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SEC Probe Emboldens Duped Investors
Asset-backed investors who were bilked out of $3 billion

by healthcare-finance company National Century Financial
are hoping a newly launched SEC investigation will help
them win a series of lawsuits against securitization trustee
J.P Morgan Chase.

When J.P. Morgan disclosed in its quarterly report last
week that the SEC was looking into its conduct as inden-
ture trustee for National Century’s NPF 12 trust, holders
of the company’s fraudulent bonds immediately latched
onto the development as evidence that the bank helped
facilitate securitizations of non-existent receivables.

If nothing else, they expect the probe to prompt the
Columbus, Ohio, District Court handling their lawsuits
to drop motions to dismiss that J.P. Morgan filed last
year and again in March. And the plaintiffs plan to move
forward with their cases regardless of whether the SEC
chooses to take action, said Kathy Patrick, an attorney
from the law firm of Gibbs & Bruns who is representing
the bondholders.

Bank One, the original securitization trustee for the
NPF 12 deals, was purchased by J.P. Morgan last July.
The bank declined to comment.

According to J.P. Morgan’s 10-Q filing, the SEC
recently notified officials there that it is considering a
civil injunctive action against Bank One and a former
employee for alleged securities-law violations. The
injunctive action would likely take the form of fines
and a requirement that J.P. Morgan refrain from similar
conduct in the future.

Holders of National Century’s bonds have long alleged
that Bank One and J.P. Morgan — which sometimes served
as trustee for National Century’s NPF 6 trust as the former
Chase Manhattan — routinely switched funds between var-
ious accounts and the two issuing vehicles to disguise losses.

The investors claim that the banks were motivated by fees
and the promise of additional business from National
Century, including co-manager assignments on the compa-
ny’s securitizations. One of the lawsuits is actually a combi-
nation of actions against the issuer, its employees and ven-
dors that the Ohio court combined into a single proceeding
a year ago. The other was filed in November. Gibbs & Bruns is
representing investors in both cases.

For its part, J.P. Morgan has always
maintained that it acted on the instructions of the servicer,
and should not be expected to detect fraud.

Nonetheless, the SEC investigation could reopen discus-
sions about whether trustees should monitor deals more
closely and demand more compensation for doing so, said
Michael B. Thimmig, a partner at  the law firm of Greenberg
Traurig who isn’t involved in the lawsuits.

National Century filed for bankruptcy protection in
August 2002, after it was discovered that the company had
securitized medical receivables that didn’t exist. Several offi-
cials at the company have been indicted in the case, which
the FBI and the SEC are continuing to investigate. ❖
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Mayer Brown Paying Up for CFS InvolvementMayer Brown, the law firm that served as issuer counsel on Commercial

Financial Services’ fraudulent securitizations of defaulted credit-card debt, has

agreed to compensate investors who bought the company’s bonds.
Close to 200 asset-backed investors who sued Mayer Brown and the other

parties involved in Commercial Financial’s deals are now in the process of sign-

ing off on the settlement — whose size remains a closely guarded secret. In

about a week, they will likely ask the U.S. District Court judge in Tulsa, Okla.,

who is handling their lawsuits to schedule a hearing to approve the resolution.

The settlement is one of three that bondholders have reached in the case,

with underwriter J.P. Morgan Chase and accounting firm Arthur Andersen also

agreeing to fork over payments.The plaintiffs, who lost some $1.6 billion on Commercial Financials’ deals,

include BlackRock, Aegon, Hyperion Capital Management and Liberty Mutual
See MAYER on Page 6Pricing Row Halts Fund-Backed TransactionRoyal Bank of Canada and Bear Stearns have aborted a six-month effort to

securitize $300 million of stakes in private equity funds — a setback that con-

tributed to the resignation of one of RBC’s managing directors.
The issuers scrapped the collateralized fund obligation after hitting an

impasse in negotiations with HarbourVest, which was slated to purchase the

deal’s all-important equity piece. That unrated portion of the deal would have

served as first-loss protection for owners of the more-senior bonds.
The snag came in early April, when the underlying fund shares were marked

to market at a value that was higher than an earlier level on which the bond

pricing was supposed to be based.If the bond pricing was left unchanged, HarbourVest would have gained the

most from the increased value of the collateral. But Bear, which was also serv-

ing as advisor on the collateralized fund obligation, insisted that the bonds be
See PRICING on Page 4 Barclays Gains Instant CDO-Market PresenceBarclays Capital’s New York underwriting unit has snatched several collater-

alized debt obligation specialists away from Credit Suisse, marking the bank’s

most ambitious effort yet to build an active presence in the sector.
Estimates of how many staffers actually made the jump to Barclays vary from

five to seven, likely because Credit Suisse was still trying to convince some of

them to stay as it received their resignations over the last week. What’s known is

that managing director Kristofer Kraus led the defection, taking Ryan Babcock,

Jasen Yang and Edward Dale along with him. Kraus was most interested in

employees who focus on deals backed by other structured products — by far the

most-popular form of CDO in the market.Kraus joined Credit Suisse in March 1994. He rose to become co-head of the

group that underwrites CDOs around the world, and the bank’s head trader in See BARCLAYS on Page 2
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J.P. Morgan Chase has named Borja Taboada as the new head of itsEuropean asset-backed trading desk,while handing oversight of the region’ssecuritization-syndicate operation totop financial-institutions trader RyanO’Grady. They replace Brad Craighead,who recently jumped to CountrywideSecurities affiliate CCM International.Taboada reports to credit-trading head Guy America. O’Grady, who nowhandles syndicate functions involvingloans, unsecured bonds and securitizedproducts for banks and similar institu-tions, answers to global group headMichael Ridley. J.P. Morgan decided to merge its securitization-syndicatearea with the desk that serves financialinstitutions because most of its ABS-underwriting business comes fromsuch clients.

FGIC’s structured-finance team in NewYork has two new staffers. Taryn Snite
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