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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: 

-----* Callable Credit Default Swap- Lehman sold $50 million of credit protection on Rio Tinto. The trade matures in October 2009. The 
premium that Lehman receives on the trade will be the greater of: 1) 105 bps per annum and 2) 105 bps per annum plus the change in the 
spread of the on-the-run iTraxx index. Furthermore, the counterparty can call the trade on specified dates with the first call date in 
October 2008. It is currently difficult to model the iTraxx component of the trade. However, the trade can be range-bounded by 
attributing zero value to the iTraxx component and assuming that Lehman will just be receiving premium of 105 bps per annum. The 
callable credit default swap can be decomposed into two parts: 1) a regular credit default swap that Lehman sold protection to the first call 
date and 2) a short position in a payer Bermudan-style CDS swaption from the first call date to the maturity date. Day 1 P/L has been held 
back. 

-----* Derivative Product Company (DPC) Lite Trade- Similar to a mono line insurer, a triple-A rated DPC is allowed to sell credit protection 
without needing to post collateral. This allows DPC to achieve a very high leverage ratio. In a DPC-lite transaction, the credit derivative 
portfolio is static. Lehman bought $1 billion of credit protection through three bespoke CDO trades with Flatrock, a DPC-lite entity. 
Bank ofNova Scotia entered into similar trades with Flatrock. The protections that Lehman purchased were equivalent to super senior 
tranchcs while the protections that Bank of Nova Scotia purchased were equivalent to senior tranchcs. However, Bank ofNova Scotia 
is also paying a much higher premium of 140 bps per annum compared to Lehman's premium of20 bps per annum. Flatrock will issue 
$40 million of Class A notes and $10 million of Class B notes, ofwhich Lehman will purchase $19.1 million and $2.4 million 
respectively. Noteholders will receive the premiums that Flatrock collects from the bespoke CDO trades less potential credit losses. The 
trade has a Day 1 P/L of$10 million based on the MTM of the notes less present value of the premium that Lehman will be paying on its 
three bepsoke CDO trades with Flatrock. 

-----* Minibond Trade- In a minibond trade, a SPY issues a structured note with an embedded FTD swap. Lehman is the swap counterparty, 
and thus, buys protection on the FTD swap from the SPY. Furthermore, the SPY purchases a CDO note from Lehman with the principal 
proceeds from the structured note issuance. A valuation adjustment is taken for the possibility that the value of the CDO note is 
insufficient to pay Lehman on the FTD swap upon a default in the basket. As credit spreads widened, this risk became more material. As 
such, this valuation adjustment has increased to $85 million as of February. Credit spreads have subsequently tightened. Therefore, this 
valuation adjustment will be reduced from $85 million to $65 million. 

LEH~1AN BROTHERS 3 
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Executive summary 
Valuation adjustments (increased by $16lmm from $3,238mm to $3,398mm, as detailed in section 2) 

Significant changes include: 

__&_ 

----7 Increase of $95mm of counterparty valuation adjustments ($37mm from Securitized Product Americas, $25mm from Muni Americas, $2lmm 
from CDO Europe and $12mm from CDO Americas) is attributable to: 1) increase in MTM on trades with monoline insurers and 2) increase in 
percentage of MTM needed to cover counterparty risk on trades with mono line insurers. 

----7 Increase of $3lmm of spread bid I offer adjustments from CDO Europe is due to widening of bid I offer spreads. 
----7 Increase of $22mm of parameter uncertainty adjustments on recovery rate from CDO Europe is attributable to widening of credit spreads, 

particularly for monoline insurers. 

Price verification projects (further details in section 3) 

In recent months, the Valuation and Control group: 
----7 Initiated price testing of Eagle Energy Partners portfolio 
----7 Initiated price testing of heat rate options and distillates 
----7 Increased FX skew testing coverage from 60% to 90%, submitted a total of 63 currency pairs (as well as local pairs from Europe and Asia) 

to outside pricing service and standardized methodology amongst global centers 
----7 Initiated price testing of CMS spread options and CMS caps I floors 
----7 Initiated price testing of FX cross volatilities 
----7 Initiated output price testing with Totem on: FX FVA, FX barrier options and digital CMS options 
----7 Initiated futures, ishares and FX forward price testing for hedge fund replication business in IRP 
----7 Initiated price testing of inflation swaps and inflation caps 

The group is currently working on the following improvements: 
----7 Increase brokerage coverage 
----7 Enable full re-pricing of cap I floor skew positions with Totem results 
----7 Expand Totem submission on FX exotics, such as baskets 
----7 Establish price testing methodology for BMA swaptions 
----7 Establish Totem submissions & price testing for Bermudan options 
----7 Establish deal review processes for exotic interest rate derivatives, fund derivatives and mortgage derivatives 
----7 Continue to improve testing of mortgage derivatives as well as skew on mortgage options 
----7 Transfer FX skew and energy price testing processes to India 

LEH~1AN BROTHERS 4 
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Executive summary 
I 

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

---+Aggregate significant variance of$1, 174 million on the aggressive side, of which Americas is $1,174 million on the aggressive side (re-marks of -$559 million), 

Europe and Asia have no significant variances. 

---+There are $524 million of aggressive significant variances attributable to Real Estate Americas. Real Estate positions are generally concentrated and/or 
illiquid. PCG is currently in discussions with the desk about taking markdowns prior to quarter-end. 

---+There are $506 million of aggressive significant variances attributable to Securitized Product Americas. These variances are mainly attributable to residual, 

whole loan and prime legacy RMBS positions; the desk has taken markdowns of$200 million, $150 million and S44 million respectively. PCG is comfortable 
with the remaining variances. 

Re-marked 

Levell 0 

Level2 (97,365) 

Level3 (461,387) 

Consolidated Positions 0 

Total (558,753) 

*Definition of pricing levels: 

Significant Pricing Variance - Global FID 
in $'000 

Resolved 

0 

(179,062) 

(102,834) 

(333,288) 

(615,184) 

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

Total 

0 

(276,427) 

(564,221) 

(333,288) 

(1, 173,937) 

Level 2: Inputs other than quoted prices included in Level I 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 prices 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. 

Level3: Unobservable inputs for the asset or liability . 

LEH~1AN BROTHERS 5 
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VALUATION ADJUSTMENTS - Significant changes 
Current Prior 

Region Product Description Type Ylonth Month Change Comment 

Americas IRP Deal Specific Model 56,670 45,834 10,836 Increase is attributable to new trades. 

Americas FX Skew- FX Options Model 12,401 2,357 10,044 Skew adjustments for FX options on the MDJY book were transferred from Asia to the Americas. 

Americas Muni Counterparty Valuation Adjustments Credit 99,390 74,RR6 24,504 Increase is mainly attributable to: I) new counterparty valuation adjustment on trades with Bluepoint and 2) increase 
in percentage of MTM needed to cover counterparty risk on trades with XLCA. 

Americas CDO Counterparty Valuation Adjustments Credit 35,570 23,794 11,776 Increase is mainly attributable to increase in percentage ofMTM needed to cover counterparty risk on trades with 
XLCA and Bluepoint 

Americas Conunodities Counterparty Valuation Adjustments Credit 63,100 45,700 17,400 Increase is due to increase in YITM of uncollateralized trades. 

Americas Securitized Products Counterparty Valuation Adjustments Credit 1,493,450 1,456,747 36,703 Increase is mainly attributable to: 1) increase in MTM on trades with mono line insurers and 2) increase in percentage 
ofMTM needed to cover counterparty risk on trades with mono line insurers. 

Americas Securitized Products Prime -Reps and Warranties Contingent 176,305 187,479 (II, 17 4) Valuation adjustment is reduced as Lehman reimburses ALS for early payment defaults. 
Liabilities 

Europe CDO Bid I Offer- Delta Bid I Offer 137,992 106.747 31,245 Increase is mainly attributable to widening of bid I offer spreads. 

Europe CDO Model Calibration Model 4,955 (15,033) 19,988 Due to market volatility, model value from base correlation model is not reflective of market value. Valuation 
adjustment needed to properly reflect the in1plied conelation skews for CDX aud LCD X. Valuation adjustment was 
increased this month to true-up the value of non-super senior !ranches. 

Europe CDO Counterparty Valuation Adjustments Credit 3R,OOI 16,799 21,202 Increase is mainly attributable to: I) increase in MTM on trades with mono line insurers and 2) increa~e in percentage 
ofMTM needed to cover counterparty risk on trades with mono line insurers. 

Europe CDO P&L Pending Deal Review Valuation 11,601 23,358 (11,757) Decrease is attributable to completion of deal reviews. 

