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Executive summary 
Complex Derivatives Transaction Review Committee 

This committee, consisting of Capital Market Finance, Accounting Policy and Model Validation personnel, was set up in April 2005 and meets to 
consider any significant derivative transactions undertaken. The committee considers whether the transactions are being booked, valued and 
modeled appropriately. Furthermore, the committee determines whether the proper accounting treatment is being applied. During the month, the 
following transactions were reviewed: 

--l> Regulatory Capital Trades -The desk has executed two new regulatory capital trades. Both trades mature on July 2023 with the clients 
having the option to call the trade on January 2009. For one of the trades, it was determined that even if 100% of the illiquid corporate 
loans defaulted by the call date, Lehman will not incur a loss if the average recovery rate is at least 12.3%. Historically, corporate loans 
have average recovery rate of at least 60-70%. For the other trade, it was determined that even if 85% of the illiquid Italian consumer 
loans defaulted by the call date with 0% recovery, Lehman will not incur a loss. Historically, Italian consumer loans have average default 
rate of 4-5% per annum. As such, Lehman's exposure to the illiquid corporate and Italian consumer loans are not deemed material 
economic risks, and thus, the trades meet the criteria for trading book designation. The trades have aggregate Day 1 P/L of $50 million. 

--l> Equity Collar- The SAP collar trade was previously discussed in September 2007 and January 2008. This trade was executed in May 
2007 with Lehman essentially buying calls and selling puts on shares of SAP. The trade was partially amended as the maturity dates for 
some of the calls and puts were extended. Since the tenor of the trade was extended to seven years and implied volatilities beyond five 
years are deemed unobservable, the trade was transferred from level2 to level3 under FAS157. Furthe'rmore, a funding adjustment was 
established to account for the client's ability to draw cash from Lehman up to an amount equal to the MTM in the client's favor. To 
reduce the net premium payment that the client will be paying Lehman, 25% of the trade was further restructured recently. A knock-out 
provision was added to this portion of the trade. Basically if the stock price of SAP falls below a specified threshold, this portion of the 
collar will be knocked-out. This latest restructuring generated a P/L of $14.4 million. The current funding adjustment is $6.5 million. 
The trade also has embedded liquidity, barrier shift and parameter uncertainty adjustments of $71.8 million. 

--l> Equity Options -Two related Turkish companies want to increase their stock liquidity. The two companies have granted to Lehman call 
and put options that expire in 9 months, 12 months and 15 months. Theoretically, Lehman will actively trade the stocks to delta hedge 
these options. Implied volatilities are deemed unobservable, and thus, the options will be classified as leve13 under FAS157. The desk 
will mark implied volatility at 60% of historical volatility. Stocks of the two companies have been posted as collateral for these option 
trades. Lehman is exposed to wrong-way counterparty risk on the put options. A counterparty valuation adjustment of $1 million will be 
taken. This amount is derived by applying credit spread of 270 bps (based on loans issued by the two companies) on the full notional of 
the put options multiplied by two (to account for the difference in assumed recovery rates between loans and counterparty claims). The 
trade has Day 1 P/L of$5 million. 

LEHMAN BROTHERS 3 



t""'('l 

rn~ 
~~ 
~ti 
~~ 
t:l:i>-l 

~> 
>-lt""" 
~...., 
~G; [/).> 
:::r:...., 

0~ 

b~ z...., 
@G; 
"!0 ze ntn . [/). 

@ 
ti 

~ 

r 
OJ 
m 
::;< 
~ 
G) 
:5: 
-..J 
CD 
0 
N 
.j:>. 
0 

Executive summary 
Vah.J.ation adjustments (decreased by $95mm from $3,398mm to $3,303mm, as detailed in section 2) 

Significant changes include: 
---+ Decrease of $62mm of parameter uncertainty adjustments on recovery risk from CDO Europe is attributable to: 1) revised methodology that 

allows for the netting of systemic risk for issuers within the same region and 2) tightening of credit spreads particularly for monoline insurers. 
---+ Decrease of $28mm of prime representation and warranty adjustments from Securitized Product Americas to offset reimbursements to ALS for 

early payment defaults. 
---+ Decrease of $22mm of counterparty valuation adjustments from Commodity Americas is due to reduction of MTM of uncollateralizcd trades 

from lower gas and oil prices. 
---+ Increase of $26mm of counterparty valuation adjustments from Securitized Product Americas is attributable to: 1) increase in MTM on trades 

with monoline insurers and 2) increase in percentage ofMTM needed to cover counterparty risk on trades with monoline insurers. 

