prove some of their '3 0 Bnd you didn'f analyze any interrelated

4 allegations but not otfier of their allegations? Is .4 quElitiey of the three cospirients?

‘5 that the gquestion? 5 A s I geid, in terms of my own analysis, I
4 BY MR. OWEH: § don't think anythirig turns -on this distifctien thak

¥ 0 W81l {hit's part of @y quéation. But let | 7  ¥6u aré tryify to Ask me abouf.

§ me try again. ’ .8 © Is that a yes or z no in temms of whether |

] The meérits bf thé three composents céuid 9 you amalyzed any interrelated aspect of the
16  zise or fail with xespect to each component 10 allegationsy
¥  independently of tie other domponent? i1 A T analyzed what T analyzed, Whether ybu
1% A I don't ~- thatVs pessibie, but I don'v 12 want to call it interrelated of met, T dos's know,
13.  have ‘an opinisn off that one wiy 6F £ha other. 13  because I don't know what you are -~ what the
iy Q What is your undezstanding sbout the 1i  distinction is that you are trying to draw when I
13 ‘plafhitiify’ conlention thit the three covponenta are |15 esp saying 3t dééss't make. any difference for
16 interrelated? 15  purposes of ny analysis.

17 A That théy claim they af’etiiterfel'ated'. a7 G Okay. Firat, I want to talk about the
18 Q@ You have no understanding of whiether they 18 rzestatement issite, T want to go back éo-'the first
I9 << or what thoss claims -afe,” haw ‘théy ars 18 day of the olass perfod, July 30, 1993,

20 intervelated? 20 You gay on that date, the stock prica was
21 A  Other ihan what I'wve said, no, that the 21 inflated 'b¥ $7.97.

22 plainkiffs alieged that there i3 one froud that has 23 Letts asaume the company ia £iling

23 several different -- three different combonents to 23 finapcial statements that day. Bow in yoar view

TR 24 conld ousehold fiave cleaned up its act '

Page 63 ) Page 64

1. dizclosurewige vith: respect to the restatement 1 the restatement, as I desciibe in my --

- 2 thedry? 2 Q Page 162

' 3 A Well, I'm not surs I really vnderstand that | 3 A. That's the discussion. of tla restatement

a quéstion either, other than assuming tlat pliintifes’ 4 on page 16. The rédtatemdnt refexd to the accounting

1} ailég:ugi.pr;s are-correck, ‘that thers was impropex 5 treatment for the ¢redit card Lusiness, but bevond.

6 accounting which led to the restatesient. § that -~ because I've 3ald repeatediy I don't have any

7 If I understand your question correctly, 7 opip¥on as to whether the accounting was corréct or
8 they coukd have liad correat ascouwnting isatead of B inmeorrect, As an independent aci:onritin’g:fmitter.

g imp:ape: accoimt:l.ng‘. 9 # I underatand you don't have -any opinion as
10 Q  So the restatement that they did in 200%, 10  to whether the Eccounting was incoffect or correct.
11 they cémld have dowe that of that day, and tha® wowld |11 But in terms of the inflatienm that you
12 have corrected the problem with respect to the 12 identify on’ the £irst day of the class perisd, some
13 r’csta_‘teme'n‘t theory that thé plaintiffs aré alleging 13  components of that inflation is fairly attributed to
I4¢ and are you analyzing? 14  the claim, xight ox wrony, that Househcld had
15 ¥R. HURKEOLi: Opjectiom; form. a5  inicorrect actounting on that day?

16 A I Man't really say that, I just said thak |16 A That's correct.

17 if I dnderstand the question correctly, what I said 17 ®  So 4 they had had sorrect accounting on.
18 was that to aveid an: allegation of impropsr 18 that day, ‘then the inflation theormtically would have
1%  agcobnting, you tould hidve had proper aceounting. .19 beén ‘gomething less.

20 Ii's agein tautological. 20 A _That's right.

21 BY MR.. OWEN: 21 @ 7That's what I mean by how they could have:
22 Q@ Wbit ia the proper accounting that théy: 22 cléaned up their act. THat*s what I'm talking-about.
2¥ could have had¥ 23 Let’s look at the reage theory.

