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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: 

~Partial Principal Protection on Subprime Fund- Exum is an issuer of synthetic CDO notes with Lehman being the swap counterparty. 
Exum issued funded and unfunded notes in 16 deals; funded notes totaled $1.1 billion. The funded amounts are invested in a subprime 
fund managed by Lehman Brothers Asset Management. Lehman is also providing protection between specified percentages of the 
principal in the subprime fund investment. Based on discussions between Front Office, Quant Research and Product Control, the value of 
the partial principal protection will be estimated based on: 1) series of potential terminal values of the subprime fund and 2) probabilities 
of each of the potential terminal values. This is similar to recognizing a loss on the full protection amount less the value of a call option. 
This partial principal protection will be classified as level 3 under F AS 157 since implied volatility is deemed to be unobservable. 

~ Liquidity Adjustment on Restricted Equity - Cerberus holds between 80% and 85% of the total shares outstanding of Aercap. Lehman has 
participation rights in approximately 2.7% of Cerberus's investment. Aercap shares are publicly traded. However, Lehman owns 
participation rights and not the shares directly. Therefore, Lehman's equity holding in Aercap is restricted. This restriction and the 
relative size of Cerberus's investment in Aercap limit Lehman's ability to realize the full market value. As such, a liquidity adjustment is 
required for Lehman's participation rights. A proxy for this liquidity adjustment amount will be the premium of an at-the-money put 
option. 

~ FX Option Range Accrual Trade- Lehman entered into a FX option range accrual trade, paying 7.182% and receiving 6.382% plus 9% on 
the proportion of days that both the current spot and one-year prior spot USD/JPY rates are below 92. The trade matures in 10 years and 
has an initial notional of CNY 600 million that declines to CNY 550 million over the life of the trade. Lehman is expected to be the net 
payer in the first four years and the net receiver subsequently. As such Lehman is short CNY in the first four years and long CNY in 
subsequent years. Based on interest rate parity, the implied CNY interest rate curve has negative interest rates up to the 4-year point. 
These negative interest rates are due to the spot USD/CNY rate being pegged rather than freely floating and the market views that the peg 
will eventually be broken or widened. The trade is booked in MPGX, and the negative implied interest rates are causing system issues. 
As such, MPGX cannot generate a market value for the trade. The desk has proposed to replace the negative interest rates with 0.25%. 
The committee concluded that this methodology would generate an aggressive P/L since it artificially depreciates the value of CNY in the 
period that Lehman is the net payer (i.e., the first four years). Product Control will discuss modeling issues with Quant Research and 
Model Validation, and determine whether it is appropriate to hold back P/L. 

LEHMAN BROTHERS 3 
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Executive summary 

Valuation adjustments (decreased by $41mm from $2,398mm to $2,357mm, as detailed in section 2) 

Significant changes include: 
~Increase of $55mm of Counterparty adjustment from Securitized Products Americas is attributable to increase in MTM on credit protections 
purchased from ACA Capital and Assured Guaranty. 
~ Decrease of $4 7mm of Contractual Early Termination adjustment from Capital Markets Funds Joint Venture is mainly due to transfer of 
valuation adjustments from FID to Equities Division. 
~Decrease of$26mm of Deal Review adjustment from CDO Europe relates to P/L holdback from new trades pending deal review. 
~ Decrease of $13mm of Model Fit adjustment from GPS Europe is attributable to adjustments for incorrect marks. 