Price verification projects (further details in section 3) 

In recent months, the Valuation and Control group: 
---+Initiated price testing ofCMS spread options, CMS caps I floors, digital CMS options and inflation swaps I caps in Americas 
---+Increased FX skew testing coverage as well as initiated Totem submission ofFX cross volatilities, FX FVA and FX barrier options in Americas 
---+Initiated price testing of heat rate options, distillates, and Eagle Energy Partners portfolio in Americas 
---+ Enhanced price testing methodologies for ABS CDO and tranched ABX trades in Americas 
---+ Initiated price testing of implied volatilities of fund derivative trades via cliquet options in Europe 
---+ Increased commodity testing coverage including 60 newly traded curves in Europe 
-7 Enhanced price testing methodology for credit options based on implied volatilities derived from Totem consensus prices in Europe 
---+Initiated Totem submission of housing indices as well as improved price testing methodologies for Securitized Product and Real Estate positions 

in Europe 
---+Initiated I expanded Totem submission of exotic rate products such as PRDC, FX TARN, CMS TARN, callable inverse f1oaters, callable CMS 

spreads, leveraged CMS spreads, inflation swaps and equity hybrid trades in Asia 

The group is currently working on the following improvements: 
---+Enable full re-pricing of cap I floor skew positions with Totem results as well as establish price testing methodology for BMA swaptions and 

Bermudan options 
---+ Continue to improve testing of mortgage derivatives and skew on mortgage options 
---+Establish deal review processes for exotic interest rate derivatives, fund derivatives and mortgage derivatives 
---+ Expand Totem submission of FX exotics, such as baskets 

LEHMAN BROTHERS 4 
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Executive summary 

Significant points on price verification (as detailed in section 3) 

---> Aggregate significant variance of $1,921 million on the aggressive side, of which Americas has $1,889 million, Europe has $26 million and Asia has $5 million. 

---> There are $1 ,03 7 million of aggressive significant variances attributable to Securitized Product Americas. These variances are mainly from residual, whole loan, 
and prime legacy and subordinate RMBS positions; the desk has taken markdowns of$300 million, $446 million, and $302 million respectively. 

->There are $705 million of aggressive significant variances attributable to Real Estate Americas. Real Estate positions are generally concentrated and/or illiquid. 
The desk has taken some markdowns in August and plans to take additional markdowns prior to quarter-end. 

I 

---> There are $126 million of aggressive signficant variances attributable to Governments Americas. These variances are mainly from securities issued by government 
sponsored entities, which have experienced increased volatility and reduced liquidity. Desk disagrees with prices provided by external vendors but has agreed to 
take some markdowns where we have seen trades in the market and will monitor, in conjunction with PCG, for other items. All outstanding issues are to be 
resolved prior to quarter-end. 

Levell 

Level2 

Level 3 

Derivatives 

Consolidated Positions 

Total 

*Detinition of pricing levels: 

Re-marked 

0 

(577,699) 

(539,732) 

(4,654) 

(103,616) 

(1,225,701) 

Significant Pricing Variance- Global FID 
in S'OOO 

Resolved 

0 

(201,151) 

(169,700) 

(30,677) 

(293,370) 

(694,898) 

Levell : Quoted prices (nnadjusted) in active markets for identical assets or liabilities that the reporting entity has the ability to access at measurement date. 

~ 

0 

(778,850) 

(709,432) 

(35,332) 

(396,985) 

(1,920,599) 

Level 2 : Inputs other than quoted prices included in Level 1 that are observable for the asset or liability either directly or indirectly. This includes quoted prices for similar assets or liabilities in active 
markets, quoted prkes for identical or similar assets or liabilities in markets that are not active. Additionally inputs other than quoted prices that are observable for the asset or liability (eg interest rate 
and yield curves, observable at commonly quoted intervals, volatilities, prepayment speeds, loss severities, credit risks and default rates). Inputs that are derived principally from or corroborated by 
other means. 

Level 3 : Unobservable inputs for the asset or liability. 

LEHMAN BROTHERS 5 
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VALUATION ADJUSTMENTS - Significant changes 

Region Product 

Americas High Yield 

Americas Commodities 

Americas Commodities 

Americas Securitized Products 

Americas Securitized Products 

Europe IRP 

Europe CDO 

Europe CDO 

Description Type 

Contingent Liability- LCDS Cancellation Contingent 

Counterpany Valuation Adjustments 

Model- Quarterly Extendible 

Counterparty Valuation Adjustments 

Prime· Reps and Warranties 

Funding Cost 

Model Calibration 

Parameter Uncertainty 

Subtotal 

Remaining Valuation Adjustments 

Total Valuation Adjustments 

Liabilities 
Credit 

Model 

Credit 

Contingent 
Liabilities 
Valuation 

Model 

Liquidity 

LEHMAN BROTHERS 

I 
Current Prior 
Month Month Change Comment 

12,332 0 12,332 Valuation adjustment is for potential cancellation ofLCDS resulting in potential loss ofMTM. 