Europe CDO Parameter Um;ertainty Liquidity 108,610 86,793 21,817 Increase in parameter uncertainty adjustment on recovery rate i~ attributable to widening of credit spreads. 
particularly for mono line insurers. 

Asia rx Model Adjustments Model 2,622 15,932 (13,310) Skew adjustments for fX options on the MDJYbook were transferred from Asia to the Americas. 

Subtotal 2,240,667 2,071,393 169,274 

Remaining Valuation Adjustments 1,157,705 1,166,444 (8,739) 

Total Valuation Adjustments 3,398,372 3,237,837 160,535 

LEH~1AN BROTHERS 7 
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VALUATION ADJUSTMENTS- Summary 

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

Liquid Market Prop 7,294 679 6,615 - - -

Interest Rate Products 484,103 210,081 71,473 - 33,718 11,988 

Foreign Exchange 37,061 6,795 18,575 - - -

High Grade Credit 56,973 1,494 45,383 3,448 3,840 1,469 

CDO 598,179 72,457 142,668 145,931 121,729 73,571 

High Yield 52,557 (1 ,800) 48,866 1,000 - -

Real Estate 46 - - - - -

Munis 115,222 1,021 7,597 - - 100,101 

Securitized Products 1,842,725 - 53,051 273,897 742 1,500,308 

Commodities Trading 176,135 23,456 63,178 - 3,001 63,100 

FID Corporate 28,077 524 21,397 - 1,440 -

Total FID Valuation Adjustments 3,398,372 314,707 478,803 424,276 164,470 1,750,537 

LEH~1AN BROTHERS 8 

I 
Early 

Expense Termination Valuation 

- - -

- 110,163 46,680 

- 4,139 7,552 

1,339 - -

24,053 3,991 13,779 

1,507 - 2,984 

46 - -

- - 6,503 

14,727 - -

- - 23,400 

- 4,716 -

41,672 123,009 100,898 
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Contingent Early tn>-l 
?;:~G; America Total Model Bid/OtTer Liabilities Liquidity Credit Expense Termination Valuation 

[/).> 
::C:>-J Liquid Markets Prop 5,282 5,282 
0~ Interest Rate Products 112,677 84,535 12,114 9,540 6,488 t""'tn 
tiz Foreign Exchange 36,529 20,796 13,015 2,718 z...., High Grade Credit 37,719 554 32,293 3,840 898 134 

@G; CDO 78,726 8,562 3,737 9,723 35,570 21,134 

High Yield 40,722 (1,800) 41,522 1,000 
"!0 Munis 115,222 1,021 7,597 100,101 6,503 ze 
ntn Securitized Products 1,812,676 49,336 253,874 1,500,308 9,158 

[/). Commodities Trading 128,000 41,500 63,100 23,400 ...., 
FID Corporate 6,205 6,205 tTJ 

ti 
t:1:i Total America 2,373,758 I 113,668 212,601 264,597 13,380 1,706,465 30,426 2,718 29,903 

--< 
Europe 
Capital Mkts Fund JV 111,752 8,511 5,836 97,405 

Liquid Markets Prop 2,393 1,060 1,333 

Interest Rate Products 208,550 102,409 35,673 17,389 500 12,758 39,821 

F orcign Exchange (2,751) (16,623) 4,899 1,421 7,552 

Commodities Trading 42,297 19,587 19,709 3,001 

High Grade Credit 11,936 8,488 3,448 

High Yield Credit 6,780 5,621 1,159 

CDO 516,366 63,895 138,889 136,208 121,729 38,001 3,991 13,653 

Securitized Products 24,480 3,715 20,023 742 

FID Corporate 17,055 524 11,815 4,716 

Total Europe 938,858 179,363 235,978 159,679 142,861 38,501 - 120,291 62,185 

Asia 
Liquid Markets Prop (381) (381) 

Interest Rate Products 51,124 14,626 17,850 6,789 5,000 6,859 

High Grade Credit 7,318 940 4,602 571 1,205 

CDO 3,087 42 2,919 126 

Foreign Exchange 3,283 2,622 661 

r High Yield Credit 5,055 1,723 1,507 1,825 

m Real Estate 46 46 
m Securitized Products 5,569 5,569 >< Commodities Trading 5,838 3,869 1,969 I 

::E FID Corporate 4,817 3,377 1,440 

G) 
:s: Total Asia 85,756 I 21,676 30,224 - 8,229 5,571 11,246 - 8,810 

(,.) 
....... Global Total 3,398,372 314,707 478,803 424,276 164,470 1,750,537 41,672 123,009 100,898 
0 
0 
en 
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VALUATION ADJUSTMENTS- Americas 
Contingent 

America- Valuation Adjs Total Model Bid/Offer Lia hilities Liquidity Credit 

LIQUID MARKETS PROP 5 282 0 5 282 0 0 0 
Sid!Qffcl' .Adjl.liltrn¢t1t 

•••••••••••••••••••••••••••••••••••••••••••••••••••••• 

4,708 4,708 

FX Prop Bid/Offer Adjustment 574 574 

FID DERIVATIVES 112 677 84 535 12 114 0 9 540 6 488 
Liquidity Adjustment 9,540 9,540 

Qf!fiOil Model A.dj1.1stil1ent 27,865 27,865 

CVA 6,488 6,488 

Spl't::<td Bid/Offer 6,193 6,193 

Volatility Bid/Offer 5,921 5,921 

DeaiSpecific ... 56,670 56,670 

FOREIGN EXCHANGE 36 529 20 796 13 015 0 0 0 
Bid/Offer 13,015 13,015 

F'XD~l Spt:<::Wc - Mod¢1 
••• 

6,790 6,790 

FX Deal Specific- Early Termination Adjustment 2,718 

IS:I<e~ ·' ::; ... ::.:: 1,605 1,605 ·~~.<~ ... 
Skew - FX Options 12,401 12,401 

HIGH GRADE CREDIT 37 719 554 32 293 0 3 840 898 
Bid/Offer Credit US 23,216 23,216 

Ct¢dit A4il.lilt1'll¢nt •-• Etll'(}t1 898 898 

Bid Offer Latin 2,158 2,158 

Other .Adjustnmnts - :Latin 8,978 554 6,919 1,505 

Deal Specific Adjustments -Latin 2,469 2,335 

CDOs 78,726 8,562 3,737 9,723 0 35,570 

.... ...... ... .... ...... ... 21,134 
X ~ .... 

Contingent Liability 9,723 9,723 

.... ••• • ; ffitV1'lh,iitlf\fj • ' ... •"' > 

. ' , ................. - ..... 
••• 

35,570 35,570 

Volatility Adjustment 171 171 

IBid ••• 3,566 3,566 

Model Adjustment 8,562 8,562 

LEH~1AN BROTHERS 10 

Early 
Valuat!n Expense Termination 

0 0 0 

0 0 0 

0 2 718 0 

2,718 

134 0 0 

134 

21,134 0 0 

21,134 
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VALUATION ADJUSTMENTS- Americas 
America- Valuation Adjs I Total I Model 

Contingent I I 
I Bid/Offer I Liabilities Liquidity Credit I 

HIGH YIELD 40 722 
Tax Indemnity Adjustment ANC (Fid Corp Loans) 1.000 

9,193 9,193 

32,329 32.329 

(1,800) (1,800) 

115 222 1021 7 597 0 0 100.101 
696 696 

99,390 99,390 

5.526 I 
Derivatives Bid/Offer 7.597 7,597 

Libor Discounting I MMD Rate Lock valuation 325 325 

DSRI' Ptit V<Jllliltiori AdjustinC:iit 977 

Cornell DSRI' Credit Reserve 711 711 

SEURITIZED PRODUCTS 1lH2 676 0 49 336 253 874 0 1 500 308 
SCOR- Counterparty Credit Adjustment (trigger 2.500 2,500 I event) 
CAT --l:.kaz@ll)cal AdJUsttricll.t (trigger event) 2.402 I 2,402 