Price verification projects (further details in section 3) 

In recent months, the Valuation and Control group: 
~ Initiated price testing of portfolio of Eagle Energy Partners 
~ Initiated price testing of heat rate options and distillates 
~Increased FX skew testing coverage from 60% to 90%, submitted a total of 57 currency pairs (as well as local pairs from Europe and Asia) 

to outside pricing service and standardized methodology amongst global centers 
~ Initiated price testing of CMS spread options and CMS caps I t1oors 
~ Initiated price testing of FX cross volatilities; working on establishing variance thresholds 
~Initiated output price testing with Totem on: FX FVA, FX barrier options and digital CMS options 
~ Initiated futures and ishares price testing for hedge fund replication business in IRP 

The group is currently working on the following improvements: 
~ Increase brokerage coverage 
~ Enable full re-pricing of cap I t1oor skew positions with Totem results 
~ Expand Totem submission on FX exotics, such as baskets 
~ Establish price testing methodology for BMA swaptions 
~ Establish Totem submissions & price testing for Bermudan options 
~ Establish deal review processes for exotic interest rate derivatives, fund derivatives and mortgage derivatives 
~ Continue to improve testing of mortgage derivatives as well as skew on mortgage options 
~ Transfer FX skew and energy price testing processes to India 

LEHMAN BROTHERS 4 
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Executive summary 

Significant points on price verification (as detailed in section 3) 
~Aggregate significant variance of $58 million on the aggressive side, of which Americas is $33 million on the aggressive side (re-marks of -$23 million), 

Europe is $15 million on the aggressive side (re-marks of -$8 million) and Asia is $1 0 million on the aggressive side (re-marks of -$6 million). 
~ There arc $53 million of conservative significant variances attributable to Real Estate Americas. PCG concluded that these variances are reasonable 

considering that most positions are concentrated and illiquid. 

I 

1~ There are $35 million of aggressive significant variances attributable to CDO Americas. These variances are attributable to ABS CDO positions. The desk is 
in the process of re-marking these positions and will provide support for their marks to PCG subsequently. 
There are $18 million of aggressive significant variances attributable to Bank Loans Americas. These variances have been resolved through: 1) re-marking, 2) 
PCG concluding that variance is due to size of position or 3) PCG concluding that variance is due to lack ofliquidity of position and/or volatile market 
conditions. 

~ There are $18 million of aggressive significant variances attributable Securitized Products Americas. These variances are attributable to reconstituted NlMs 
and residuals. PCG concluded that desk prices fell within stressed base case assumptions. 

Re-marked 

Levell 946 

Level2 (37,810) 

Level3 0 

Total (36,864) 

*Definition of pricing levels: 

Significant Pricing Variance- Global FID 
in $'000 

Resolved 

0 

(76,631) 

55,785 

(20,846) 

Levell: Quoted prices (unadjusted) in active markets for identical assets or liabilities that the rep01ting entity has the ability to access at measurement date. 

Total 

946 

(114,441) 

55,785 

(57,710) 

Level 2 : Inputs other than quoted prices included in Level I that are obs<:rvable 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. 

Level 3 : Unobservable inputs for the asset or liability. 

LEHMAN BROTHERS 5 
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VALUATION ADJUSTMENTS - significant changes 
I 

Current Prior 
Region Product Description Type Month Month Change Comment 

Americas Securitized Products ABS- Counterparty Credit Adjustments Credit 526,855 471,873 54,982 Increase is due to increase in MTM on credit protections purchased from ACA Capital and Assured Guaranty. 

Europe Capital Markets Funds Contractual Early Termination Valuation Risk Transfer 87,226 133,864 (46,638) Decrease is due to transfer of valuation adjustment from FID to Equities Division. 
Joint Venture Adjustments 

Europe CDO P &L Pending Deal Review Risk Transfer (14,429) 12,019 (26,448) Decrease is due to new deals pending deal review. 

Europe GPS Model· Fit Model (6,404) 6,775 (13,179) Decrease is due to adjustments for incorrect marks. 