zs A I'nm oot an accounting expert. I know that |24 B Okay.
Pages 61 to &4
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i @ Going back again te the firat day of the 1 ' @ Explain to me hew ihat process ndght play
2 class perlod, how could Eousélold have cleaned wp its 2 oute
3 act with respect to the raage theory disclosurewise? 3 MR. BURKEOLZ: Ohjecticn, form.
% 2 That'a really the sane point. here is i A Adéim, 1t's hard té know bechues it's
5 -allegations in the case regarding improper 5 irying to anticipate what could happen in the future.
€ disclésuxés concerning Hongshold's reaging practices. [ But if, for example, the evidefice at tiial
7 aAngd as I just described, part of the 7  either because of interim jndicial rulings, tactical
8 inflation from the beginning Sf the rlass paried fa . 8 decisfons; admissfons, whatevers, soguish: that the
3 attxibutable to the.allegad improper disclesupes 5 alleged discloaure defects are different from the
A0 egarding feaging. 10  apalysis in my report, that could havé an effect on
1 Pad you uaed the same term, how could 11  the amobnt &f actificia) inflation that could be
12  EBousshold have clezned ip dits act, which Iy nod the 12 taken intd account elther by-me, or by & court, or by
13 mdat p:eéﬂse term in the world, but to the extent 13 an oppoming expert, ot by the fact finder, depending
14  that it's eomnected to the analysis that I performed, |14 &7 what the Televant facts and clrcumstancds are.
15 there acufd have been proper disclesurs bout 15 @ What are the gisclosire defects that. you
18  Fousehpld's Feaging practices on the Figst d’iy. of the {16 analyzed in yeour ..—.épbrt with respect to the reage
17 ‘dlads perisd. 1T 4issue?
18 g Do ycu have t5 know, in ordef to do your 18 A I attempted to wi.nti'fy the amownt of
1% adalysid, what plaintiff§ sre claimhg the impraper 19  arkificial inflatfon attzibutable to the ‘reaging
20 or the'proper disclosurss adre? 20  dissue in thiz particular part. of my report.
22 A Mo, altiough T duess I would aay that the 21 So hypothetically if the evidence with
22 analysis of my calculation of artificial inflation 22 respect ‘to the reaging issue changed, or Lf thére
‘22 Eounld be adjuated by either mE. or a fact finder, 23.  were na reaging issue, or if the repging .{s_sqe werg
‘24 depending on what the evidence at trial shows. 24 -somghow different than what I-andlyzed- in my r:épor't._-
Page 67 Page 68
1 that that could ba taken intp dr a subsequent | 1 mere specific than the words “disclosurs defacts=
2 podnt in time.. 2 when talking about the reage Issue, and what's
3 ¢ The thing I'm trying to mdpxapaﬁa is, you | 3  included within thet heading?
4 talk about the reaging iSsne and disclosure defedrs ! ME. BURKHOLZ: Objection, form.
' 5 with respect to the reaging imsue that yeow -ajalyzed 5 A Well, I. tiiin!c'my répoyt goes. into somie
g in your regort. § ‘detail s o what my understanding of those
7 T want to kaow what tliose disclosure 7 disclosure defects are.
8  defects are that you are analyzidg. B I'w just — as I said thareughout -- not
3 MR, BURKE0LZ:  objection, form. § expressing an opinion as t¢ whether or not {3 fact
.iﬂ A ' T think I'vae answeréd thit; improper 10 ‘thete were disciosure defedts,
11 disclosuzes relating to Homsehold's zeaging. 12 BY MR, OWEM:
12  ‘practices, 12 9 I understand =-
13 It've fried ta quantify the effect in terms |13 X  On Fhix issue or any other issue.
14, of the amount of artificial inflation cansed by 14 @ Putting aside ths question of whether there
15 impEdper-disciowmires, what I'm assuming wexe: improper |15 were defects or.there wersn't defects with respect. to
16 diqdp;\;;_ea relating. to- Eousehold's reaging 1§ the defects you are talking about;, the alleged
17, practices. 17  defects, let's look at your report, and I ask you to
18 And as T bave said avmerous times now, £f | 18  show me in these thres and a Kalf piges where yau
19  the situation between thé timé that T wrote this 18 i{dentify the partieular disclosurs defects that you
20 report and trial changes in some way, my analysis ‘26 are amalyzing.
21 coild be adjusted by me Gr somebédy .else to take F23 3 There is a series of paragraphs discussing
22  thoss differences into account. 22 @ belief on Lhe part of market participants fhat
7%, BY MA. OWEN: #5 Bolisehald dig not fairly deseribs its financial
24 Q 3ut sitting heéxé today,. you can't Bé any 24  situakion, particnlarly its loss rats on sobprime
Pages 65 to 68
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o " Page 81 ’ ) Page "82
1 disclosprés wers, why the disclosurés were oonaidered 1 Housahold’s preédatory lending bractices.
2 by mé to be fzaud related, what their effect way on 2 @ ¥ have talked avout practices in the
3  my calevlatiens of imflaticm, it's adl desccilied in 3  context of Honsehnld's businass..
. % my report, 4 Iid you understand the ‘ters “predatory
-1 I'm happy to dnswez 3Ny guestions about any | 5 lending® t& Ineluds any products s'e_para’ts. and apart.
& particilac discloaurs, but that¥s the. general 6. frem the methods by which those. preducts were sold?
7 nethodology that I :followed.. 7 A I doa*t think I hive #n inderatandizg oo
8 ¢ So you didntt have to know whst pebple B that one way or the other.
9 meant vhen they 'a;i‘ci *oredastory Iending®-te. do your o g 5o you'den'tt kniwp
10 analysia? ‘ 10 X Well, you asked do I have an understanding
.11 ' A Wei_,i', -you kaow, that goes a Littls bit ¥g6 [I11 of it. T den't- I didn't form an underatindifig ona
12 far. I shink I said Y ddda*t peed to koow whether 1Z. way.o¥ another on that question,
13 everybody subiectively thioiight exactly the same 13 Q Abd #s you 8aid hefore, yeu don't have any
14  thisg. 14 patficilafized eipertise with respect to any of these
15 But the distiosures theiselies refex to 1% comgepts? Just readini shalysts® iepoptsy
16  whidt pechle méant when tﬁéy refer to predatery is ¥R: BURERCLE:  Objection, form.
17 lending in texms of, ag I said, charging excessive 1? A I dan't claim to have suy particular
18  fees, provlding inaccurate disclosures, inducing 18  expéctise as to vhethar ox nat Household®s lending.
12 komeowners to enter ints inapprepriate t:anggcfions }9 practices cunf'_nm.ed with ‘appliceble legal -and
20 -~ 311 these diffevint disclosures that T yefer to R0 regulatory radquiresents.
21 Just don't use the term “predatory lending” inm the: 21 I-dida™t nmake any indeperdent deteérminaticn’
22 abstracr. - 22 of thet issue. I don't have any particuld¥ expertiss
23. Ihey deseribs what the f‘ac:tt:lai -context is 23  on that issuse.
24 for their psrticular conclusipns with respeet te 24 BY MR. OWEM:
Page 83 Page B4
1 Q Does your ppinton aasiimé that Houséhold was | 1 {& not?
2  doing predatory lending things during the class 2 A Cpirect.
3 pexied? 3 Q And that inflatien presumably relates to &
3 HR.. BURKEOLZ:  Objection, form. 4 state of affaieg that exists oh that Tirzst day of the.
5 A Well, if what yon mean by "predatrory 5 olass pericd, corrést?
6 leading thingi” -- agsin, het tle most ¢learly & A That I'm amsuming exists on the £inst day
7 defined term in the world -= 7 -of the clisa period, corract. i
8 BY MR, DWEN: 8 G And have you no opiunicm about whether or
3 Q I agree with that. % ‘not it exista the day 5e£ore the ¢lass period or not?
A A That my opinicn assiwés thdt Honseholdts 10: A Ra T said, T don't have an opinfon whether
1l discigeures with respeet fo {€s lending practices: I1 4t exists on any day during the class period other
12 were déficient’ in thé sensé t':.ha't:: Household did nét 12 than --
‘13 provide fnii disclosure of the extent to which it was |13 Q@  Fair ehough -=
A4 dnvelved in predatory lending, and-the variens 14 A -~ than what I've already stated. I don't
‘15 practices ‘E}:at market pacticipants concluded 15 have an opinion ag to the acenracy of Househivld's
16 constituted prédatory lending which dould have 18  disclosures in the abstzact other than in the way
1T possible adverse Yasal consequences and adverse 17 that T*ve already Stated.
18 consequehdés for the value of Bousehold stotk. hE Q@ Okay. Well, you said you assumed thae it
19 ) Q Would -that condition also 'Q;,.{s'! in the time [ 19 exists on the first day of the class periedi
20 ‘beford the class pericd started?’ 20 A I assumed that there were disclasure
43 A I guessz dqn.'t_: nave at opinion on that one 21 defects on theé fivst diy of the class périod, without
22 sy or the gther. 22  having an cpinion mbout uhether there were or there
23 f  Well, your inflation analysfy shows 2.57 of [23  were not.
24 inflation on the £irst day of the €Yasy pefiod, does 21 Q. 3nd those diagiosures op the first day ot
Pages Bl to 84
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Page 85 Page 86