PFG - Contingent Liabilities/Referral Fees 2,123 2,123 

ABS; Bidl0ffcrA<:lj>o1~trooi"It 34,218 34,218 

AHS - Counterparty Credit Adjustment 1,493,450 I I 1,493,450 

Non Pdtncc•Hoinc Exptcss•(MGICinsutancc) 17,042 17,042 

Non Pritne- Reps and Warranties 28,003 28,003 

Non Ptiinc"•FHAJVAtccoi.ii'Sc risk 11,864 11,864 

Non Prhne - Deal expenses/Due diligence 2,181 

I I I Prime c Deal expenses/Due diligence 6,856 

Other - Deal expenses/Due diligence 121 

Non Rcsi " ~BA ~crvJc~u.g J;;ia()mtic$ 6.862 6,862 

Luan loss adjushncnt 350 350 

Agency Rcmics/S ttips c• Non cconottlie residuals L942 1,942 

Non Prime - Bid I Offer Adjustment 8,384 8,384 

Ptitnc '-'Bid l ()fTC:r Adjl!stmt::iH 6,734 6,734 

Pritnc - Reps and W nrrantics 176.305 

I 
176,305 

Mandato.ryAuctionAdjustmcnt 6,981 6,981 

IPFR Credit Adjustment 4,358 I I 4,358 

128 000 0 41 500 I Ol o I 63.100 I 
41.500 41,500 

23.400 I I I I 
6:>,100 6:1,100 

FID CORPORATE I Ol o I Ol 

I 264,597 I 13,380 I 1,706.465 I 

LEH~1AN BROTHERS 11 

Expense 
I Early I ~ 

Termination Valua!__n 

0 0 

0 6.503 

I I 5,526 

977 

9158 0 0 

2,181 

6,856 

121 

Ol Ol 23.400 

I I 23,400 

Ol Ol 0 

30,426 1 2,718 I 29,903 
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VALUATION ADJUSTMENTS- Europe 
Europe- Valuation Adjs 

FID DERIVATIVES 
Bid-offer : Correlation 
Bidcofler •: Delta 

1n 

Counterparty.Credit 
F\l.tl<li•:tg <:::<?:>~ 
Vlodel : Approxin'lation 
:vrodei : Barrier shift 
Model : Calibration 
Model :Fit 
Model : Skevv 
:vrodet•; Unapproved riiodet 
Paran:teter Uncertainty 
Deru• specific c To be re-categoi'ised (GoV't) 
Bid-offer: Delta (Gov't) 

CO~'IMODITIES TRADI:"'G 
Param.eter Uncertainty 
Bid-'offer.:corretatiori 
Bid-otter : Delta 
Bid"offer •: Vega 
:'vfodel : SkeW" 
:'vfodeL Uttaiit'Woved lii,odeL 

CAPITAL MARKETS FUND DERIVATIVES JV 

Bid-offer: Vega 
Co!::l:trn.<::tnral Early T<:::rmittatiPI:1: v al:tmho1:1: Adjimtmem 

:'vfodcl : SkeW" 

CDO 
Bidcoffer.; Delta 
Bid-offer: Vega 

conthlgf2nt: :D¢:aJ 
Contingent Liability 

<:::9~11l("J:'pf<J:'ty Yal''"tii:>ll. A<li~>s;t(l.l".tl~ 
Funding Cost 

~o'-Jel •: Approxinuttion 
Contractural Early Tern'l.ination Valuation Adjustn'l..ent 

:'vfodeH Cahbl'ation 
Model: Fit 

:vroda : Skew 
Non-Contractural Early Tem'l..ination Valuation 
Adjustn'lent 
l?:ara:iti.ete:r: :Unce:r:tairtty 
P&T, pending deal review 

Liq.tJtditY : • CPnC~ntt'MiPn 

LEH~1AN BROTHERS 

Total 

208,550 
28,197 

5,255 

1,932 

12,75X 

500 

39,596 

2.660 

11,602 

2.094 

33.488 

39~641 

12,924 

17,389 

225 

289 

42,297 
3,001 

3.774 
14,676 

1.259 
3.706 

15,881 

111,752 
5,836 

97,405 

8.511 

516,366 
1::l7.992 

897 

22,063 

114,145 

38.001 

2,052 

29,233 

642 

4.955 

28,856 

851 

3,349 

108,610 

11,601 

13,119 

Contingent 
Model I Bid/OtTer I Liabilities Liquidity 

I 
102,409 I 35,673 1 0 17,389 

28.197 

5,255 

1,932 

2.660 

11,602 

2.094 

33,488 

39~641 

12,924 

17,389 

'"·'"
7

1 '""I .I , .... 1 19,709 
3,001 

3,774 

14,676 

1,259 

3.706 

15,881 

I 
8,511 5,836 0 0 

5,836 

8,511 

63,895 138,889 136,208 121,729 
l::l7,992 

897 
I 

22,063 

114,145 . . 
29,2331 I I I 

4.955 

28,856 

851 
I I I 

108,610 

13,119 

12 

Early 
Valua.ln Credit E"]t._-pense Termination 

500 0 12,758 39,821 

12,75X 

500 

I 39,596 

.I .I .I 
225 

0 

I 
0 0 97,4051 0 

97.405 

I 
38,001 0 3,991 I 13,653 

38.001 

I I 
I 2~052 

642 

3,349 

I 11.601 
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VALUATION ADJUSTMENTS- Europe 
Contingent 

Europe- Valuation Adjs Total Model Bid/Offer Liabilities Liquidity 

HIGH GRADE CREDIT 11,936 0 8,488 3,448 0 
Bid-offer : Delta 8,488 8,488 

Cotttingent Liability 3,448 I 3,448 

HIGH YIELD CREDIT 6,780 0 5,621 0 

Bid-offer : Delta 2,389 2,389 

Dci'i.I • Spccifi¢ -1'9 be tc-<::a.tc!S()ii~cd 418 I I I 
Bid-offer: Delta (FID Corp Loans) 1,412 1,412 

Bid-offer.:Delta(High Yield REMRA) 1,820 1,820 

Deal Specific - To be re-categorised (High Yield 741 I I I 
EEJ\1EA) 

LIQUID MARKETS PROP 2,393 1,060 1,333 I o I Ol 
Bid-offer : Delta 1,3:n 1,333 

Model: Skew 1,060 1,060 

FX (2, 751) (16,623) 4,899 1 o I Ol 
Bid-Offer: Delta 365 365 

Bid-otTer: Vega 4,534 4,534 

Model: Skew ( 16,623) (16,623) 

Non-Contractural Early Termination Valuation 1,421 I I I I 
Adjustment 
Dea1•Specific -To bete-ca.tegofised(FXRRl\ifEA) I 7,552 I I I I I 

SEURITIZED PRODUCTS 24,480 0 3,715 20,023 I 742 I 
Contingent Liability 20,023 20,023 

Bid-offer : Delta 3,715 3,715 

Parameter Uncertainty 742 I I 742 

FID Corporate 17,055 524 11,815 I o I Ol 
Bid-offer 11,815 11,815 

Conttactt:tral F;arly 'fetffiinatiott v a.luation AdJustment 4,716 I I I 

Model: Skew I 524 I 524 

I FID EUROPE TOTAL VALUATION ADJs I 938,858 I 179,363 I 235,978 I 159,679 I 142,861 I 

LEH~1AN BROTHERS 13 

Early 

Credit Expense Termination 

0 o I Ol 0 

0 1,159 

I I I 418 

I I I 741 

o I o I Ol 0 

o I o I 1,421 1 7,552 

I I 1,421 

I I I 7,552 

o I o I Ol 0 

o I o I 4,716 I 0 

I I 4,716 

38,501 I o I 12o,291 1 62,185 
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VALUATION ADJUSTMENTS- Asia 
Asia- Valuation Adjs Total Model I Bid/Offer 

Contingent I 
I Liabilities Liquidity I 

LIQUID MARKETS PROP (381\ (381 \I 01 01 o I 
Model (381) (381) 

FID DERIVATIVES 51,124 14 626 17,850 0 6,789 
Bid/Offer 17,850 17,850 

l\1Qdel AdjustJ;n~nt 14,626 14,626 ... 
Liquidity Adjustm~nt 6,789 6,789 

CrcditAd.1Ustll1cnt 
••• 

5,000 

CMT Proxy Marking Adjustment 4,282 

Exotics Price T ~sting A9Nstll1ent 2,577 

HIGH GRADE CREDIT 7,318 940 4,602 0 0 
Documentation adjustments 688 

Bid/Offer 4,601 4,601 

Corr and Vol- CMDS 940 940 

EarlY termination• A.ctJt!Stfuent ••• 0 

Adjustment against claim for Enron 400 

Deal. Specific... • • • 689 1 

CDO 3,087 0 42 0 0 
Belle l-favell II PPN $().3J1'l equity •• • •• • •• • 126 

tranche 
Documentation and legal fee I 2,9191 I I I I 
adjustments 
Bid/Offer Adj1lstm¢nts 42 I I 42 

FX 2 622 661 I 01 o I 
Bid I Offer Adjustment 661 661 

1\1\!dd Adjlistment 2,622 2,622 

LEH~1AN BROTHERS 14 

Credit I Expense 
I Early I 1 

Termination Valuation 

01 o I 01 0 

5,000 0 0 6,859 

5,000 

4,282 

2,577 

571 1,205 0 0 
688 

I I 0 

400 
171 517 

0 2,919 0 126 
126 

I 2,919 

01 o I 01 0 
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VALUATION ADJUSTMENTS- Asia 