Subtotal 593,248 624,531 (31,283) 

Remaining Valuation Adjustments 1,763,566 1,773,054 (9,487) 

Total Valuation Adjustments 2,356,814 2,39J,S85 (40,770) 

LEHMAN BROTHERS 7 
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VALUATION ADJUSTMENTS - summary 

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

I 
I 
I 
I 
I 
I 

Liquid Market Prop 
I 

5,081 - 5,081 I - -- I 
I 
I 
I 
I 

Interest Rate Products 457,682 192,914 80,694 - 25,059 15,662 

Foreign Exchange 18,647 (5,862) 
I 

14,882 - - -
I 
I 
I 

High Grade Credit 50,701 ( 4,91 0) I 
I 

43,812 5,203 4,194 1,456 
I 
I 
I 

CDO 709,218 
I 

151,055 1 86,220 76,321 111,912 278,250 
I 
I 
I 
I 

High Yield 41,244 (1,000)1 36,451 1,000 - -

Real Estate (10,841) - - - - -

Munis 67,074 696 6,179 - - 54,403 

Securitized Products 907,111 - 39,736 302,723 - 536,632 

Commodities Trading 84,403 10,058 43,215 - 5,530 12,100 

FID Corporate 26,494 528 20,755 - - -

clotal Flp Val\lationAdjustiJlents 2,356,814 343,~79 I 377,025 385,247 146,695 898,503 
~- -- - ---~ -~~---------~~ 

LEHMAN BROTHERS 8 

I 
Risk 

Expense Transfer Valuation 

- - -

- 108,563 34,790 

- 3,085 6,5421 
! 

1,001 (55), -I I 
I 
I 

9,347 (4,722)1 835 
I 

4,225 - 568 

66 - (10,907) 

- 3,599 2,197 

I 

27,906 
I 114 - I 
I 
I 
I 
I 
I 

- - I 13,500 
I 
I 
I 
I 

- 5,211 ! -
I 
I 

42,545 115,681 i 47,640 
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?;:1>-l VALUATION ADJUSTMENTS Regional matrix 0 ....... --....,> 
::c:t""' 
tn>-l 

Contingent Risk I ?;:~G; [/).> America Total Model Bid/Offer Liabilities Liquidity Credit Expense Transfer Valuation 

::C:>-J 
0~ Liquid Markets Prop 4,498 - 4,498 
t""'tn Interest Rate Products 85,607 61,659 9,881 6,155 7,912 
tiz Foreign Exchange 23,807 10,204 11,093 - 2,949 (439) z...., High Grade Credit 39,764 554 34,226 - 3,794 1,043 147 

@G; CDO 315,646 15,289 2,982 9,873 - 278,250 9,252 

"!0 High Yield 29,442 ( 1 ,000) 29,442 1,000 ze Real Estate (10,907) - - - (1 0,907) 
ntn Munis 67,074 696 6,179 - - 54,403 - 3,599 2,197 

[/). 
Securitized Products 883,770 39,736 284,375 535,764 23,781 114 ...., -

tTJ Commodities Trading 50,500 24,900 - - 12,100 - - 13,500 
ti FID Corporate 6,205 - 6,205 
t:1:i 
--< Total America 1.495.406 1 87,402 169,142 295,248 9,949 889,472 33,180 6,548 4,466 

------------

Europe 
Capital Mkts Fund JV 113,388 14,466 11,696 - 87,226 
Liquid Markets Prop 583 583 
Interest Rate Products 199,999 75,803 50,865 17,204 21,337 34,790 
Foreign Exchange (5,186) (16,066) 3,763 - - - 136 6,981 
Commodities Trading 32,858 10,058 17,270 - 5,530 
High Grade Credit 5,604 (6,404) 6,805 5,203 
High Yield Credit 4,914 - 4,346 - - - 568 
CDO 393,297 135,766 83,184 66,448 111,912 - - (4, 722) 709 
Securitized Products 18,348 - 18,348 
FID Corporate 16,912 528 11,173 - - 5,211 