1 thé class period would presumably relateé to 1 with this group of Hulti-staze Attorneys Genezal.

2 circumstances that szfsted prior to the class peiied, 2 Looking again af the first day of the class-

3  and practices and products that weze being sold at 3. peziod, Is that a disélosure defect that existed in

4 ‘that time? 4 your mind as of that date?

s A Again. that's possible, But I don't have an| % R I’z nob sure I understand the-guestion.
.6 opinion om that one way or the other. €  ObvioUsly, the sattlement itself is not & disclosure
- 7 {0 ZAssume some of the practices that we are 7 defect because 4t hadn't occurzed op the firat day of

8  talking about. as within the mesning of predatory 4  the class peripd.

5 lending weré disclosed to fhe publie, but were 3. Q@ I'mnot really talking sbout the settlement
10  pevertheleas criticized as predatory lending by 10 itsalf. [ giess it's the péxsibility of ‘that fiiturs.
1 aetivists oF othérs. (11 settlement, )

33 Would that affect youg inflation analyaisy |12 M. BUBKEOLZ: oObjection, form:

13 A My analysis assumes that theve were 13 BY HR. OWEN:

14  dfsclpsure defects. So I guesy my answer to your I @ Well, let me try.again. Is it a pazy of

15 quédtion wolld. be maybe. It Jst would dépend.on the |35  plafnti¥fs? claim hers at all, ss you uoderstamd it;

18 re__lemi: far:tz_t_; and ci:;qumtanpe.s.u 1€ that Household shon)d have dikclossd that "they would

17 Q What would Bé thé Facth o clrcunstances 17 settle vith the Hui'ti-s".‘_:a'te group of B'.tta:;n__e_)‘r;

-_1? you wonld want to know? '18, Genaral? .

18 A Whéther or not whatever distlcaures you are |19 MR. RURKHOLZ: Saze chiection, fomm:.

20 agaumdng: in your qugsgio_n censtituted fui],, diselosuge. |20 A  You knmow, I guess I don't have an opinien

21  er eliminating the possibility of any diasclosifa 21 on that guestion one way or the otlier, except to the

22 defects. 122 extent that I understsnd plaintiffs’ claim to Be that

23 ¢ One of the things thak's ak ijsiue i this 23 Hoiiséhold: falled to discicde detafls of its lending

24 case is the settlenent that Jousehold enfered into .24 practices whieh #ltimately resulbed in 2 series of
Page BY Page 88

1 legal and requlatory repercussions which adversely 1  have sdid to correct thé discivaute defects on the
| 2 affectsd the vilué of Rousehold Securitieds during the | 2 Iimst day of fhe class perfod with respect to the

3 class period. 3 ‘predatory lending idsue, vou don‘t have any answie?

4 BY MR. OWEN: 4 A Other than what I'we sald, ecoixect. I

5 ¢ Would Rouseheld in making this hypotletical| 5 don't consider myself a disclosuie expert, dnd I have

& disclosure on the First ‘day of the class period have 6 dot. attempted to creats model disciosures.

7  had to accusé 1tgelf of illegal misconduct to correct 7 But- in order to eliminate the infletion

@ the displopiXe defects tHat you dichsa .in. yeur , B that my analysis dhows op the: first day of the ciass
-~ 8  r£eport? % period, it would be necessary for there to be an
10 A I doii't feally have an opinich on whik W absence of any disclisire defects with xespect to
11  Household-would have had to have disclosed to be in 11  this pactiouiar Yasue snd the: other fssues’ addrssged
12 compliance with all applicable dizelosure |12 if sy repart.

13 fequirements on the £izst day of the class period) 13 ©  And T guess at trial, ‘it will be

14 @ You Sdentify inflation on that day though? |14 plaintifFa’ bicden té. establish that these defacts
15 A I dé, that's correct. 15  existed?

15 @ And you don't Hate au opinich abeut how it ] 16 ¥R. BURKHOLE: Chijection, form.

17 <ould have elimiiratéd that infiation on the first day {17 A Againm; I'm not sure who weuld have what
18  of the class periody 18 burdes, but cértainly theze would have to ke an

15 A I have the opinion that .1 skated eariies; [13  adjudication that thers wers disclosure defects for
20 i?y' having disclosures on that day and subseqient daya .20 my analysis to Be meaningful.

21 whféh eliminated: the alleged disclosuré defects witi |21 BY MR, OWEN:

22  respect to ity lending practices. ' ‘22 Q@ Are y84 offering any opinion regarding
23 Q Let me just say this as clearly as I can. 23  sofentgr?