Lontingcnt 

Asia- Valuation Adjs Total Model Bid/Offer Liabilities Liquidity 

HIGH YIELD 5,055 0 1,723 0 0 
Expense Adjustments 1,507 

Bi4/Qffer AdjliSP1lellt ••• 1,723 1,723 

Deal Specific Adjustment 1,825 

REAL ESTATE 46 0 0 0 0 
Expense Adjusttnent •••••••••••••••••••••••••••••••••••••• 46 

SECURITIZED PRODUCTS 5,569 0 0 0 0 
Expense Adjustment 3,440 

AdjustJl1entfor ReceivableofqTFS's Buyer ••• 2,129 

and Legal Expenses 

Commodities Tradin 5 838 3 869 1969 0 0 
Bid I Offer Adjustment 1,969 1,969 

Mode!Adjustiilent 3,869 3,869 

FlD CORP 0 3 377 0 1440 
41 41 

1,440 I I 1,440 

3,336 3,336 

FID ASIA TOTAL VALUATION ADJs I 85,7561 21,6761 30,2241 o I 8,2291 

LEH~1AN BROTHERS 15 

I 
tarly 

Credit Expense Termination Valuation 

0 1,507 0 1,825 
1,507 

1,825 

0 46 0 0 
46 

I I 
0 5 5691 ol 0 

3.440 
2,129 

0 0 0 

0 0 0 

s,snl 11,2461 o I 8,810 
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VALUATION ADJUSTMENTS- Monthly changes 

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

I I 
I I 
I I 
I I 
I I 
I I 

Liquid Market Prop (463) (173)! ( 671 )! - 381 - - -
I I 
I I 
I I 
I I 

Interest Rate Products (1,734) 4,957: (4,798): - 1,033 (566) - (1,778) 
I 
I 
I 
I 

Foreign Exchange (5,720) (5,855): 173 - - - - 566 

High Grade Credit 1,750 12 720 (129) 
I 

1,199 124 (176) -
I 

I I 
I I 
I I 

CDO 93,410 15,691 31,785 (65): 21,824 32,978 I 
2,451 : 64 

I 
I 
I 

High Yield 
I 

(6,200) (1,800) (3,068) - - - (82): -
I I 
I I 
I I 
I I 

Real Estate (17) I (17): - - I - - - -
I I 
I I 
I I 
I I 

Munis 
I I 

19,960 71 (1,072); - - 24,504 - I -I 
I I 
I I 
I I 
I I 

Securitized Products 34,585 - (1,114): 2,559 12 34,176 (1,048): -

Commodities Trading 24,752 4,521 5,614 - (2,483) 17,400 - -

FID Corporate 212 - 246 - - - - (34) 
I 
I 
I 

Total FID Adjustments 
I 

160,535 17,424 27,815 i 2,365 21,966 108,616 i 1,128 (1,182): 

LEH~1AN BROTHERS 16 

i!ll 

Valuation 

-

(582) 

(604) 

-

(11,318) 

(1,250) 

-

(3,543) 

-

(300) 

-

(17,597) 
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VALUATION ADJUSTMENTS Monthly changes t:l:iZ -?;:1>-l 

0 ....... ....,> 
::c:t""' 

Contingent Early tn>-l 
?;:~G; America Total ~lodel Bid/Offer Liabilities Liquidity Credit Expense Termination Valuation 
[/).> Liquid Markets Prop (671) (671) 
::C:>-J Interest Rate Products 9,725 10,864 (1,193) 620 (566) 
0~ Foreign Exchange 12,272 10,478 1,147 647 t""'tn 
tiz High Grade Credit 1,065 12 (112) 1,199 (34) z...., CDO 9,494 (2,136) (143) 11,776 (3) 

@G; High Yield Credit (4,315) (1,800) (2,515) 

"!0 Murris 19,960 71 (I ,072) 24,504 (3,543) 

ze Securitized Products 33,595 (2,023) 2,417 34,176 (975) 

ntn Commodities Trading 24,200 ( 1, 700) 8,800 17,400 (300) 
[/). FID Corporate ...., 
tTJ 
ti Total America 1os,32s 1 15,789 2,218 2,417 1,819 87,256 (978) 647 (3,843) 
t:1:i 
--< Europe 

Capital Mkts Fund JV 3,312 107 1,897 1,308 

Liquid Markets Prop 208 208 

Interest Rate Products (18,431) (7,623) (7,448) 228 (3,086) (502) 

Foreign Exchange (3,708) (3,023) (81) (604) 

Commodities Trading (2,902) 3,720 (4,139) (2,483) 

High Grade Credit (304) (175) (129) 

High Yield Credit (1,660) (457) (1,203) 

CDO Rl,462 17,R27 31 ,92R (65) 2l,R24 21,202 64 (I I ,31 R) 

Securitized Products 1,063 909 142 12 

FID Corporate 212 246 (34) 

Total Europe 59,252 11,216 22,761 (52) 19,581 21,202 - (1,829) (13,627) 

Asia 

Liquid Markets Prop (381) 381 

Interest Rate Products 3,660 1,609 1,946 185 (80) 

High Grade Credit 989 1,007 158 (176) 

CDO 2,454 2,454 

Foreign Exchange (14,284) ( 13,310) (974) 

r High Yield Credit (225) (96) (82) (47) 

m Real Estate (17) (17) 
m Securitized Products (73) (73) 

>< Commodities Trading 3,454 2,501 953 
I 

::E Fl D Corporate 

G) 
:s: Total Asia (4,042)1 (9,581) 2,836 - 566 158 2,106 - (127) 

(,.) 
....... Global Total 160,535 17,424 27,815 2,365 21,966 108,616 1,128 (1,182) (17,597) 
0 
0 
C» 
1\.) LEH~1AN BROTHERS 17 
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PRICING REPORT- Explanation of significant variances 

IRP -Governments Egypt Government Bonds 2 MV 682.829 (15.643) (15.643) PCG is in discussion with desk regarding this variance. Actual variance is 2.3%. 

IRP -Governments Agenctes- Subordinated Debt 2 MV 180.558 (42.359) (42.359) Some of the positions have been sold: the others were remarked. 

Commodities Power Delta - ERCOT 2 PV01 NIA (21.981) (21.981) Remarked. 

HighGmde STAPLES BRIDGE 04-01-08-REVOL V 2 MV 764.302 (2,264) (2,264) Variance is due to size of position held. Actual variance is 0.3%. 

High Grade CLP IIOLDINGS LLC ( li2i08)/TIRM 2 MV 210.906 1.594 1,594 Variance is due to size of position held. Actual variance is 0.8%. 

High Grade ALCOA INC. (li3li08tiREVOLVER 2 MV 497.500 910 910 Variance is due to size of position held. Actual variance is 0.2%. 

High Grade V.1IITE MOUNTAINS (6/19/07)/5-YR 2 MV 28,031 639 639 Variance is due to size of position held. Actual variance is 2.3%. 

High Grade LEHMA\1 BROTHERS HOLDINGS INC 2 MV 34,084 (522) (522) Remarked. 

High Grade Pflv!EX PROJ FDG MASTfR TR 2 MV 39,609 (512) (512) Variance is rlue to size of position held. Actual variance is 1.3%. 

High Grade TRANSOCEAN 2 YR TER.\1 LOAN 2 MV 54.533 504 504 Variance is due to size of position held. Actual variance is 0.9%. 

High Grade MA. \1 GROUP FINANCE BRIDGE 2 MV 49,500 500 500 Variance is due to size of position held. Actual variance is 1.0%. 

High Grade s 2 PVOl 617 (2,200) (2,200) Re-tested in July and variance was within threshold. 

HighGmde CIT 2 PVOl 258 (1,433) (1,433) PCG substantiated desk mark with trading activities. 

High Grade SF! 2 PVOl 192 (1,178) (1,178) reo substantiated desk mark with trading activities. 

High Grade PHM 2 PVOl 337 (1,114) (1,114) Pulte Homes is a volatile name. Desk marked within 2 standard deviations away from Totem 
mean. 

High Grade LEN 2 PVOl 322 (947) (947) lennar is a volatile name trading at wide spreads. Desk mark~d within 1.5 standard deviations 
away from Totem mean. 

High Grade l 2 PVOl 248 (909) (909) Desk mark is within bid! offer spreads 

High Grade CTR 2 PVOI 511 (S59) (R\9) lmmtl)'wide is a volatile name. Desk marked approximately I standard deviation away from 
Totem mean. 