40,900 63,100 (22,200) Lower gas and oil prices reduced the :v!TM of uncollateralized trades. 

11,100 0 11,100 New trade. 

1,519,719 1,493,450 26,269 Increase is mainly attributable to: 1) increase in :YITM on trades with mono line insurers and 2) increase in percentage 
of MTM needed to cover counterparty risk on trades with mono line insurers. 

148,696 176,305 (27,609) Valuation adjmtment is reduced as Lehman reimburses ALS for early payment defaults. 

28,269 39,596 (11 ,327) Decline in interest rates during the month resulted in a decrease in MTM of inflation swaps with the Republic ofltaly 
which reduced future funding cosl 

(13,933) 4,955 (18,888) Due to market volatility, model value from base correlation model is not reflective of market value. Valuation 
adjustment needed to properly reflect the implied correlation skews for CDX and LCD X. Valuation adjustment was 
reduced this month to true-up the value of non-super senior !ranches. 

46,296 108,610 ( 62,314) Decrease in parameter uncertainty adjustment on recovery risk is due to: 1) implementation of new methodology 

----------------1,793,379 1,886,016 (92,637) 

1,509,576 1,512,356 (2,781) 

3,302,955 3,398.372 (95,418) 

7 

which bifurcates recovery risk between systemic risk (issuers with Syr spread less than 1000 bps) and idiosyncratic 
risk (issuers with Syr spread greater than 1000 bps) and allows the netting of systemic risk for issuers within the same 
re~on and 2) tightening of credit spreads particularly for mono line insurers. 
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VALUATION ADJUSTMENTS- Summary 

~"-~~-

Total Contingent 
Business $000 Model Bid/Offer Liabilities Liquidity Credit 

I ' I I I 

' ' ' ' I 

' ' ' I I 
I I ' I I 
u I ' ' I 
I ' ' I I 

Liquid Market Prop 
I I ' ' I 

6,651 1,077 I 5,574 ! ' ' I - ' • I - I 
I ' ' I I 

' ' I ' I 
u ' I ' ' I ' ' ' ' Interest Rate Products 469,612 213,964! 65,867 ! ' 33,236 ! I 

. ' 12,642 1 
I 

I ' ' ' ' ' I ' ' I 

' I ' ' ' Foreign Exchange 
I ' ' ' ' 40,799 11,450 I 17,844 : -: -: . : 
I ' ' I I 
I ' ' I ' I ' ' I I 
I ' ' ' ' High Grade Credit 60,546 1,533 ! 45,928! 3,448! 3,840 i 1,4691 
' ' ' ' ' ' ' ' ' I 
I ' ' ' I 

CDO 522,553 56,817 i 141,665 ! 146,726! 59,409 ! 72,684! 
I • u ' I 
I ' ' ' I 
I ' ' ' ' ' ' ' ' ' High Yield 62,516 (2,886)! 46,997 1 13,332 ! ' I 

- ' . ' 
' ' ' ' ' ' I 

I ' I I ' ' ' ' I I 

Real Estate 1,640 ' 1,594! ' I ' . ' - ' - ' . ' ' I I I 
I I ' ' I 
I ' ' ' I 

' I I I I 

' I ' ' I 
Munis 111,653 976: 7,095 I ' ' 92,700 l - ' - ' 

' I ' ' ' ' ' ' I 

' ' ' ' I 
I ' ' I I 

Securitized Products 1,824,263 ' 49,492 ! 233,990 ! ' 1,526,363 ! - ' - I 
I ' I I I ' I 

' I ' ' ' I ' I ' ' 
Commodities Trading 

I I ' ' I 
174,937 40,101: 64,971 : ' 2,565 I 40,900 I - ' ' I I l ' ' ' ' ' ' I ' I ' I 

I ' ' I ' FID Corporate 27,784 524 I 21,161 ! ' 1,440! I 

- ' - I 

' ' I 
I ' ' ' I 

' ' ' ' ' 
Total FID Valuation Adjustments 3,302,955 323,556! 468,189 ! 397,496 i 100,490 ! 1,746,758 i 