Total Europe 780,717 214,151 189,685 89,999 134,646 - 109,188 43,048 

Asia 
Interest Rate Products 58,688 40,986 8,252 - 1,700 7,750 
High Grade Credit 5,333 940 2,781 400 413 854 (55) 
CDO 275 54 - 95 126 
Foreign Exchange 26 26 
High Yield Credit 6,888 2,663 - - - 4,225 
Real Estate 66 - 66 
Securitized Products 4,993 868 4,125 
Commodities Trading 1,045 1,045 
FID Corporate 3,377 - 3,377 

r 
80,691 1 41,926 2,100 9,031 9,365 (55) 126 OJ Total Asia 18,198 -m 

>< Global Total 2,356,814 343,479 377,025 385,247 146,695 898,503 42,545 115,681 47,640 I 
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VALUATION ADJUSTMENTS- Americas 
Total I Model 

29,499 29,499 
7,912 I I I 7,912 

3,450 3,450 
6,431 6,431 

32,160 32,160 

318 I I I I 

10,204 10,204 

2,949 

(224) 

(533) 

3,284 

10,688 554 10,134 

3,941 3,794 

1,043 1,043 

315,646 15,289 2,982 9,873 0 278,250 

9,252 

9,873 9,873 

278,250 I I 278,250 

393 393 

2,589 2,589 

- I 
15,289 15,289 

LEHMAN BROTHERS 10 
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2,949 

I 
(224) 

(533) 

I 147 

I I 
9,252 1 Ol 0 

9,252 
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VALUATION ADJUSTMENTS 

2,445 

114 

350 
7,300 

35,396 35,396 

526,855 

100 

17.042 

93,098 

11,864 

11,325 
11,093 

913 
30,519 

1,504 

0 
112 

3,842 3,842 
498 498 

114,037 

I 
4,659 
3,964 

4,240 

LEHMAN BROTHERS 11 

Americas 

I I 
2,445 

I I I 114 

3.::;;0 

7,300 

I I 526.855 

I 100 

17,042 

93.098 
11,864 

I I I 
11,325 

11,093 
913 

30,519 
1,504 

0 

112 

114,037 

4,659 

I I 3,964 
4,240 
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VALUATION ADJUSTMENTS- Europe 

1~810 

15.530 

0 
34,580 

2,397 
10,591 
2.396 

37,937 

15,523 

6,959 
5,807 

17,204 

210 
522 

16,268 

50,180 

0 

709 

34,222 

319 

11,323 

82,427 

0 

794 

7,000 

9.388 

93,922 

(14,429) 
() 

17,990 

LEHMAN BROTHERS 

2,397 
10,591 
2,396 

37,937 
15,523 

6,959 

34,222 

11,323 

R2,427 

0 

794 

7,000 

12 

1,810 

522 

I 

I 

16,268 

50,180 

I 

I 17,204. 

93,922 

17,990 

I 
I I 15~530 

0 

I I I 34.580 

I I I 5,~07 

I I I I 210 

0 

709 

319 

9,388 

(14,429) 
() 
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VALUATION ADJUSTMENTS- Europe 

LEHMAN BROTHERS 

Total 

1,385 
50 

0 
(16,066) 

136 

6,981 

11,173 
5,211 

0 
528 

0 

Model 

(16,066) 

0 

528 

Bid/Offer 

1,247 

1,021 

1,385 

11,173 

13 

3,880 

1,323 

0 

0 

0 

518 

50 

136 

6,981 

5,211 
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VALUATION ADJUSTMENTS- Asia 
Asia- Valuation Adis I Total 

LEHMAN BROTHERS 

8,252 

40,986 

1,700 

7,750 

0 

413 

178 

0 

400 

95 

54 

2,072 

2,663 

2,153 

I Model 

40,986 

0 

I Bid/Offer I Liabilities I Liquidity 

52 0 1,700 

1,700 

400 

54 

2,663 

14 

Credit Expense 

7,750 0 0 

I 7,750 

I I 0 

413 

178 

95 

2,153 
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VALUATION ADJUSTMENTS- Asia 

Asia- Valuation Adjs Total Model Bid/Offer 

LEHMAN BROTHERS 

868 
0 

767 

41 

o I o 
3,336 I 3,336 

80,691 41,926 18,198 

Liquidity 

0 2,100 

15 

I 

Credit Expense I Transfer I Valuation 

868 
0 

767 

9,031 9,365 (55) 126 
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VALUATION ADJUSTMENTS -monthly changes 