High Grade CDX_IG_0613 2 PV01 3.731 (1.6g3) (1.6B3) Variance is due to size of position held. Actual variance is 0.5 bp. 

High Grade CDX IG 0612 2 PVOl 2,316 1.354 1,354 Variance is due to size of position held. Actual variance is 0.6 bp. 

High Grade CDX IG 0611 2 PVOl 1,232 1.022 1,022 Variance is due to size of position held. Actual variance is 0.8 bp. 

LEH~1AN BROTHERS 19 



t""'('l 

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

~> 
>-lt""" 
:::r:...., 

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

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

0 
~ 

r 
m 
m 
>< 

~ 
:s: 
(,.) 
....... 
0 
0 
C» 
0'1 

PRICING REPORT- Explanation of significant variances 
r~~m"~t iln!T?"'~,;f i i >•••••••••••••••• >•••••• >M~m· 

1 •••••• ,, •••••••••••••••• ~~~~~%AF~M%i Ieee•:? ic •••••••• •••••••••••• •·•·•·•·•••>c>c••••••• 
••L<• ••< >• ••••••••••••••••••• i7ec'W~~g~w mm'!l}mm i ii >• •• ii 

High Yield HD SUPPlY (8130/07)/USD REVOl V 2 MV 76.200 (1.305) (1.305) Variance is due to size vfposition held. Actual variance is 1.7%. 

High Yield HD SUPPlY (8130/07)/USD REVOl V 2 MV 71,438 (1.223) (1.223) Variance is due to size vfposition held. Actual variance is 1.7%. 

High Yield HD SUPPlY (8130107)/USD REVOl V 2 MV 49.772 (852) (852) Variance is due to size of position held . .ktual variance is 1.7%. 

High Yield HD SUPPlY (8130107)1CAD REVOLV 2 MV 39.763 (681) (681) Variance is due to size ufposition held. Actual variance is 1.7%. 

High Yield US INVESTIGATION SERVICES 2 MV 50,895 1.202 1,202 Variance is due to size ufposition held. Actual variance is 2.4%. 

High Yield FIRST DATA CORP (9124107-CS) 2 MV 202.942 1.153 1.153 Variance is due to size of position held. Actual variance is 0.6%. 

High Yield TRIBUNE COMPANY (6104107) 8 Bl 2 MV 96,958 (1.116) (1.116) Variance is due to size of position held. htual variance is 1.2%. 

High Yield METAVANTE CORP. 2 MV 27,600 946 946 Variance is due to size ufposition held. Actual variance is 3.4%. 

High Yield INTERGEN NV $1.5BN 07-31-07 2 MV 26,121 845 845 Variance is due to size of position held. AchJal variance is 3.2%. 

High Yield lKQ CORPORATION 10112/07/USD 2 MV 14,325 (712) (712) Remarked. 

High Yield HTN 2 PVOI Rl (7,613) (7,613) Illiquid name \Vith recurring monthly variance. Traderprm-ided support tt1 suhstantiate ito;; 

mark by referencing to Rivcrdccp first lien loan CDS (HTN was recently acquired by 
Riverdecp) since HT\1 bonds (deliverable for HTN CDS) arc pari-passu with Riverdeep fnst 
lien loans. 

High Yield PRM 2 PV01 73 (7.224) (7.224) External data is unreliable. PCG will follow-up. 

High Yield SBGI 2 PV01 69 (3.394) (3.394) PCG is in discussion with desk regarding this variance 

High Yield THC 2 PV01 225 (2.726) (2.726) PCG is currently developing new tolerance thresholds. Variance is within proposed tolerance 
tbrcsolds. 

High Yield MGYl 2 PV01 281 (2.709) (2.709) PCG is currently developing new tolerance thresholds. Variance is within proposed tolerance 
tbrcsolds. 

High Yield KBH 2 PV01 91 (2.708) (2.708) PCG is currently developing new tolerance thresholds. Variance is within proposed tolerance 
tbrcsolds. 

High Yield HCA 2 PV01 410 (2.412) (2.412) Desk mark is within biU/offcY spread. 

High Yield NCX 2 PV01 171 (2.323) (2.323) Remarkcil. 

High Yield CDX HY 100 0610 X5 2 PV01 332 (5.315) (5.315) Re-tested in July and v<ITiancc was within threshold. - - - -

High Yield CDX HY 100 S9 1210 X1 2 PV01 556 (3.488) (3.488) PCG sabstanlialcd desk mark with trading activities. - - - - -