LEHMAN BROTHERS 8 

I 

Early 

Expense Termination Valuation 
I 

I I ' ' ' I 
I I 
I ' I 

' I ' ' I 
I I -- I - I 
I I 
I ' ' ' ' I 
I 

108,775 ! 35,128 • I 
I 

' ' I I 

' I 
I 

- I ' 4,024 I 7,481 
I ' I I 
I I 
I I 

1,328 ! 3,000! -

' ' ' ' ' ' 
23,196 ! 3,275 ! 18,781 

' I 

' ' I I 

' ' 1,437 ! ' 3,636 - ' ' ' ' ' ' ' ' 
46! ' . ' -' ' I 

I ' I I 
I I 
I I 10,882 • I • I 

' ' ' I 

' I 

' ' 14,418 ! I 

- ' -' ' I 

' I 
I I 

' I 

' I 26,400 - ' - ' 
' ' ' ' I ' ' ' ' 4,659 ! - ' -
I 
I I 

' ' 
40,425 i 123,733j 102,308 



t""'('l 
tno 
::c:z 
~"TT 

~~ 
t:l:iZ 
?;:1>-l 0 ....... ....,> 

VALUATION ADJUSTMENTS -Regional matrix ::c:t""' 
tn>-l 
?;:~G; 

Early I [/).> Continge"'t 

::C:>-J America Total Model Bi<ll/Ol'fer Liabilities Liquidity Credit Expense Termination Vah.uution 

0~ 
t""'tn Liquid Markets Prop 4,241 4,241 
tiz Interest Rate Products 122,248 94,505 10,998 10,225 6,520 z...., Foreign Exchange 33,651 17,942 12,639 3,070 

@G; High Grade Credit 37,998 593 32,533 3,840 898 134 

"!0 CDO 73,234 2,959 3,428 9,723 36,393 20,731 

ze High Yield 50,833 (2,886) 40,387 13,332 

ntn Real Estate 1,594 1,594 
. [/). Munis 111,653 976 7,095 92,700 - 10,882 ...., 

Securitized Products 1,800,062 - 48,836 215,887 1,526,363 8,976 tTJ Commodities Trading 123,400 14,600 41,500 40,900 26,400 ti 
t:1:i 

FID Corporate 6,205 6,205 

--< Total. America 2,365,120 1 128,689 209,457 238,942 14,065 1,703,774 29,841 3,070 37,282 

-Europe 
Capital Mkts Fund JV 111,506 8,401 7,018 96,087 
Liquid Markets Prop 2,791 1,458 1,333 
Interest Rate Products 186,416 96,472 30,372 17,493 1,122 12,688 28,269 
Foreign Exchange 2,980 (10,355) 4,900 - - 954 7,481 
Comtnodities Trading 43,415 20,232 20,618 2,565 
High Grade Credit 11,628 - 8,180 3,448 
High Yield Credit 6,063 4,910 1,153 
CDO 446,232 53,858 138,195 137,003 59,409 36,291 3,275 18,20 l 
Securitized Products 18,759 656 18,103 

. FID Corporate 16,762 524 11,579 - 4,659 

Total Europe 846,552 1 170,590 227,761 158,554 79,467 37,413 - 117,663 55,104 

Asia 
Liquid Markets Prop (381) (381) 
Interest Rate Products 49,442 14,586 17,479 5,518 5,000 6,859 
High Grade Credit 10,920 940 5,215 571 1,194 3,000 
CDO 3,087 42 2,465 580 
Foreign Exchange 4,168 3,863 305 -
High Yield Credit 5,620 1,700 - 1,437 2,483 
Real Estate 46 46 
Securitized Products 5,442 5,442 
Commodities Trading 8,122 5,269 2,853 
FID Corporate 4,817 3,377 - 1,440 

r Total Asia 91,283 24,277 30,971 - 6,958 5,571 10,584 3,000 9,922 

OJ 
m Global Total 3,302,955 323,556 468,189 397,496 100,490 1,746,758 40,425 123,733 102,308 >< I 
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VALUATION ADJUSTMENTS Americas 
Total I Model 

30,453 
6,520 

I 
! I I 6,520 

4,891 4,891 
6,107 6,107 

64,052 64,052 

6,480 6,480 

3,070 l I I I I I 3,070 

2,745 2,745 

8,717 8,717 

898 
I I I 

61 39 22 

2,358 2,358 

2,469 2,335 I I 134 

8,996 554 6,937 1,505 

I I 
73,234 2,959 3,428 9,723 0 36,393 2o,131 1 Ol 0 

20,731 20,731 

9,723 9,723 

36,393 I I 36,393 

3,428 3,428 

ij,;"\)S·~tj:::;?!i't' 
2,959 2,959 

LEHMAN BROTHERS 10 



t""'('l 

rn~ 
~~ 
~ti 
~~ 
t:l:i>-l ?;:!......, 
0> 
>-lt""" 
~...., 
?;:~G; [/).> 
:::r:...., 

0~ 

b~ z...., 
@G; 
"!0 ze ntn 

[/). 

