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g
G :’j l l Hatt Tannin <matitannin@gmailt.com>
¢

Things to Think about - Parts I and i

4 messages

Matt <matt.tannin@gmail.com> Sun, Apr 22,2007 at 8:19 AM
To: paceffi@haotmail. com, matt Bnnin@gmait.com

Dear Raiph,

Part}

in January of 2003 1 excilediy accepled your offer 1o became your partner. While you may have had a fully fleshed out
kiea of whera you thought we were going back then, | did not. § knew only thai | rusied and respected you 2nd that | had
come 10 love 10 work with you over (2 feeling shared by just sbout everyone} — so 1 cansidesed myself tremendously
foriunate to have been given the opportunity you gave me.

Over the past four years a lot has changed - and a jot has not. We have been very successful measured in
almost any cenceivable way. VWe have mised a lot of money, we've made a ot of money, we 've hired a lot of
gocd people - but, for me, most imporantly — we have spenl our time well - and tme is the ONLY thing in
this life which one can't ever get back.

I'm nct sure how you are feeling right now — deep down. | guess I'm nol 100% sure how I'm feeling — deep
down — either, but 1 think I'm feeling pretly damn good. | think that ['m feeling this way because | have
absolutely no doubt that F've done the best possible job that { could have dene. Misiakes, yep, 've rmade
them — but they do nat bolher me s much as they did years age. 1 have come to see lhat whatever

my “inteiligence” or “abiliies” are — thay are not substantially worse than ANY of the peapie we speak Io, talk
o or read. So-—fuck it - all one can do is their best — and | have done this.

From sy point of view — | would say the same for you. Every so often 1 worry a bit that because you have
been so speciaculanly successful so far {in almos! every way) you might be 1aking this cpportunity to second
guess yoursell. Well, just in case you are — don’L. At the end of the day | think we will both be abie 1o look at
ail that has happened and all thal we have done and learn from what has gone well as well as from what that
hasn't. What a shame if would be for us not {o take all we have [eamed and apply it going forwarnd.

Perhaps | should save this next comment for the “seif help” bock | now plan to write — but | resily don't feel
that what we're going through right now is ail thal much different IN KIND from everylnmg else we've
experienced over the last four {or fourteen} years, We've lived a fuli and exciting life in the midsl of an
increasing NAV and | see no reason why the fullness and positive excilemnent we experence should be any
different if the trajeclory of the MAV changes. It only the NAY. On EVERY level | do not think a mature
person — or a person wha is at peace with themselves would allow NAY to be the determining facler for
ANYTHING except their W-2 calculation {and Turbo Tax seems to do that efforlessly).

1 became your partner in 2003. From where | sit | remain as excited a partner now as | was back then, On
Thursday night, when we were out wilh Goldman | heard you say that you seally had no interes! in retiring.
Well, neither do i — and | am as "{ully in” as yaur pariner now as F've aiways hoped | would ever be.

Ok — put the Kleenex away. Parl Two is far less sentimental,

Parl §

i think we have some imporlant decisions to make, Some of these “decisions” will be guesses and sorme will
hup://mait.google.com/mail/?ui=2&ik=71a85dbccd & view=pt&q=Ray&search=query &th... 10/31/2007
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fatiow-directly from these guesses. Others will be prudent and responsibie dedsions given the probability
factar of same of gur guesses.

Time Factors constrain 2nd influence many of our decisions and guesses.

Many of our decisions will be infer-related so | am not sure, as | now write this, of the proper order of these
decisions. Il just let Inose here and we can then sort oul the order |ater today {snd tomamow and the next
day and the day after that).

Question #1: What should we donow? {And by "now” | mean NOW).

* As I've said to you over the fast few months — | think we have two basic options: Close the two HG funds
now — or get very very aggressive. {l will focus, for the moment, pomarily on the HG Funds -~ but Rampart is
obviously very closely refated. The DPC is related — but iess refated — and SRP is related but least related,)

There are now a few reasons to close the Funds now,

The sub-prime market looks pretty damn ugly. CPR/CDR tells us we are Jooking at major write-lowns across
the board. ){ we believe the runs Steve has been doing are ANYWHERE CLOSE to accurate | think we
should close the Funds now. The reasen for this is that if CPR/CDR is correct then the entire sub—prime
market is toast. it is-toast in the way the HY CDO markel is loast. 1f AAA bonds are sysiemically
downgraded then there is simply no way for us o make money — ever. (While it may well be possible to
succeed with a “distressed” fund —} do.not think we can do this with HG. We are just too iong. (A disiressed
fund may be in our future — but not HG's fulure — and it is way loo early for a distressed fund —~ {he disiress
hasn't even begun).

1 think we need ta GUESS abou! lhe accuracy of the CPR/CDR medels NOW. it would be nice if we had the
luxury of wailing a bit {and maybe we do — this is another discussion point) — but | do not think we have any
time luxuries here.