LEH~1AN BROTHERS 20 
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PRICING REPORT- Explanation of significant variances 
~~~~m'~t ) ilf?!T?"'~';f i ) ) ................ >•••••• >M~m· 1••••••''•••••·•••·•·•·•· ~~~~~WAF~M%> Ieee•:? ic •••••••• •••••••••••• •·•·•·•·•••>c>c••••••• 

••L<• ••< >• ••••••••••••••••••• i7ec'~~~g~w mm'!l~mm i ii >• •• ii 
Bank loans GENERAL ELECT CAPITAL CORP 2 MV 612.500 (6.404) (6.404) Variance is due to size vfposition held. Actual variance is 1.0%. 

Bank loans OZ IJANAGEMENT 7/2107 ITERM LOA\1 2 MV 201.875 (3,657) (3,657) Variance is due to size of position held. htual variance is 1.8%. 

Bank loans GMAC LLC [6-4-08]1SENIOR SECUR 2 MV 394.529 3.282 3,282 Variance is due to size ufposition held. Actual variance is 0.8%. 

Bank loans GECC 5YR 5114107 -LCPIA 2 MV 162.825 (2,919) (2,919) Variance is due to size of position held. Actual variance is 1.8%. 

Bank loans GENERAL ELECT CAPITAL CORP 2 MV 245.000 (2,562) (2,562) Variance is due to size ufposition held. Actual variance is 1.0%. 

Rank Loans MA\1 GROIIP FINANCF Rt (6115/07) 2 MV 71,250 2.024 2,024 Variance is rl11c to size of position held. Actual variance is 2.8%. 

Bank Loans GENWORTH FINA\ICIALINC A&R SYR 2 MV 66,850 (1,921) (1,921) Variance is due to size of position held. Achwl variance is 2.9%. 

Rank Loans RF~T RliY CO (9119107)/SYR Mlll.T 2 MV 173.250 1.913 1,913 Variance is due to siL~e t1fposition held. Actual variance is 1.1 %. 

Rank Loans FPCO:TERM LOAN A-1 FliRO 2 MV 60.421 (1.783) (1.7R3) Variance is due to size of position held. Actual variance is 3.0%. 

Bank Loans SLM CORP 5YR2BN 10120105 2 MV 91.000 (1.8771 (1.877) Variance is due to size of position held. Achtal variance is 2.1 %. 

Bank Loans TXU ENERGY (10110:07) CITVREV 2 MV 272.311 (1.751) (1.751) Variance is due to size of position held. Actual variance is 0.6%. 

CDO CARLYLE LOAN INVESTMENT LI'D 2 MV 74.420 (677) (677) Variance is due to size of position held. Achtal variance is 0.9%. 

CDO NEWS AMERICA HOLDINGS-CORP 2 MV 38.923 669 669 Variance is due to size of position held. Actual variance is 1.7%. 

Emerging Market VENZ 2 PVOl 823 (774) (774) Desk mark is within bid I offer spread. 

Emerging Market ARGENT 2 PVOI 610 (583) (583) External price may be unreliable. PCG performed alternative procedure and was comfortable 
with desk mark. 

Muni-Cash NORTHERN CALIF GAS AUTH \10 1 2 MV 67.374 (3,855) (3,855) There were no prior trades in May or June. This is an illiquidfRN position. Actual variance is 
5.7%. 

Muni-Cash MICHIGAN ST UN IV REVS GEN-SER 2 MV 7_400 627 627 This is an illiquid FRN position and desk has marked conservatively to external price. 

Muni-Cash MASSACHUSETTS ST G/0 SERA CON 2 MV 20,000 804 804 This is an illiquid FRN position and desk has marked conservatively to external price. 

Muni-Cash ALLEGHENY CNTY PA HOSP DEY AUT 2 MV 7.200 1.113 1,113 This is an illiquid FRN position and desk has marked conservatively to external price. 

Muni-Cash ALLEGHENY CNTY PA HOSP DEV AUT 2 MV 7_200 1.113 1,113 This is an illiquid FRN position and desk has marked conservatively to external price. 

Muni-Cash ALLIANCE ARPT AUTH INC TEX SPL 2 MV 14,500 (1.581) (1.581) Remarked. 
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PRICING REPORT- Explanation of significant variances 
:::\\LC: 

1m:ms:~s ::::::::::::::::::::::::::::::::::: :::::::::1~:::~:~~:7:-:: 
Muni- Ca~h IILLSUOROUGII CNTY rLA AVIATION 

IMuni- Cash CHICACiliLL G/0 BRD ED-SCH RH 

I 
1Mnni-C1sh MINNEAPOLIS ST PAUL MINN HSG(AMT) I 

Muni- C<Jsh MICHIGAN TOB SETTLEMENT Fl\1 AU I 

Muni- Ca~h GARDLN ST PRLSLRVATION TR N J I 

Muni- Cash PUERTci"RICOCOMWLTH INFRASTRUC I 

Muni- Cash Harris County Health F<Jcilities Dev. Corp. St Lukes I 

Securitized Product 

Secunttzed Product 

Securitized Product 

Securitized Product 

Securitized Product 

Securitized Product 

Securitized Product 

Securitized Product 

Secu1itized Prmluct 

Securitized Product 

I Securitized Product 

Securitized Product 

!Securitized Product 

Recomtituted N!Ms 

RestduLlls 

~ 

PRIME- Leg<Jcy RMBS Positions 

PRIME- Lcgucy RMBS Positions 

\Vhole Loans 

CEAGO 2007-IA AI CEAGOABD CDO 

ICEAGO 2007-IA A2 CEAGOABD CDO 

ICEAGO 2007-IA B CrAGO ABD CDO 

C CEAGO A HO COO 

ICEAGO 2007-IA D CEAGO ABD CDO 

IBALLYROCKABS CDO LTD fR" 2047 
(Closs C) 

IBALLYROCKABS CDO LTD m-, 2047 
(Cl<.~ss D) 

LEH~1AN BROTHERS 

T 
I 
I 

I 

.:.:.:.:.::.:.: 
MV 1.339 

2 

I 
MV I 1.943 

2 I MV 40_011 

2 I MV RAM 

2 I MV 45.344 

2 I MV 24.600 

2 I MV 12.476 

3 

T 
MV 64.676 

3 I MV Y44.Y71 

3 I MV 62,041 

2 I MV 404.047 

3 I MV 220.523 

3 I MV ei0.063 

3 I MV X37.3X5 

MV 76_167 

MV 20.773 

MV IU76 

3 MV 2.473 

MV 21.500 

3 MV 19.053 

-- 17''7~77'7 
(857) 

(7e5) 

502 

645 

712 

1.295 

1354 

5.235 

(2Y3.542J 

480 

(27.886) 

(15.845) 

(152.0001 

(26.X42) 

404 

823 

2.L'i5 

616 

(743) 

1.646 

22 

~ 

,., .• ,". <:k)' 

(2Y3.542) 

127.886) 

05.845) 

(152.000) 

~ 

(8571 

(765) 

502 

645 

712 

1.295 

1354 

I
Dclt<J Airline bonds. The $5mm notion<Jl Hillsborough County position is pmi ofthc total 

outstandmg of~?lmm bonds related to a m1intemmce bcility which the le<Jse hm; <Jlready been 
rejected by the courts. This is <1 work-out situ<.~tion <Jnd the desk h<Js m<.~rked the position to 25 

but will re-value when further inform<Jtion becomes uvuil<lble. PCG <Jgrees with desk valuution. 

has been sold. 

I 
Hnnds are priced tn aver:1ge I ife and If)(: is pricing tn m:1tmity, and thm, ignoring the q11icker 

p1epaymeut ofthi~ ~hudUJe. Dc;k alw di~agree~ w1th !DC'~ valmrtiom 011 ~imil<JI bond~. T11e 

de~k is in di~cussion wtth lDC to expl<Jin how these bonds should be v<Jlued. 

IPCG substanti<Jted desk mmk with tr<Jding <Jctivity. 

Variance i~ dueto ~ize ofpo~ition held. Actual v<.~ri<Jnce i~ 1.6%. 

I
Th~re bus been no recenttruding activity. PCG is comfortable with conservative mark since 

pos1tion is i!liq11id 

I 
External pricing service prices these bonds to maturity. Front office murks tu the par cull dute. 

Front uffice pricing methodology is consistent with "price to worst" convention practiced in the 

market. 

5.235 I Desk prices fall wtthin PCG's stressed base case assuuipilons. 

!Desk hus taken $200 mtllton of markdowns. 

480 !Desk prices fdll wtthin PCG's stressed base case ussumpttons. 

(26.<42) 

404 

823 

2.155 

616 

(743) 

1.046 

!Remarked 

!Remarked. 

I Desk bus taken $150 million of markdowns. 

l
ABS COO m1rket has been extremely illiquid und volatile. PCG denved price based on value 

of underlying securities. Position was hedged by purchasing CDS protection from XL Capital. 

Positive vuriunce ~rom the CDS bus been netted with negative vari:mce from cash position to 

generate net neguttve vuriunce balance. Actual variance ts 3.2%. 

l
ABS COO market has been extremely illiquid und volatile. PCG price is bused on 10 vulue. 

Calculation i~ very sensitive to assumption on 10 tenor (i.e. timing of def:1ults). Desk mark 

uppeurs reusonuble. 

ABS CDO m<.~rkd lws beeu extremdy illiquid <Jud vul<Jtile. PCG piiLe is ba~ed on 10 v<Jlue. 

Culculutton is very sensitive to assumption on 10 tenor (i.e .. timing of def:Jults). Desk murk 

appears re<Jsonable. 

l
ARS COO market has heen extremely illiquid ;md volatile. PCG price is hased on 10 value 

Calculation is ve1y seusitive to a~sumptiou 011 10 tenm (i.e. timing of def;mlts). Desk mark 

appears re<lsonable. 

l
ABS CDO market has been extremely illiquid <lnd volatile. PCG price is based on 10 vulue. 

Calculation is very semitivet(l ass11mption on 10 tenor (i.e timing of defaults). Desk mark 

~~~y~~~~re<JSOIJable. 

l
ABS CDO m:1rket has been extremely illiquid <Jnd volatile. PCG price is based on 10 v<Jlue. 

Calculatton is very.sensitiveto assumption on 10 tenor (i.e. timing of defaults). Desk mark 

appears re;Jsonahle 

ABS COO m1rket has been extremely illiquid and volatile. PCG price is based on 10 value. 

Calculation i~ very sensitive to assumption on 10 tenor (i.e. timing of def:1ults). Desk mark 

appears re<lsonable . 
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PRICING REPORT- Explanation of significant variances 

.... J~F' } <>················)}} 
•••• #~~~~ I j~:~~ L•••••::> 

··················· \)!\"%'~~~~ } < < } ................ / < W'!l~ < <I·•·•·•· ··~······ •·••·•·•·n't>> ········ ···••77.C••······· r·•·•·••· •••••••• ••••••••••• I<?W •••••••• 
Real Estate \.yon Portfolio 2 MV 1UI46 (5.~9R) (5,898) Multifamily assets inC A. Current spread appears appropriate forthis type of property & 

leverage. Debt service coverage ratio (DSCR) is approximately 1.10. ln discussion with desk 
for a potential markdown. 

Real Estate 25 Broad 2 MV 349.914 (26J58) (26,158) Refinancing of a condo conversion project located at 25 Broad Street in~ YC. In the process 
of selling the condo unit~. Approx. $3.7mmmarkdmvn taken in Nov due to the softening of 

condo market. The loan is priced as rental. There is a personal guarantee for the value 
differential between condo and rentaL In discussion \\ith desk for a potential markdown. 

Real Estate Calwcst 2 MV ll7J82 (30.021) (30,021) The loan is secured by a portolio of97 industrial properties known as Cal West portfolio. 
$R 15mm markdown taken in JanOR. In discussion with rlesk for a potential markdown. 

Real Estate Grand PrL-x 2 MV 346.949 (8,384) (8,384) A' of July08, Ashford is looking for l +800 all ca'h on the $247mm senior portion. lehman 
target spread is approx. 400 bps. ln discussion w1th desk tor a potential markdown. 

Real Estate Project Trms Bridge Mezz c MV 298602.172.9 (9.534) (9.534) Senior loan.'l have been securitized and some of the other positions were sold at discount margii 
(DM) of 700 bps wifu loilll-lo·value ratio (lTV) of approximately 70% on 5/3. lu discussion 
with desk for a potential markdown. 

Real Estate Nashville Portfolio c MV 27.534 (7,729) (7,729) Consists of 5 multifamily properties containing 1,593 unit'l located in Tennessee. Current 
occupancy is at 90.15%. Based on discll'lsion with business, current desk spread appears 
appropriate forthis type of property/leverage. Carlyle is currently looking to repay the mezz 
portion. In discu.'Jsion with desk for a potential markdo\m. 