@ 
ti 

~ 

r 
OJ 
m 
~ 
~ 
G) 
:5: 
-..J 
CD 
0 
N 
.j:>. 
CXl 

VALUATION ADWSTMENTS -Americas 
America- Valuation Adjs 

HIGH YIELD 

REAL ESTATE 
l~t< ·-----

MUNIS 

I C;R~,.~,'?~~I .6-~~~~~-t;J;'~~~-·countet'!tiartV,<p;r:edtt'1~H 

SEURITIZED PRODUCTS 

COMMODITIES TRADING 

I!VI:~d~l- Skew 

FID CORPORATE 
CDO/SCT -Bid I Offer (rm>~()unding) 
FID AMERICA TOTAl. VALUATION AD.Js 

LEHMAN BROTHERS 

Total 

50,833 
29,249 

12,332 

(2,886) 

1,000 

11,138 

1594 
1,594 

111.653 
696 

91,989 
9,913 

7,095 
280 
969 
711 

1.800.062 
2,500 

1,885 

2,123 
32,542 

1,519,719 

17,042 
27,125 
11,864 

1,683 
7,069 

224 
6,573 

114 
465 

9.707 
6,587 

148,696 
4,144 

123.400 
41,500 
26,400 
40,900 
11,100 
3,500 

6.205 
6,205 

2,365,120 

Contingent 
Model ! Bid/Offer I Liabilities I Liquidity 

(2,886)1 40,387 I 13.332 I o 
29,249 

(2,886) 

0 

976 
696 

280 

0 

14.600 

11,100 
3,500 

() 

128,689 

11,138 

1,594 
1,594 

7.095 

7,095 

48.836 

32,542 

9,707 
6,587 

41.500 
41.500 

6.205 
6,205 

209,457 

11 

12,332 

1,000 

0 

0 

215,887 

1,885 

2,123 

17,042 
27,125 
11,864 

6,573 
1]4 

465 

148,696 

0 

0 

238,942 

0 

0 

0 

0 

0 

14,065 

Credit 

0 

0 

92,700 

91,989 

711 

1.526,363 
2,500 

1,519,719 

4,144 

40.900 

40,900 

IJ 

1,703,774 

Expense 

() 

0 

0 

8.976 

1,683 
7,069 

224 

0 

0 

29,841 

Early 
""I'ermination 

0 

0 

0 

0 

0 

0 

3,070 

·valuatln 

0 

0 

10.882 

9,913 

969 

0 

26.400 

26,400 

0 

37,282 
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VALUATION ADJUSTMENTS- Europe 

LEHMAN BROTHERS 

1,909 
12,688 

1,122 
28,269 

10,103 
11,801 
2,208 

27,546 
30,584 
14,230 

17,493 

930 

21,927 

115,076 

36,291 

2,034 

28,955 

437 

(13,933) 

37,996 

840 

2,838 

46,296 

16,167 

13,113 

10,103 
11,801 

2.208 
27,546 
30,584 

14,230 

28,955 

(13,933) 

37,996 

840 

12 

21,927 

115,076 

17,493 

46,29fi 

13,113 

12,688 

1,122 
28,269 

36,291 

2,034 

437 

2,838 

16,167 
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VALUATION ADJUSTMENTS -Europe 

LEHMAN BROTHERS 

Total I Model I Bid/Offer 

418 

1,382 

1,179 
735 

13 

1,382 

1,179 

418 

735 
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VALUATION ADJUSTMENTS- As1a 
Asia - Valuation Adjs 

LEHMAN BROTHERS 

Total 

5,518 

5,000 

4,282 

2,577 

5,214 
940 

3,000 
400 
6791 

3,863 

Model Bid/Offer Liabilities Liquidity 

14,586 

5,518 

5,214 
940 

I 

3,863 

14 

Credit I Expense 

5,000 

I 
400 
ml 507 

I 3,000 

4,282 

2,577 
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VALUATION ADJUSTMENTS ~Monthly changes 
I 

Contingent Early 
Business Total Model Bid/Offer Liabilities Liquidity Credit Expense Termination Valuation 

' ' I ' ' ' I 

' ' l ' ' ' ' ' ' I ' ' ' ' ' ' ' ' ' ' ' ' ' I ' ' ' ' ' ' ' ' ' ' 0 

Liquid Market Prop (643) 398 I (1,041)! ' ' ' ' ' - ' - ' - ' - ' - ' -
' ' ' I ' ' I I I ' I I ' ' I I ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' Interest Rate Products (14,491) 3,883 I (5,606)! ' (482)! 654 I ' (1,388)! (11,552) - ' - I 
I ' ' ' ' ' ' ' I ' ' ' ' ' ' ' ' ' ' ' I I I I 0 