24  In response to- the guéation, what shéild Househeld: 24 R Ro, I'm fot.
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1  significance wiich wouldn't do, in sy event, becanse | 1 AFTERNOON SESSION
‘ 2 1tVs not ad Erex of expert sconcmic anslyais. 2 112:48 p.m.})
-3 MR. OREN:. Eince we have five mitites left on 3
4 thé tapk, let's take & break, 4 THE VIDEOGRAPEER:  This marks the hegimning
5 TEE VIDEQGRAPHER: This marks the conclusién § of fape ifiréé Ix the deposition of Daniel Fischel.
& BE rape: twt in the depdsition of Daniel Fischel. . ‘Going on ‘the, redord, the time is now
7 Going off ‘the rfecord, the time Ly now 7 12:48 pin. Please proceed,
B 12:11 p.m. 8 DANIEL K. EISCHEL,
3 {(Mnexctpan, % 1Z:11 p.Bl.,-the | &  the witness 4t the fime of recems, having Heen
1 deposition was' recessed, to 40 previously duly sworn, was examived and testiffed
11 resime 3t 12:48 p.ml, this same |11 Ffurbher as Tollows:
12 day.) iz EXAMIHATION{continned)
13 i2  BY MR. OWEX:
14 14 Q  Tucn back to your rebubtal report ag,
‘715 15 page 27.
‘16 16 EX okay
17 ’ 7 @ Parageéph 36, it sdys, "PImintiffs clatm
18 18 that the alieged smissisny were inflationary events
19 18 becatse they prevented tie price frem falling ta itk
- 30 20 true; uninfipted value: Under this +heory, the
2% 21 company’s $tock price did mgt have td increage mpon
32 23 defendants allegediy false statements in order 4o
23 23  becoms infIatéedr.
24 24 Do you see that?
: Page 119 Page 120
3 A I do. 1 @ I dom't need you to angwer with respect to
2 Q Okay. I guess my fizst questlon is, how dé | 2 the contents of what they said. Bub what I want tp
- 3 you kuow that the plaintiffs are claiming that? 3 Jmow is, did this come fxom sometiing that somebody
4 K That's my tnderstanding of the claifi. 4  told you?
-5 R Does it say it in the. complaint, or did 5 MR. BURKHOLZ: Same cbjectiom.
6 somebody tell yois that they are tlaiming that? -6 v X I'mnot sure I ean say with any greater
o A T don't recall what -‘q_he complaint: mays. Rs| 7. dagrée b dpecificity.
-8 I said, thai's 3}ust my understanding of what they aze 8 1've been working on this case & long time,
$ Claiming, 9 and in all of my discussiens with pedple st Lexecon,
10 £ But you don't racall any place ia the 29 particulazrly Mixe Xeabls, we have besn proceeding
k53 cmn'gla'i:it whiere it says that? 11 under the assumption, I would say somévwhat confirmed
12 A I dop"t recall one way or the other. 12 by our stock-mazket analysis, that fhe allegations.
13 ¢ Do you recall énirhody_e:&glaﬁiug that 13 with respect fo the beginning of' the claas period
14 theory to you® if we_;_;_e';h the nature of alleged cmissiona,
15 MR. BURKEOLZ: Obiection. You. are g‘etti'ng‘ 15 BY M, OWEN;
16 inte an area that's —- my inderstanding is; pursuant [ 18 Q  ¥Way does the fact that the allegakions at
i7" to stipulation, you are not allowed to get into ;'1-1 the beginning of thie period being omigsicns — I
18 communicatioma: with.counsel. 18 sorry, let me say that again.
1s MR. OWEN: Well, ybu knew, I think the 13 Why dies the fact that the allmgaticns at
2% stipulation. gemerally covers commmications with 20 the begianing of the class period reldte to alleged
21 ecungel, bt in this cass, ths guéstion Is How he 21 bmissions watfer in terms of this partisn 6f yoix
22 formed = bellef with respect to a gtatesent fhat it 22 report; those two sentences I Just read?
23 says in his kegorf. 23 A Rell, this is in the context of a
24 BY NR. OWEN: 24 disenssion, I think, motivated by a comment by the
Pages 117 to 120
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A P, . B S Zr s .
) - Pagae. 121 ! 7Y Page 122
1 CGourt as to the proper use of -Tagression ahalysis. 1 talking about the &vent studies.
2 Aad the purpose of the statement; ad L¥ z A ‘Both are event studies,
3 clear from the context as well as the fgotnote, is to 3 Q Okay. Falr point. The event study with
4 make clear that. thers nan be sitaari n ‘Where Fhere: 4 gpecific disclssure. ' e
5 i3 no stock price reaction to particulax dizclosures S z} CQuantifization of specifie disclosures.
6 but, neverthslass, the partitular disclosufes can be 3 o Ohohwk.
7 responsible for ¢reating inmfiation in the price of 7 A ¥ow, turning-back td your giestion, @ guesk
8 the stock id terfis of a divargence betwebn price and B ithd § compination of my woderstanding of ¥he thrust
9 true valua. §  of the piaintiffs clain af the Laginning of the class
1p TE3t!s What's explainéd in this particular |10 pe¥iod heing based op owissions; and the fiodings of
. :|.1 paragraph ang surrounding paragraphs. 11 oux 'ai!a‘.l.jl";is of relevant stotk price movemsity {n
2 Q Okay. Wow, if your inflation édark, yow 12 relstion to particular disclosures,
13 have 7.37 in Anflation from July 30 all the way i3 I vould say the abialysis of inflation as
14 chroligh £o November 15 ~~I'm sorry -~ well, iet zie |14  oppbsed o 'this mora thebsetical discussion in this
15  start agaiw, . 15 p_a:tia‘_xlar__ pafagraph -~ not j st an .‘-.‘f?':i:“?lti.m." it'x
16 Tn your inflstion chart, yéu have §7.97 1a |16  alss bused on otir ahalysis performed under my
17  inflatiom on July 30; ;BBQ}:;md ‘the same-7.97 all the |£7  diresries of. stm:;.'pric'_e reactions to partiéular
28 way thsough to Novembgr 15th, 2001, 18 aiaciéspres.
£1] 13 it youk adsimption: that the.plainrires? | is G Let me go back to <- with respect to one
20 claimy doring that peried relatd only to misaions? 20 phrt of your ansier, .
21 A Fizet, just By way of making Sure there fa |21 Am I 'to mnderstand from your stmtameits
'22 ae misunderstanding, as you kvow, I have different’ 22  that this two-santénce passage that I just resd is.
23 inflation’ charts, and I'm just following Procedure. =~ |23 not acourate with respeet o the leakage analysis, ar
24 g Right -- as T 9242 bafore, we ars oaly 24 doesn't spply to the leskage analysis?
Fage 123 Page 124 |
1 A T think you are ayking about’ several 1 price movement from an entssien. :