Real Estate T cachers Senior loan c MV 48.639 (16.738) (16,738) This portf0lio consists of t\Yo Class B office buildings in Southfield, Michigan: Travelers I and 
l\. Occupancy as offehmary29, 200R is 67% at Tra;e\ers I and 0% at Travelers l\. l.ehman 
owns of 100% of Travelers I and II. Per discussion with the bu.'liness, Kojaianmight buy U'l 
out. In discmsion with desk for a potential markdown. 

Real Estate Petrini Bakersfield c MV 34.341 (24.341) (24,341) Petrini Bakersfield is 1810 acres ofland located in Southwest Bakersfield. CA The business 
plan is to entitle and bulk sale 6,087 lot~ in paper and finished lot condition. In addition to the 
residential lot,, there \\1\l be 94 acres of connnercial property and 109 acres of multi-family 
property. Based on must receul review, pusitiuu was marked down $20mm in May-08. In 
discmsion with desk for a potential markdown. 

Real Estate Indiantown 3 MV 17.809 (11.248) (11,248) Indiantown Quillen DRI is a 2,250 unit residential development site in Indiantown, Martin 
County, Florida. The final DR\, Development Order, Rezoning and Vi aster Site Plan approval 
for 2,250 residential units and 150,000 sf of commercial space to be bnilt on the property is 
currently on hold. Business plan is under change. Based on most recent review, position was 
marked down $30mm in Vlay·08. ln discussion with desk for a potential markdown. 

RealEsiate Boulder Spmigs 3 MV 41.895 (10.550) (10,550) The site for the Project is a 658-acre vacant land parcel located in the unincorpomted portion o 
the County of Riverside, CA. Project is still in the entitlement process. Developer has decided 
to upgrade the lots from paper lots to engineered lot' which increase cost and extend delivery 
time. However, this C!lsu allo\\s additional time fur the softness in the market to ilissipCite and 
increase the buyer pool. Based on most recent review of this deal, related mezz debt was 
totally written off. In discussion with desk for a potential markdown 

Real Estate Norlh Peak c MV 18.584 (9,804) (9,804) The property is a partially entitled l,200 home site cmmnunity in the city of lake Elsinore. 
Riverside County. CA. lelnnan foreclosed on the property and currently in the process of 
disposing the a~set through auction sale. Based upon the bu'liness1s review of the California 
land market, this position was marked down by $81mn in Febmary 2008. In discussion with 
desk for a potential markdown. 

LEH~1AN BROTHERS 23 
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PRICING REPORT- Explanation of significant variances 
tHmmcss·:-:-:-:: · · 

< <<<<················ <<<< 177···· 
I sr~:t;~ :::z:c;ccccc:::::::::;; 

Realhtate LD ON!: II PLAZA LLC c MV 11.810 

Real Estate Middle Mountain c MV 30.336 

Real Estate Ridge Cros~ing c MV 28.329 

I Real Estate !Nashville Portfolio c MV 13.601 

!Real Estate !Orland\) Asset r MV 148.819 

!Real Estate !WestBay c MV 65.419 

!Real Estate INWl' c MV I 1.970 

IRealhtate IColouial GrcliiJ 3 MV 37.036 

IRealhtate IPre~tige MV 56.750 

!Real Estate IGreem\·ich c MV 200.141 

!Real Estate MV 1\IA 

!Real Estate 3 MV 1\IA 

!Real Estate c MV J\IA 

Total Significant Variances 

LEH~1AN BROTHERS 

,,,,,,, ,,,,,,,,,,, -:-:·:-:>:>;•;·H'~!~·Pi'i¥·W.·:'!'¥:'!"· :-:-: -:-:-:-:· ~~i'~~-!~:-t:'I':·}'Y· ........ ................ .. ...................... 

(10,703) (10,703) 

(14.836) (14.836) 

(18,331) (18,331) 

(13,601) (13,601) 

(33,119) (33,319) 

(45,297) (45,297) 

(11,970) (11,970) 

(9,036) (9,036) 

(27,070) (27,670) 

(66,029) (66,029) 

(33,425) (33,425) 

(28,103) (28,103) 

(50.998) (50.998) 

(1,173,937) (558.753) (615,184) 

(1.173.937) (558.753) (615.184) 

24 

'~:::::::: ::::>:-:-:-:::: :::-:-:-:-:·:-: ....... . 

I
Th~ prope1iy is a 2~5,477 square foot da~~ D office building located in do,.vnto,.,n Phoen.ix. 
Anzona. Property ts currently 39% occupted and has been slo\\ leasmg up. Per Tnmont 
downtown market is solid. In discus~ion with de~k for a pdential mc:rkdown. 

Middle Mountain is 196 acres ofra\\' lcmd located 20 miles north ofPhoenix Central Business 

District. The sttc has final ~itc plan approval and '..Vtll ultirr.atcly be de\ eloped into 35 singlc-

1~tmtly lob, 211 restdenttal condommtum lots, 512 c:pc:rtmenh, c:ml 110,000 sq. 11. ofretatl 
~pc:ce. The Maricopa County trustee sale is scheduled for 9130 and the Pinal County trmtee 

~ale is scheduled for 1013. PCG will continue to ml'nitor. 

Ridge Crossing Apmiments is located in Hoover subrr.arket of Birmingham m Jefferson 

County, AL. The property is a garden style apartment cl'mplex anJ is a class A product. The 

property's total net rentable area is 797.492 sf which i~ situated on 86 acres. Occupancy at the 

~ubjed for April2008 wa~ 94%. In di~cm~ion with de~k for a poteutialmarkdown. 

I
Conststs of 5 rr.ultifiur.ily properties containing 1.5Y3 units located in Tennessee. Current 

occupancy is at 90.15%. Per di~cussions with the business, Lehmc:n ts currently in negotiations 

with an interested party to sell the posit ton at par. In discu~sion wtth desk fl'r a potential 

markdown 

I
ta Pdaz .. za at ~1etroWest is a 510-umt that wa~ developed as an apartment community in 

Orlando, fL wtthm the pre~tigious Hunter's Creek PUD. The property is 95.1% lec.~ed up a~ oJ 

6/23/08 An unsolicited offer of$115 5mm '..V<'S received for the posttion In discmsion with 

de~k for a potential mc.rkdown. 

!

Property consi~ts of a I ,:233 unit residential development located in Estero, FL. Currently, 

lehiT.an is working toward~ selling the tmtts. Untts are being repriced due to current market 

conditiPns. Awaiting TRR model from Trimont. In discussion with desk for a potential 

markdmvn. 

!

Property is located in Rosemont Illinois :md comists of two Clc:ss B office pwperties and a 
~ingle stol)' retail concourse totaling 328,444 SF. As of3131 108, the o\erall ocu1pancy is at 

49 Qfi% Pert he sponsor, space is heing sho~vn hy .Tones T.ang T.a'lalle regularly to potential 

teuaut~. In di~cu~~iou ~\ ith de~k fur c. poteuttalnmikdo\\11. 

The Pwject cun~i:.h of the cuuvei~iun of au exi~tiug 376-unit Cia~:. B+ apmimeut complex 

I 
located in Bradenton, FL. Foreclosure filed in Manatee Circuit Cl'urt on 21/108. Property is 

80% le:_:sed which are short terrr. 7 month leases. In dtscussion with Jesk for a potential 

markdown. 

I 
Collateral cuu~i~t~ of II. tnul.tifamily a~~et:. locat.ed ac.10~~ ~ix mcuket~ in F. lorida. Bu~iue~~ plcu 
is to perform capital improvement~ and impro\e occupancy. Capital calls for 2008 are 

prl~ected to be $1mm over budget dtie to unforeseen repairs. Operations on a portfolio le\el 

have exceeded expectc.twm tn 2008. In dtscusston wtth desk for a potenttal markdown. 

Greenwich Place is a 2fi6-unit rr.ulii-t~tmily deYelopment located in Greenwich, Connecttctlt. 

Thts property consi~ts of22.0 I acres ofland with thirty-fOur buildmgs and supporting 

amenities. Strong leasing activity. Signed 13 lease~ in past 2 month~. Greenwich Oaks is a 
!30-Jmit multi-family development located in Greemv1ch, Connecticut. Thi~ property cPnsists 

of 35 52 acre~ of laud ~\ ith tweuty buildiug~ cutd ~uppm1tug ameuilie~. Occupanly i~ 38% with 

leasing efforts beginning in early 2009. Greemvich Oab \\ill begin construction in late August., 

In Jiscussion \\ith dGsk for a potential markdown 

!Other significant variances. 

!Other significant variances. 