Foreign Exchange 3,738 4,655 ! (731)! 
0 ' I ' (115)! (71) -' - ' - I - I 

' ' ' I 
I I ' ' I I ' ' I ' ' I I ' • ' ' ' I ' ' ' ' I ' ' ' ' High Grade Credit 3,573 39 i 545 I ' ' ' (11)! 3,000 I -- ' - ' - ' ' ' ' I ' ' I ' ' ' I I ' ' l ' ' ' ' ' ' ' ' ' ' ' ' CDO (75,626) (15,640)! (1,003)! 795 l (62,320)! (887)! (857)! (716)j 5,002 
' ' ' ' ' ' ' ' I ' ' ' ' ' ' I ' ' ' ' ' 

High Yield 
I ' ' I I I ' 652 9,959 (1,086)1 (1,869)1 12,332 I ' - I (70)1 -: - I 

' ' ' ' ' ' ' ' ' ' ' ' I ' ' ' ' ' ' ' I 

' ' ' ' ' ' I 

Real Estate 1,594 ' 1,594 ! 0 0 ' 0 ' - ' - I - 6 - ' • I - ' -
' I i ' ' ' ' I I I ' I I 
I ' ' ' ' ' ' I ' I ' ' ' I 

Munis (3,569) (45)! (502)! ' I ' I I 
4,379 - : - I (7,401)1 - : - ' ' ' ' ' i I ' i 

I ' ' I I ' I 
i ' ' I ' ' I 
I I ' ' I ' I 

Securitized Products (18,462) I (3,559)1 (39,907)! (742)! 26,055 1 (309)1 I -- ' • I 

' I ' ' ' ' I ' ' ' ' ' ' ' I ' ' ' I ' i ' I I 

Commodities Trading (1,198) 16,645 ! 1,793 i ' (436)! (22,200)! ' I 
3,000 - ' - ' - I 

I ' I 

' I ' ' I I I 

' ' I ' I I ' ' ' ' I ' ' I 
I ' I ' ' ' ' FID Corporate (293) ' (236)! I ' ' ' (57)! -- ' - I • I - ' -. 
I I ' ' ' I I ' ' ' ' ' I ' I ' ' I I 

Total F_ID Adjustm~nt~ _ _ _ 8,849 ! (10,615)1 (26,780)1 ' ' ' (95,418) (63,980)1 (3,779)1 (1,247): 724 I 1,410 
_L_________ ___ __ I_ 

LEHMAN BROTHERS 16 
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Contingent Early I [/).> 
::C:>-J America Total Model Bid/Offer 1-~iabilities Liquidity Credit Expense Termination Valuation 

0~ Liquid Markets Prop (1,041) (1 ,041) 
t""'tn Interest Rate Products 9,571 9,970 (1,116) 685 32 
tiz Foreign Exchange (2,878) (2,854) (376) - 352 z...., High Grade Credit 279 39 240 

@G; CDO (5,492) (5,603) (309) 823 (403) 

"!0 High Yield Credit 10,111 (1,086) (1,135) 12,332 

ze Real Estate 1,594 1,594 

ntn Munis (3,569) (45) (502) (7,401) 4,379 
. [/). Securitized Products (12,614) (500) (37,987) 26,055 (182) ...., 

Commodities Trading (4,600) 14,600 (22,200) 3,000 tTJ 
ti FID Corp orate 

t:1:i Total Amuerica (8,639)L____!_?,o21 __ (3,145) __ . (25,655) 685 (2,691) (585) 352 7,379 --< 
Europe 
Capital Mkts Fund JV (246) (110) 1,182 - (1,318) 
Liquid Markets Prop 398 398 - -
Interest Rate Products (22,134) (5,937) (5,301) 104 622 - (70) (11 ,552) 
Foreign Exchange 5,731 6,268 1 - (467) (71) 
Cotnmodities Trading 1,11 8 645 909 (436) 
High Grade Credit (308) (308) 
High Yield Credit (717) (711) - - - (6) 
CDO (70,134) (10,037) (694) 795 (62,320) (1,710) - (716) 4,548 
Securitized Products (5,721) (3,059) (1 ,920) (742) 
FID Corporate (293) (236) - - (57) 

Total Europe (92,306) (8,773) (8,217) (1,125) (63,394) (1,088) (2,628) (7,081) 