2 different things gimdtaneously. 2 Therefore, you cai make conclusfions about
3 First, you ars saking me about this 3 what was bappening in the stock ixrasbective of -any
4 patagriph which deals with the proper acope -~ proper 4 actual price changag?
5 uze and interpretaticn of rejresyion anilysis, and 5 A I wonld éay nat exactly. Whether a
§  the implication of that discogaiod of cregressicm € ataitément that'a alleged to b an onission Yesults in
7  anslysis for the fact as disoussed in the next 7 & price reaction depends. on ~- ot causes i price
B sentsnce that I dide't find any statisticdlly @ Yeaction depends on tue facts and eircumstances of
8 significant price incresses thet resulted in g that particnlar statement..
10 inflacion frad the beyinning of the pério&,_ and ¢ What's said here is thak the absence of a
i1 ‘thrdugh Nevember I3th, 200i. 11 priee resction does mot degste the posaiBility enat
1z S& I Would say that's cne set of issies. A2 tne statement 4s Bevertheless a matergal wrtssion
13 And then a second set of ismies is what 13  depanding od, aguin, what the yelevant facts xnd
14  dctusily T did for — with Fespect 6 my abakysia of |14  cizcumstances are.
15  quantifying inflation wsing —- or taking into zccouwnt | i5 Q@  You cail this "plaintiffs claim* and, then,.
16 ledkdge where the siistence of atatdistically 15 say "undexr this theory«,
17 significant price movements ave part of the analysis, |17 How; s this stmethifg thak ymi assune to
1B bt enly part Of the analysis, which X cad describe |18  Bu tiue for the purposes 6% youf opinfon?
18 ivi'more detmil £f you want to ask me about it. ‘19 X Bot really. I -cotld just ik essily — this
20 Q@ I want to ledve léakage to e side Toi the |20 sgain is 3 diséussiod of the pruper interpretation of
21  moment. 21  regression analysis. That's the purposre of it.
22 Let pe see if I uwnderstand u.h'at you ‘are 22 I£' I make the oppasite assumption, not for
23 saying is, because what the plaintiffs are alieging 23  purpeses of illustrating the ALwits of regression _
24 are omissiche, you wouldn't éxpect td 88é.3 atack 24 snalysis, bt if T make the opposite assumpiion that
- Pages 121 to 124
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Page 125, Page 126
1 'plaintiffs elas pasticilac stitements ars 1 tindéc this theary tha¥, "Ihe company stock price did
2 misxeg:e_s_ent;tiqn:' 28 opposed ‘to 'omiui,pnn, and -there 2 ot fmve to ij.n;:z_jgage uptn defendeats ‘allegedly false
3  is oo statistically aignificdnt piide reaction to 3 statéments {e.g., guarberly fizancial resnits) in
4 them, putting the leakage theory to one side, T would | 4 order to become intiateds.
- 5 Still conclige that these staféments would mot be the | & A Eghin, tHEY {s a statedent About Hlie 1inifs
© 6 Basis of 2 paterial misrepregentation Which weuld be | &  of regression snalysts.
7 included in my ‘quantification of spedific k3 “What I would say is thHat a discliosure which
§ disclomnxes, because thers s no statistically € contains an omission Cah creste inflatiom éven If
9  significant pric€ reaction as & reault. 9 there is no. price rescfion to it.
it S0, nothing really, for my purposas, tuins |10, That's LhE DUrpbse of the ~= that's the:
11  on whether thése stateménts are coRsidered to he 13 ‘pirpode of the gentence, and that’s reslly the only
12 omissions or mdsrepressntations, iz purpose.
143 But £ir purposes bf vmderseanding i3 Btk with rebpeet o ¥ actual
:v;.'l regrzasion analysis, {t's important -- or the Iimftg 4 quantificatios of inflation focused salely on
15  of régression amalysis, it's Ampdrtant to understand, 15 discleomures as opposed to the leskage theory, the
"j‘.'s that distinction: ’ 16  only thing T togk inte sccount were Statedents that-
i d Q@ Dbb-you see‘ ;:he:a it eays, "z, g., quaiterly |17 had a stitistically Sigquificant price reaction in
18 financial resuita®, -after the words, “allegedly false |18 Tesponses
19 statemsnra™z. is Wothing turns em whether or not the
20 R T de. 20  aratements are characterized as amisalons oz
21 @ Is ‘any statement made during the clash 21 misrepresestations.
22 period 2t iafiationary event on ‘tils theory? a2 & But thet’s the word that you used —-
23 A ©On whit theosy? 23 *omissionst.
[ 24 9 This theory thay we are t.aiki‘ng abont; ‘24 A& For purposes of understarding what the
' Page 127| Page 12§.
1 iimits of regression snaiysis are, and why it's - 2 inflation that rasulted, snd how thst inflition
2 possiblé ‘that inflation conld exist ai the beginning 2 varted over timé as diffeient disciostres ocourred,
3 af the class period; sven if theze arze mo disclosnres 3  which eithet increased or decredsed inflarion during
4 =t the beginning of the class peried that have a 4 the class perisd.
5 tatistically siynificent price redction associated B @ You said all public statements from the
6 with them, . & beginning of the cliss perfod.
7 “f Db you have an understanding of what {ne 7 Is that the case no metter what the schisct
£ allegedly false statements axze? e of thelstatement was?
9 ‘¥R, BURKHOLE: Objection, fozm. 9 A ‘No, public statements in the natura of
1o BY ¥R. OWEN: 10 giarterly fitencial statemests. $o 10-q's, 10-Kis,
a1 ¢ Hhenw you say, “for example, quarterly i1 8-X's, if these were pny; public disclosures that
.lz_ Einaneial resuits®, I guess that¥s ons of them, 12 -dealt with the subfject matters of the alleged
13 right? 13 ‘falishoods.
:;_4 A Fell, that's a category of false | 14 If there is a public disclosire that
‘A5  statements, correst =< allegedly fase stotéments. 15 XYZ wa% Just promoted to. a vice. president, I wasn't
1g 4 Okay. Are there any other categories of |16  including that in‘my category.
17 allegedly false ‘statewents that you aXe awaxs oE% BT Q@ 8o those aré nat 2lleged to be false
18 A My understanding is that the plaintifis I8  statements mnless we are talking sbout qusrterly