!Other significant variances. 
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PRICING REPORT Coverage 
Exposures: MV Coverage Risk Based Coverage MV 
{()~~·~~~~·::~~·~~<::::·: :-:-··· . 
Ciovernment Bonds & Bond Indexed Cash Products MY 
Listed Government Bond Options I 1vfV I 16,8111 100% 
Money market & rvrM index cash products I 1\.1V I 30,2231 100%1 I I 8,112,038 
Listed Interest Rate Futures I 1\.1V I ( 11,192, 916)1 100% 
Listed Interest Rate Ontions I 1\.1V I 38,5911 100% 
Interest rates l'VOI 
Asset Swaps PVOI 
IRATMvolatility Vol-1% 
IR volatility skew: IR vol correlation V0l-1o;;) 

IR volatilitv skew: vol of'\ol Vol-1% 
IR FX correlation Carrel+ 1% 
IR IR correlation Carrel+ 1% 
OTC Bond Option Price MV 4.807 
OTC Bond Option Volatility V0l-1o;;) 
Inflation Bonds MV 
Inflation Swaps & Options Delta PVOI 
Inflation Option Volatility Vol-1% 

(16,373,998) . 8,808,4 

C orporatc Bonds I 1vfV 7,349.815 
Cqrpqp:t!~ ~QQQQmions: Price I MY (5,031 
Corporate Bond Options: Volatility I Vol- 1% 
Warrants I 1vfV 830 
Credit Sprearls : Single Name I CSO 1 
Credit Spreads :Bespoke I CSO 1 
Index Spreads: Indices I INDO! 
Index ~·eads :Index Tranches I IND01 
Index Spreads :Bespoke I IND01 
Index ~·eads Index Tranches I REFOI 
Index Spreads Bespoke REf01 
Tranche ~p~·eads: Index Tranches TROJ 
Tranche Spreads :Bespoke I TRO 1 
Bond collateral : CDO SPE transactions I 1vfV 
State Guaranteed Corporate Bonds I 1vfV 

Recovery rates I Recovery t 1% 
l'reditvolatihty I Vol-1% 
Thir~ CDOs I 1vfV 693.568 
Bespoke Correlation I CORRO 1 
ABCDS I MV ~ 

8,039,985 

Stock & Stock ( 1,650,323 90% 
Stock & Stock Index Lhted Futures MV (53,653) 95% 
Stock & Stock Index Listed Options MV 31,884 97'% 
Stock & Stock Index Volatility Vol 1~/o 

Equity con·elation Carrel+ 10% 
Dividend rates DRho 
ConYeJtible Bonds MV 599.784 
Ascots MV 
Equity swaps Pos Delta 

1,672,092) ·.·.·.756,26: 

Fund unit~ MV 245A26 
Fund volatility Vol-1% 
Fund vol ofvol Vol 1~/o 

IR Fund ~A V correlation Carrel+ 20% 
Fund vol NAV correlation Correl+20% 
Fund option~ Delta+/-5% 

245,426 

LEH~1AN BROTHERS 25 

Coverage Risk Rased I Coverae-e MV Coverage R1sk Based Cov .. e 

100% 

I 
16,530 100% (1,589) 100% 

6,847 92% (820) 100% 
(3,803) 
(3,026 

IOOlJ 

54% 

--
--

28.456 100% 

(286) 99% 

r 165.135 99% 

0% 

(13,843 79°/rJ 

(2,429 97% 
(2,325 98% 

1,842 99% 

~ 17°/o 

i&i 99% 
18 99% 

-- --
(513) 96% 

68 99% 6')% 
99% 283.398 97% 

(5,409) 77% 
100% (4,054,888 100°/rJ :c: 
-·-··-···-··-·· 
92% 1,359.793 65% 

100% 

80% 

1,359.793 

100% 

2,349 100% 
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PRICING REPORT Coverage 
:\\'\'\\\\:\\'\'\\\\:\\'\'\\\\:\::::\:\:\:\:\: ::<::JtiskMeiiSiit)f< 

e 
....................................................................................... 
:-:-:-:-:-:-::-:-:-:-:-:-:-:--:-:-:-:-:-:-:-::-:-:-:-:-:-:-:--:-:-:-:-:-:-:-::-:-:-:-:-:-:-:--:-:-:-:-:-:-:-::-:-:-:-:-:-:--:-:-:-:-:-:-:-::-:-:-:-:-:-:-:--:-:-:-:-:-:-:-::-
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Agencv C:!VlU 1 Dona MV 12,406.979 100% 

MBS honds MV 5,851.424 100% I, 110.258 1000,{) 

Pass-through~ MV 945.739 100% 
Residuals MV 1,518.668 62% 
Servicing rights MV 1,528.504 100% 
Whole loans residential MV 4,888.494 100% 2,703.036 89% 
Mortgage volat1!i!Y_ MY 613.777 65% 

26,234,916 5,331.9621 
,,,,::, 

"''''' 
,,,,,,,,,,,,,,,,,,, ,,,,,,,,,,,,,,,,,, ,,,,,,,,,,, 

Whole loans commercial MV 14,629.316 100% 3,057.000 100% 
CMBS MV 8,418.277 33% 24U5fi IOOo/!i 
Property Derivativeil MV 

23,047.592 3,300,856 

·. (26o,3s2)~---·-·.·.·.··.·.·~ooo/,1·.·.·.·.·.·.··.·.·7:1771·.·.·.··.·.· 98o/,~·-·.··.·.·.·.·.·.·.·.·.·.·.·.-.·~---·.·.·.·.·.·.·.·.·.·.··.·.·~--

5,078) 99% 

. (260?52)1_ ........... J . . . . . . . . . . . . . 1............ . . 1......... . . J . . . . . J 

_1267,131 FXDelta MV 100% 

FX volatility Vol-!% 

FXVolskew Vol 1% 
FX I FX correlation Corr+ \0°/r) 

(267,131 

ABS bonds MV 9,914.491 69% 6,150.348 97% 
Loans MV 44,620.995 87% 4,458.723 66% 
Principal transactions* MY 10,006.256 g4% 
Prcfcrrcds MV 578.786 16% 
Alttax swaps PVOI 1,895 100% 
Mm1i bonds MV 9,047.417 98% 

64,161.689 20,615.327 

I@Ciimiiiildii.ii;~·•<< <<< <<<<<<,<<< <<<,<<<< <, <, <. __ ,<<<<?.<<<<<<,<<><,<<>< __ ,,<<E.> I <>,< <<<,••········· 
Base Metals - OTC Delta PVOI bOj lUU';to (001 lUU'i'o 

Base Metals - OTC Volatility Vol-!% 1,651 100% (1,231)1 100% 
Coal- OTC Delta PVOI 68 41% 
Crude Oil - OIC Delta PVOI 3,360 100% (2,287) 100% 

Crude Oil - OTC Volatilitv Vol 1% 408 99% 
Emissions- OTC Delta PYOI (1,536 \000;1) 457 99°/rJ 
Emiililion_..,- OTC Volatility Vul-1% (35 100% 
Natural Gas- OTC Delta PVOI 1,569 100% 19,189 100% ~541)1 100% 
Natural Gas- OTC Volatilitv Val-l% 8,699 100% 
Power- OTC Delta PVOI 1,031 100% 1,860 97% -
Power- OTC Volatilitv Vol-!% (1,719) 72% 
Precious Metals- OIC Delta PVOI (43 100% 464 99% (707 99% 
Precious Metals- OIC Volatility Vol 1% 106 100% 
Refined Products- OTC Delta PVOI 
Refined Products- OTC Volatiliry Yol-1% 
Softs - OTC Delta PVOI T T T 284,474f 69o/'J T T 155,oo7f 92o/;;r 367,494 74% 
Softs - OTC Volatility Val-l% I I I I I I (974)1 87%1 652 82% 
Commodity Indices -Delta PVOI I I I I I I 1,407 89%1 (1,400 89% 
Commodity Indices -Volatility Vol-1% .1 l .1 .1 .1 .1 .1 (5122l IOOo/!![_ (841) 100% 

Commodity Correlation MY 

----
Overall Totals I (18,313,222)1 I I I 131,033,9551 I I I 27,001,583 

* Principal Transactiom exposure excludes $4.6 billion of comolidated PIG postions from Real Estate Americas that are subject to lower of Cost or Market. 
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PRICING REPORT- Proiects 

N 

to get better position information out of Eagle's portfolio 
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PRICING REPORT- Projects 
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PRICING REPORT- Projects 
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PRICING REPORT- projects 
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N N.A 

y TBD 

IBIJ assesf..ed through VCO review ofP I templatef> 

THO 

N TBD 