Asia 
Liquid Markets Prop 
Interest Rate Products (1,682) (40) (371) (1,271) 
High Grade Credit 3,602 - 613 - - (11) 3,000 
CDO - - - (454) 454 
Foreign Exchange 885 1,241 (356) 
High Yield Credit 565 - (23) - (70) 658 
Real Estate 
Securitized Products (127)1 - - - (127) 
Conunodities Trading 2,284 1,400 884 
FID Corporate 

Total Asia 5,527 1 2,601 747 - (1,271) - (662) 3,000 1,112 
r 
OJ Global Total. (95,418) 8,849 (10,615) (26,780) (63,980) (3,779) (1,247) 724 1,410 m 
>< I 

~ 
G) LEHMAN BROTHERS 17 :5: 
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PRICING REPORT- Explanation of significant variances 
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PRICING REPORT- Explanation of significant variances 

LEHNIAN BROTHERS 20 
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PRICING REPORT- Explanation of significant variances 
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PRICI G REPORT- Explanation of significant variances 

LEHMAN BROTHERS 22 

Development Order, Rezoning, and Master Site Plan approval for 2,250 
units and 150,000 sf of commercial space to be built on the property ts currently on 

. Business plan is being re-evaluated. Currently under discussion with desk. 



t""'('l 

rn~ 
~~ 
~ti 
~~ 
t:l:i>-l ?;:!......, 
0> 
>-lt""" 
:::r:...., 

~G; [/).> 
:::r:...., 

0~ 
t""'tn oz z...., 
@G; 
"!0 ze 
ntn . [/). 

@ 
ti 

~ 

r 
OJ 
m 
::;< 
~ 
G) 
:5: 
-..J 
CD 
0 
N 
(J) 

PRICI G REPORT- Explanation of significant variances 

Eltl'op~ 

Firm Relationship Loans l·te!eco ltalia MV 197,582 Variance is due to size of position held. Actual variar.cc is 0.9% 

Fi~m Relationship Loans IMubadala MV 95,238 PCG price is based on proxy CDS spread. Actual variance is 1.5%. 

Firm Relationship Loans )NIBC MV Variance is due to size of position held. Actual variance is 0.9% 

Firm Re.htionsbip Loans /Vodafone MV Variance is due tosizeofpos1tion held. Actual variance is 0.5% 

Finn Relaiionship Loam /Deutsche Telecom MV I 933.461 

I 
(983) (983) Variance is due to s-ize of position held. Actual variance is 0.1% 

High Yield IProSiebenSat.l loan MV I 89,627 I (2,996) (2,996) Remarked. 

High Yield /Merlin Loan MV I 15·1,450 I (1,203) (1,2il3) Business bad initial aggressive variance of$7 million and subsequently taken mark downs of $5 
million. Remaining variance of$2 million is deemed acceptable. 

MV I 27,165 I (1,030) T T (1,030) Bu~ir,t::ss had initial aggressive variance of$7 million and subsequently taken mark downs of$5 
million. Remaining variance of$2 million is deemed acceptable. 

Gala High Yield 

LEHMAN BROTHERS 23 
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PRICING REPORT - Explanation of significant variances 

Asia 
Credit Structured Products I SANYO MV 39,186 

Credit Structured Products I PHI UP D 

T 
CSO! 82 

IRP- Derivatives Options !Interest Rate Volatility D 1 Vol+ 1% 17,332 

!RP- Derivatives Options IJPY Intere!-.t Rate Delta D I PVO! 9,826 

FX I FX options D T Vol+ 1% 4,873 

Commodities Crude Oil Delta D I PVO! 5,833 

Total Significant Variances 

LEHMAN BROTHERS 

1,451 1,451 

1,323 1,323 

(2,555) (2,555) 

(2,161) (2,161) 

(1,438) (1,438) 

(2,099) (2,099) 

(5,480) (4,654) (825) 

(1,920,599) (1,225,701) (6~4,898) 

24 

Broker quotes are not available for this position, Actual variar.ce is 3. 7% 

Actual variance is 16.1 bps. 

Remarked. 

Variance is due to curve construction differences. Lehman curve is based on FRA (floating rat 
agreements) up to the 6-month point while Totem uses deposit rates. 

Variance was discussed wltb the des;c. PCO will continue to monitor and wm further escalate i 
variance persists. 