43 allege that all widlie stateéments from the beginndiag |19 flmancial mesults?
20 of the ¢ldss period gontained materisl nondiscipspres |38 MR, SURKHOLZ: Objection, form.
21  reldtifig to the Lliree different a¥eas thut T divcuss |21 BY ME. ONEN: .
|22 in-py report. 22 @ Or things on the 1ist that you just gave
23 And what I'vé attempred to do {8, based on | 23 me?
;’»g. that assumption, attempt to qmufy the "amgunt- of _124 K I'm not paking the allegatiohs: 6 == I'm
Pages 125 to 128 .
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h Page 129 e " -page 130
1 jdst giving you my undétstandizg of what the. ‘T st the vexy least?
2 &llegaticha are. -z A I'n pot énispre Ehat's Eime. Again, T'm not
3 ¢ Okay. That's impbrtant, becanse yow ave | 3 the one making the ailegations, but I cowid imagine .
4 the one who 'is guantifying the effects &f those ' thers .g:éuld be allsgations abgut ?i:ti:ixi:i-_
5 allsgarions. & disclosures that don't report actusi _Einancial
[ A 'I_s‘ that a guestion? 6 xeslts.
1. @ Well, iy it 90t dmgorkdnt for you te 7 ‘ @ And you don't know vhether plaintiffs are
8 understand what ‘the sllegationy are atcuritely if pou 8 .claimding thase or nst?
9 are going to put forth an opinion ahewt whar the 9 MR. BURKEOLZ: Objection, form.
10 -effects of thome allegaticns may have beenZ 10 B fod know, me-I sit Herd, T.don’t retAil
11 A I.wceld sy i€ Ls impoYtadt for wy analysis | 1i  exREE1Y vhat plaintirfst sllegations are with respect
12 to understang thar the plaintiffs allege thak there 12 ¢ evary single disclosurs that Housshold masde during
13 were discldsure defeckts In the thyes Hréak “that I I3 the clais paricd.
1% d.’n_.scusal: in my report dating back to the beginring of | 14 BY MR. OWEN:
15 the class peciod. s (@ Zet's look at the Angust I6th date,. 1393,
"iﬁ . @ And the disclosure defeqt's, s you 1f  when. they fgléau: quarterly financial Cesulis.
17  underztand’ them, relate tg quarterly fihancial 17 A DXay.
18 zésulrs, 10-R"s, I10-0's, B-K's; and anyihing eise? 18 0 Fould the allegedly falae statempnts for
"19 A I only uae théme as lldstrafive. T 18 that — appiicable to that particular ‘quazterly
20 naven't attespted to == to identify every simyle 20  statemeny be the sams for the dnnoubicement o6f the
21 disclosure that the plaibtiffa aliage tio be false and |21  rasults that took plade on July 23nd?
22 mialeading aither bedause of a miszepresentaztion, or | 22 MR. BURKHOLZ: Objection, form.
23  omigsion, or both. 23 A I'think for purpdses of my anaiysis, I°
24 @ But they had vo relaté to Tinancial results |24 think it is fuir to say that to the extent that Iive
Page 131 Page 132
1 concluded that the artificial inflatfon on July 30th 1  sacond guarter 5% results an ome day other thin
2  and August i6th was identical, snd the basis ~— ‘my 2 the 16th, say the 1eth. wWould that have any impact
3 upderstanding of ﬁhn ba;is_is for that cngciu.sion with 3. on your irflation chart in your report?
i respect to July 30th is the comipany's disclosure én 4 A Which-inflation chart?
5 Tuly 2Znd, thet I -guess T wobld agree that the amowst | 5 Q  The specific.disclosures chart.
6 of inflasien that Ifve calculatad on those two days [ A 'No, it would mot. Tt wonld on the obber
7 ds the same Witk the ver} Important ecavest of what I 7 one, buk met - it would on the leskage model, Hut
8 deacribed at length before lunch, thar in order to § ot the quantification Based on specific disclésures.
9. have inflation, you Nave to have a basis to reccver. 8 @ The Jast twa words of that sentence says
10 By ¥R. OFEH: 10  Sin order to bacome infiated®.
i & But putting aside the basif to fecover, the | il Aid I £hink ve wderstand that'on all of
12 falsity would ke the same a3 to the announcement of 12 the days we' are talking ebout heére at the beginning
13 zesults on the 22nd of July and .« reporting of the 13 of the class period; the In¥lation stays sxactiy the.
14  reswits on August 16hd 14 sana.
15 MR. BURKAOLZ: Objection, Fform. 15 In what sense --
‘18 & I would say based on my analysis, the .1:5 A I'm sorry, op all ==
17  ispatt of :a hypbthetical disclosure or seridés of 17 Q  Well, £rom July 30 to Bomest 17; the day
18 disclosurés on those two dates would He the yame, 18 after the first sopomncenent, the imflatisn ia the
13 But- there 1s the important €aveat that I'm {19 same on each day? .
20 act going to repeat again. 20 & Correct.
2% BY MR, OWEN: 23 Q I want to understand in the sense that yeu
22 Q@ That was the caveat in my question. I 22 use the words "to. become inflated™, how the stock
23 apcept It, thar that's yéur position. 23 price ix becoaing infl_ntg_d on any of those days?
34 Assume that fousehnid had dlsglosed its 20 A I think Ivwe siplalvied that st Yeigih, as &
Pages 129 to 132
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: T by ” # —— - o - ra— - —
. ‘PAge 145 I " Pdge 146
‘1 Se. in-some sense, the footnote itself i3 3 | 1 K Do yol want mé té count them of i this
Z  liftle bit understated in terms of what was dome; as 2  just another ==
3  is clear from looking at my ofiginal reéport. E 0 Mo, I beligve that's correct. Does that
4 “The. event study also contains & comment 4 sousd wrong-to you? ’ .
5 cOluma at the last column of the event. study which 5 R T don"t kpow 1f itts right or wrong. It
6 enahbies me to ook at what happened on a particular 6 spusds Yike anofher Doctar Bajay conciusien.
1 day, not juat the stock price reaction, utstbyg the 7 Tt might be Tight, 1t might be wromg., I
8 particuldr wodel that is being used hers tg gemerate % don’t know: Tf you want to kmow —- ItVy adsy to
9 pradicted ratuwins, but alsc wiat i 1n the couiient 5 eoint.
10 .golimn, and 1f there dp any relationship between the -lf__" You just look at the number gf Ihres-star
11 comment colimm and the stock price movément da that 11 deys, %o maybe T Will jest db thai — &de, two,
12 dag. . 1Z  tharee; four, five;, six; seven, wight, nine, 10, 11,