Contingent Risk 

Business Total Model Bid/Offer Liabilities Liquidity Credit Expense Transfer 
I I 
I I 

I 
I 
I 
I 

Liquid Market Prop 191 191 
I 

- - - - I - -I 
I 
I 
I 
I 

Interest Rate Products (57,690) (5,093) (7,859) - 803 (1,907)l - ( 45,830) 
I I I 
I I I 
I I I 
I I I 

Foreign Exchange (1,614) 1,470 ! 461 : (2,405)1 - - - 562 : 
I I 

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

High Grade Credit (16,286) (13,179)l (2,237)l (7)l (863) - - (55)l 
I I 
I I 
I I 
I I 

CDO (9,905) 9,235 ! 731 6,033 4,215 (5,454) (486)1 (24,177)! 
I I I 
I I I 
I I I 
I I I 

High Yield (301) (l,OOO)l 1,546 - - - (847)l I 
- I 

I 
I 
I 
I 

Real Estate 8,714 3 I - - - - - - I 
I 

Munis 3,811 - (1,121) - - 3,405 - 1,565 
I 
I 
I 
I 

Securitized Products 36,344 - (8,918)l (5,222) - 55,174 (3,996) -
I 
I 
I 
I 

Commodities Trading 1,126 280 568 : - (22)1 400 - -
I 
I I 
I I 
I I 
I I 

FID Corporate (5,160) I - (5,160)l - - -- - I 
I I 
I I 
I I 

Total FID Adjustments 
I I 

(40,770) (8,287) (16,638)l (1,601)1 (1,027)l 51,618 (5,326) (67,935) 

LEHMAN BROTHERS 16 

I 

Valuation 

-

2,196 

(1,702)1 
I 

55 

I 

(2)1 

-

8,711 

(38) 

(694) 

(1 00) 

-

8,426 
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t:l:iZ 
?;:1>-l VALUATION ADJUSTMENTS -monthly changes 0 ....... ....,> 
::c:t""' 
tn>-l Contingent Risk I ?;:~G; [/).> America Total Model Bid/Offer Liabilities Liquidity Credit Expense Transfer Valuation 

::C:>-J Liquid Markets Prop 191 191 

0~ Interest Rate Products (2,940) 3,006 (1,961) (2,056) (1,929) 
t""'tn Foreign Exchange 254 128 1,253 - 575 (1,702) tiz High Grade Credit (2,697) - (1,834) (863) z...., 

CDO 1,544 1,978 52 (486) @G; High Yield Credit 792 (I ,000) 1,792 
"!0 Real Estate 8,711 - - 8, 711 ze Munis 3,811 (1,121) 3,405 1,565 (38) 
ntn Securitized Products 38,096 (8,918) (4,610) 54,982 (2,664) (694) . [/). ...., Commodities Trading 300 400 (100) 

tTJ FID Corporate ti 
t:1:i Total America 48,062 l 4,112 (10,546) (4,610) (2,919) 56,858 (3, 150) 2,140 6,177 --< 

Europe 
Capital Mkts Fund JV (59, 1 72)f (8,262) (4,272) (46,638) 
Liquid Markets Prop 
Interest Rate Products 2,914 (534) (715) 1,159 808 2,196 
Foreign Exchange (1 ,827) 1,342 (751) (2,405) - (13) 
Commodities Trading 362 280 104 (22) 
High Grade Credit (13,267) (13,179) (81) (7) 
High Yield Credit (629) (629) 
CDO (11 ,449) 7,257 679 6,033 4,215 (5,454) - (24, 177) (2) 
Securitized Products (612) (612) 
FID Corporate (5,160) (5,160) 