Remarked. 
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PRICING REPORT- Cash Products Coverage 

(19,190,279) 98% 0 
1,525,787 100% 0 

(67,159) 100% 0 
43,932 100% 0 
13,468 100% 0 

238,019 88% 153,023 92% 
(46,609) 98% 0 
19,751 90% 0 

(16,196,977) 100% 2,588,008 99% 
0 0 
0 6,583,512 88% 
0 215,307 73% 
0 6,060,980 100% 
0 0 
0 4,262,365 99% 
0 0 
0 11,721,556 30% 
0 13,619,527 100% 
0 6,239,672 96% 
0 (2,036,842) 99% 
0 1,435,784 100% 
0 9,567,217 80% 
0 25,564,462 87% 
0 6,050,351 96% 
0 648,637 99% 
0 1,163,422 0% 
0 0 
0 0 
0 0 
0 13,232,882 98% 
0 493,501 100% 
0 1,699,146 100% 
0 475,027 1% 
0 5,513,286 96% 
0 0 
0 258,980 100% 
0 382 100% 
0 3,575,109 100% 
0 1 '157,438 100% 

iNIM I 0 0 

LEHMAN BROTHERS 25 

0 
0 
0 
0 
0 

6,623 0% 
0 
0 
0 
0 

164,614 97% 
324,852 83% 

0 
0 

3,019,151 87% 
1,289,687 60% 

252,650 100% 
2,559,654 100% 
5,565,479 98% 

0 
0 

710,865 71% 
267,554 100% 

0 
279,833 98% 

13,037,281 98% 
1,975,179 49% 
2,474,642 62% 

0 
0 
0 
0 
0 
0 
0 
0 
0 

220,363 100% 
56,100 100% 

114,389 100% 
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PRICING REPORT~ Derivative Products Coverage 

rate volatility- ATM 
nterest rate volatility- vol of vol (eps) 

Interest rate volatility - ir val correlation (rho) 
IR vIR correlation 

Vol+ 1% 
Vol+ 1% 
Vol+ 1% 

Carrel+ 1% 
Carrel+ 1% 

Vol+ 1% 
Vol+ 1% 

Carrel+ 10% 
Corral+ 10% 

PV01 

CS01 
IND001 
TR01 

Carrel+ 1% 
Recovery + 1 % 

Vol+ 1% 
PV01 

Vol+ 1% 
MV 

Vol+ 1% 
MV 
MV 

Vol+ 1% 
D Rho 

Carrel+ 10% 
Pos delta 

Vol+ 1% 
Vol+ 1% 

Correl + 20% 

LEHMAN BROTHERS 

94% 
61% 
0% 

76% 
84% 
91% 
100% 
91% 

1 56% 
0 

0 

82% 
77% 

Correl + 1% 
Carrel+ 1% 

Carrel+ 10% 
Corral+ 10% 

v equity correlation Carrel+ 1% 
Commodity v equity correlation Correl + 1% 
FX v commodity correlation Carr+ 10% 
Property derivatives PV01 
LBT index trades Duration 
Balance guaranteed swaps- interest rate risk PV01 
Balance guaranteed swaps- prepayment risk Prep01 
Balance guaranteed swaps - default risk Def01 
BMA trades - interest rate risk PV01 
Credit v equity correlation Carrel+ 10% 
Credit v infiation correlation Carrel+ 10% 

Vol+ 1% 
PV01 

Vol+ 1% 
Vol+ 1% 

PV01 
Vol+ 1% 
Vol+ 1% 

!~~~~~~~Power- delta PV01 
Vol+ 1% 
Vol+ 1% 

PV01 

gas - ATM volatility Vol+ 1% 
Natural gas- skew Vol+ 1% 
Refined products - delta PV01 
Refined products- ATM volatillity Vol+ 1% 
Refined products -skew Vol+ 1% 
Softs delta PV01 

Vol+ 1% 
Vol+ 1% 

Commodity indices· delta PV01 
.Commodity Indices- ATM volatility Vol+ 1% 

Commodity indices- skew Vol+ 1% 
Commodity vs commodity correlation Carrel+ 10% 
Coal- delta PV01 

Vol+ 1% 
Vol+ 1% 

26 

0 
0 
0 
0 
0 
0 
0 
0 

122 89% 
0 
0 
0 
0 

(36) 100% 
0 
0 

D 
2,013 97% 

(758) 97% 
(480) 100% 

(1,081) 99% 
7 0% 
0 

(526) 96% 
0 

(1,595) 72% 
(21,304) 100% 

D 
4,743 100% 

D 
0 
0 

59,435 96% 
(99) 87% 

0 
439 96% 

(4,749) 82% 
D 
0 

18 96% 
D 
0 
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PRICING REPORT- Proiects 
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PRICING REPORT- Projects 
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PRICING REPORT- Projects 
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PRICING REPORT- projects 

LEHMAN BROTHERS 30 