13 ‘Fo we really sxamfned every singie day 13 1%, 13, 14, 185, 16, 317, 18, 149, 26
1% d!.;-z'i-'ng the entire clase period, and -selected, really, |24 I-don't know. It looks to me like there is
‘IS 14 doys where there was 3 statistically signiffcant | 1§ & 1ot more. L
‘18  reackion to a particular d:l.s'iélos’uxe Telated to f_he 16 Q@ oOkay. I agres with youw, I £Hink we ars
17 plaintiffs' allegations in ways that aze depcribed at |17 reslly talking sbout applel snd oranges heve.
18 length in the Teport -for purpodes of my Fizsk method | 18 But thers is more than the 14 days you
13 of quantifying inglatiem. 13 settled co? '
.,20 @ Fow, ‘as I understand if, the eveit -atudy, 20 A Correct —
21 the thing we are logking at right sow, identifies 21 T Ultimately. So thers Is-more thing# going
22 22 doys whan the stock pricd changed dn » way that's |22 on with refpect o Household than just the things:
23 significant nnder the sé__a-nda:d that you applied, ‘23 that are related to plaintiffs’ allagaticos here in
28 sight? 24 tems of statistically significadf prite movements?
Page: 147 Page 148
1 A Cozrect, that's cértaimly trie. that's 1 zove. Yob have actdally an anticipated dizection of
2 righe, 2 movement?
k] @ And amorig this list of the significsnt ] B Correct, if you are using m 1-tail test.
4 days, you analyzed what happened cn thgse_‘.dayg, and 1 Q Now, of the 14 days that you picked, i3 of
5 winbowed the liat of significint days down to 147 5 them would meet ‘the Z-tail test that you talk about
o A Again, the avent study apalyzes what 6 dn your repoct, Isn®*t that correct?
7 hdppened on every day. For purposes of my ZFirst .7 A I have to look. It's possibles but T bave
8 method of quantifying inflation; I chosa 14 dates, g to ook,
3 coxzrect. 8 Just ag @ shorthand, 3f I %dok at Exhibit 6
10 @ I want to ask you x questioa sbout. what 10  of my rebuttal report, which is my regression
1}: your expectations were when you looked at some of 11  #nalysis with the inclisicn of €he additionz}
12 these dates. 12  .iHdependent variable. that Doctor Baisi indicsted
13 The 2-tail test that you talked aborit 13 should be used, It 1doks Likws all 14 would mest the
14 anticipates & partfoular kind 6f moveément in one 14 best of st':'a'i:ist_td.a'il. significance undex eithws the
15  direction? 15 Y~tail or 2-tail test.
16 A That's corréct. 16 Q@ Okay. But Teoking &%t your origival repere,
17 Q Using that test, does that meas that you 17 aog :gutx‘mt_e_ 16 on.page 20, At the very bottom; it
‘18 expectéd certain kinds of resctiens to the events: 18  says, "The residual return on August 14¥, turning to
18  that you are-testing zgainaty 18  the nekt page, “2002, the date Bhe restatemest was
20 A I wonld say that ing that test of 20 spnounced: was minus 2.5 percent, snd the t-statistic
21 statistical significance, you have a hiypothesis of 121 whis 1,77, Do you see thik?
22 unich ditection stucks are goidy té move im responss | 22 A X do,
23 to g particular discldsure. 23 C  New, that t-statistic does not meet the
24 Q. 50'you 3fé not dgnostic as to how ik might {28 2-tafl test?
Pages 145 to 148
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Page 149 Page 150
p A That's correst, at least ak the five 1 significant days here.
%  percent level of significance. 2 Is it fair to say thet just besspse & stock
Y Q Pod T belleve thatie the only date amadg .9 price chenges signiffcantly afrer accounting for
4 alliihe datey disgussed.in’jour original report which | 4 market industry factors, that does mot mean that that
5  does mot.meet ‘the Z-tai¥ festy . 8 stock price ihaige ik Telatkd to. an alYeged frand?
6 A Of all the datés Qiscusded wiére T 3ald 8 A It certainly does mot-necessarily mean
7. that thexe was a statisticaily significant -- 7 that, that's correct.
8 Q. Right, of the 1i days.. 8 ¢ Eypothetically speaking, what are some
9 A erice reaction. That Tocks xighé, 3  exammples of declines that wonld ok he attributabils
1o © That's the only dafe among the-}§ that 10 to 4 €ldlm Bf Preud in this matker?
1t  relates i any wiy %o the featatement, cozzect? XL A Any Negative event which cavses a
12 A Cozrect. 12 statistically sighi¥icant price decline where there
iy Q 5o if you only applied the Z-tail test; the |13 i mo clafm that the negative event should hive besn
‘14 agnostic test in your origiral weport, you veuldm't 14 cisclosed at an earlier point in time, and all of the
15 have fouad any statistically significant dates 15 | legal requirensnts to suppart that clafm was
1§  relating to the restatemsnt? 16 setigfied.
17 A If T.used a 2-tail test at a five percest |17 T should sy r- I sasd hit a Little bit
18 level of significance, that'a correck. 18 backwards. Lot me siy that sgain.
‘18 But I'vouldn't comsider that the 19 Any nefative event whicH causes &
20  apprepriate thing to do. . 20 stetisticalldy Signititant pricé decline wiers there
21 . But if T had done it, that's what I would {21 12 oo aliegation that the negative event should have
‘27 have concluded. 22 bden disclosed at an earlier ofSt fn time,
{23 g That's ;hat-yu'ii deinénstrated with your 33 @ And that was in fact the conclusion you
‘24 event study here and the leng list.of ‘statisticaliy 24 pesched for w1l of tha diys om this Iist that dldnte
Page 151/ Page 152
I end up in the 14 that you picked? 1 to a particilar new plece of information.
2 A  Correct. i A I wouldn’t use the word "anticipatés™., I
3 Q Ti's 3lpo possible that two aifferant © 3 uoild sdy you have ‘s hypothesis as te which
& things oight happen on the samé diy, correct? - 4 dizestion.
5 A Cozrect, ] R OKay =~
& Q  2nd then also theze is the pomaibility thar | & A -~ & price is going ta move.
7 the statistical significance was just a randam "7 @ Thé X-tail teat has a hypothesis abont what,
8 fluctwation? | & ditection x stock price will mowa..
5 A Yes, zlthough the whole idea of statistical | 9 I guess now I want to losck at thése 14