S0 ~ how will we guess? {'m nol sure | know the answer. Here are the possibilities | see. You and Ray will
have to add any other possibilities.

Guessing on the Ekelihood of a melt-down.

1. We should believe CPR/CDR is we beljeve the model,
2. We shouid believe the mode! if we think the inputs are reasanable.
3. Theinputs are reasonable if there is 2 good prabability thal the historical information the model uses is
useful.
4, The historical information is uselul if today's world is similar enough to prior “worlds®
5. Today's world IS similar to prior worlds UNLESS there is a very good reason 10 think that it's not.
6. What are the reasons the world may be different now? {and we must acknowledge that lhe world is rarely
different from the way it's been — somelimes yes - bul this is the outlier situation)?
Why is the warld different?

a. All of these answers are taken largely from what Gyan has said {(Gyan is a sell side analyst - and
sell side analysts almost always give you good reasons for doing what is in their bank's best interest NOT
your best interest. AND we have more and mare reasons {oday for remembaering Lhal the banks will :
ALWAYS do what is in their bes! interest over us — every fucking time (this is perhaps a very useful lesson for
us})). | was persuaded by Gyan when | last heard him — but | am now much less wiliing to accept
the "objectivity” of his assumptions. | now believe that Gyan, in his role as CDO research perscn is simply
one of Scolt Eichel's leam. And | have no doubt at ail about whal Scott would say — and | have no doubt that
Scotlis in it oniy for himself {aithough | do like him}.

The key reason the world may be different this time is that HPA wili not be the prediclor it once was,

i usced to give this a reasonable probability of being camrec! ~ but I'm now not so sure, Caution would [ead us
to believe the HPA. So — caution would lead us to conclude the model is right — and we're in bad bad shape.

ANDREW LIPTON
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I sat him down on Friday and asked how serous he thought the sitvatian was, He calmly told me that the
situalion wasn't going to be as bad as people are saying.

Why should we believe Andrew? He's been a RMBS analyst for 20 years. That's good.

We should EXTRACT every piece of infonmation from him because I'm not sure there is anyone who knows
mare than he does.

But 1 do not have a high degree of confidence in him. He's been just oo caim duning this whote pericd. How
could he have not been sitling on the edge of his chair with each release of Steve’s sluff? When | asked him
about it he had nof carefully analyzed iL How is this possible? What is he thinking? So - from
cicumstantial evidence | 2am net made comforiable by Andrew.

Ray Mcgarrigal.

Ray has lost confidence in the struclures, Mot long ago Ray had confidence in the structures. Ray does nat
fuck around. Ray has been paying altention. [trust Ray,

} am going {o sign off for now, 'm going to Tsvi's game — where | will ba able to continue.
MNext topics will be:

Even if we go totally aggressive — what are the probabthhes of success?
. How long till we see success?
How many investors will MOT give us the time?
. Is this number of “impatient” investors sufficiently large to farce our hand anyway?
. Whao do we jalk to about this?
Rich Marin?
Warren?
Ouiside counsel? (And here we have io be careful because our outside counsel is BSAM's counsel
NOT our counsel - This is another very-big issue we at least need to think about
5. When do we say something?
6. Does this affect the Rampar filing?

TNFRYRY CPY

— this seems like enough fo think about fer one maming!iiiitl

I'll be on 1he cell.

Let's plan on getting together this evening. | couid take a car out to see you — or you could
come to the city. We can decide. 'd say we should go to the Racquet Club and have this
discussion in the sauna — but i think you ‘ve taken an vath against discussing business
there. Any other suggestions?

phyilis cioffi <pacioMi@hotmalil. com:> Sun, Apr 22, 2007 at 10:11 AM
To; matl.l2nnin@gmatil.com

when you relurn from the Met's game give me a call | can drive inlo the
cily and we can meet either at the office or uplown near your apariment

>From: Mait <matt tangin@gmail.com>

>To: pacioifi@holmail.com, malt lannin@amail.gom
>3ubject: Things o Think about - Parts 1 and i
>Date: Sun, 22 Apr 2007 08:19:10 -D400

{Qunled leat bidden}
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Matt Tannin <matt.tannin@gmail.com> ' Sun, Apr 22, 2007 at 3736 PM
To: rmegarigal@mac.com

here u go

Forwarded fnessage

From: Matl <matt tannin@gmail. com>
Date: Sun, 22 Apr 2007 08:19:10 -0400
Subject: Things to Think about - Parts | and |}

To: pacioffid@hotmail.com, mall. tannin@gmail. com

http://mail.google.com/mail/?ui=2&ik=7 | a85dbcc9& view=pi&q=Ray&search=query&th... 10/31/2007

BS-USAO 0011400

SEC_ENF_FCIC_019338



	Bear Stearns Email from Matt Tannin to Ralph Cioffi
	Recommended Citation

	tmp.1681492323.pdf.tggiT