10 signiigante is to mifdmize that possibilfty. Buk 3¢ |10  dayé. I guess: 3¢ of them we have already talked
1L 45 3 pohsibility. 11 abowt was the credir card restatémest date.
12 Q  ©One in 20 times -- 12 'a.:mther tuo of them related to tha
13 K ¥ou could héve a statistically significant {13  settiement with the group ¢f Multi-state Attorneys
14  price reacrion that'a astribitahie o chance alode. 34 peneral on October I10th and lith of 2002 which your
‘15 Rlthough. when you ars going from the 15  xepert treats together.
.16 abstract to the concrete, aid you are lodking ab is: On both of those days, the stogk price and
17 Price reactions to particular disclosures, and you 17 the inflatitd, which was negative, went #pa
18  have i context to investigate where you know that is Is my uvnderstanding correct on that?
13 there is a diselvsice, you may know how the 15 L Well, the exhibity axan’t marked 3o I have
20 disclosure i3 ipterpreted by market participants, 20 to find the torréct exnipit,
';;21 thén theé ona in 20 figure wouldn't necessazily apply. |21 Q. It's Exhilit 53,
."z‘z Yoi might be moke confident in yépx— judgment., g2 A Correct. aAnd you are agking about Oatober:
3 Q We talked about how the l-tailed fast 23 -
24  anticipates a particular kind of movemen® in résponde |24 @ 10th shd 1ith.
Pages 149 to 152
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Page 209 ‘
1 MR, OREN: AL right. I don't have aymore| 1  AOUSEHOLD INTERNATIONAL, INC., )
2 questions really., Thank you wéry dinch. 2 et al.; B
3 A Thank yow. Again;” I apologize for the 3 Déféndants. ]
4 wnather. . 4
5 1HE. VIDEOGRAPHER:  This mazks the concingien | 5 I, DANIEL R, FISCEEL, state that
6 of toddy's deposition of Daniel Fischel, 6 I have read the foregoing transcript of the
7 Going off the record, the time ia now 7 testimosy given by ms at my depositicn on
8 4:28 pom. B the 21st day of March 2008, and that said
L {Whereupon; at 4:28 p.m.; the 9  tranmsexipt cohstitutes a tine and cofiect
10 signature of the witness Ha¥ind |10  record of the testimony given by me
1z beeh rgserved; the witness being | 11
12 Présent. and conseénfing therets, 1%
13 the tating of the instant 13
13 deposition ceased.} 14
13 . . 15
15 IN TEF UNITED STATES DISTRICT COURT 18
17 FOR' THE NORTHERN DISTRICT GF FLLIMOTS 17
18 EASTERN DIVISION 18
18 15
|20 LAWRENCE B. JAFFE BENSION, PLAN, ! ‘20
21 on behalf &f Itaelf and ALY ¥ 21
22 tthers similarly Situated; } - 22
23 Plaintiffs, i 23
24 w3 ) Mo, 02 C 5893 |24
Page: 211 Page 212
i " at safd deposition except as I have so indicated 1 STRTE OF ILILROIS )
2 on the exrata sheets provided harein. . 1 88:
e 2 COUNTY oF € 0.0 k }
1 3
5 BANEEL R. Frscazy ¢ T, HICHNRD ¥. DASDIGIAN, Iilinaia CSR Ke.
P 5 0B£-DO0035, Reyistersd Brofessional Reporter and
7 Mo cosdéctions {Please initial) 4 Notary Public in and for the County of Cook, State of [
8 Wumber of errata sheets ubmitted t5gs) 7 I1linely, do heréby ce’x’-t:f{y -thit previcus to the
5 B cemmentement of the examination, safid witness Wag
io aunscamsnm s“om o _ 3 duly aworn by me to testify the teuth; that the said
') before me tt-;hi'a ady 10 deposition was taken at the time ang 'pla"gel af.o':.'asa's.d.-
] E— 11 that the testimony given by said witness was reduced
12 ot - 2008, 12" ko writing By means. o shorthand snd- theseafter
13 13 transcribed into typewritten form; and that tha
u i3 forcgoing i & true, ‘cofrect, and eomplete transeript
15 NOTARY PUSLIC 13 of my sherthand potes so faken as aforeszid;
16 16 I further certify that thers veck pressnt. st
_17 17 the takiny of the saly dgﬁusiti’on +He parsons and
18 18  parties as indicated oh fhe appeatence page made a
i3 19  part of this deposition.
20 20 I furthez certify that I am nbt counsel for
23 21 por inm any way felated to any of tha partiss to thia
72 22 suite, nor am.I in any way interested dn the ontgeme
23 23 thereof.
2 24
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1 fusther cerbidy thaf this ceriificate
applies to the original signéd IN BLUE and Sertified
tzanscoripts oply. I assume ne zespensibility for the
‘accurdcy of any reprodicéd chpisd not made under my

control or direction.

‘IN TESTIMONY WHEREOF, I have heremnto:set
my band and affixed my notarixl seal this day of
. . 2008,
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L.

Qualifications
I am cﬁrrently 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, [ 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. I have 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 I 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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(5

I 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.
[ 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. I have 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. I have been engaged as a
damages expert in numerous high-profile cases that revolved around complex financial

and securities transactions.
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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

L.

My hourly rate in this matter is $750.

II. 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.

¢. 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. I say this because during the alleged leakage
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 attributable 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 related. 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 Household
itself. Prof. Fischel’s leakage rﬁodel 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, indeed it really provides no
evidence, that the stock price decline was causéd by leakage of fraud related information
rather than disclosure of other firm specific news.

In this respect, [ 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 huck 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



perfectly accounts f('>r 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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