Total Europe (88,840) (13,096) (5,665) 3,009 192 (5,454) - (70,020) 2,194 

Asia 
Interest Rate Products 1,5081 697 (911) 1,700 22 
High Grade Credit (322) (322) (55) 55 
CDO 
Foreign Exchange (41) (41) 
High Yield Credit (464) 383 (847) 
Real Estate 3 3 
Securitized Products (1,140) 192 (1,332) 
Commodities Trading 464 464 
FID Corporate 

r 
OJ Total Asia Sl 697 (427) - 1,'700 214 (2,176) (55) 55 m 
>< I 

~ Global Total (40,770) (8,287) (16,638) (1,601) (1,027) 51,618 (5,326) (67,935) 8,426 
G) 

:s: 
-.J LEHMAN BROTHERS 17 01 
01 
00 
-->. 

-.J 



CONFIDENTIAL TREATMENT REQUESTED BY 
LEHMAN BROTHERS HOLDINGS, INC. 

LBEX-WGM 755818 



t 
Or-
~0 
(l)O 

~N 
~ 

bl)~ 
0..0 
·~ s u ~ 
·~ u 
~ ~ 
~Q 

CONFIDENTIAL TREATMENT REQUESTED BY 
LEHMAN BROTHERS HOLDINGS, INC. 

~ 
~ • 
~ ....; 

·s 

~ 
..Q 

.gJ 

i!h co c::: 
0 

~ 
:@ 
;:.. 

~ 
(!) 

~ 

B 

LBEX-WGM 755819 



t""'('l 

rn~ 
~~ 
~~ 
t:l:iZ 
~::l 0> 
>-lt""" 
:::r:...., 

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

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

0 
~ 

r 
OJ 
m 
>< I 

~ 
G) 

:s: 
-.J 
0'1 
0'1 
00 
1\.) 
0 

PRICING REPORT- explanation of significant variances 
Americas 
~us FORD MOTOR COMPANY (12/15/06) 2 MY 671,250 (4,553) (4,553) Variance is dut: to si£e of concentrated position. Actual variuncc is 0.7%. Remarked from $89.5 

to $88.5 for ($7.5mm). 

Bank Loans CAP MARK FINAJ\CIAL GROUP INC. 2 MY 45,000 (4,LO) (4,110) Remarked from $90 to $84 for ($3mm). 

Bank Loans CIT GROUP INC. 5-YR(04/13/05) 2 MY 52,663 (2,898) (2,898) Remarked from $95.7'i to $95 for ($0.4mm). 

Bank Loans DISCOVER FINANCIAL SERVICES 07 2 MY 53,625 (2,720) (2,720) Remarked from$97.50 to $96 for ($0.8mm). 

Bmlk Loans CIT GROUP INC. 5 YR (4/14/04)/ 2 MY 63,375 (2, 172) (2,172) Remarked from $97.5 to $96 for ($1mm). 

Bank Loans CIT GROUP INC 5 YEAR (W-01)/5 2 MY 90,881 (1,948) (1.948) Remarked from $98.25 to $98 for ($0.2mm) 

Bartle Loan" PECOS INVESTORS LLC (1ST LIEN 2 MY 147,750 1,688 1,688 Vanancc 1s due to size of concentrated position. Actual variance is 1.1% 

Bank Loans AT&T INC. (7/12/06)/5-YR REVOL 2 MV 532,593 (1,494) (1,494) Variance is due 10 size of -::uncentrated positio:l. Actual variance is 03%. Remarked from 

$99.55 to $99.40 for ($0.8mm). 

Bank Loans SOUTHERN CALI.EDISON A&R(2·23- 2 MY 204,.C4S (1,417) (1,4;7) Variance is due to size of concentrated posi~ion. Actual variance is 0.7%. Remarked frorr. 

$99.13 to $98.875; reduce variance ~o $0.9mm aggressive. 

Bank Loans META VAN fE CORP. (PROJECT MONT A 2 MV 86,400 1,125 1,125 Variance is due to size of concentrated position. Actual variance is 1.3% 

Bank Loans /EQUITABLE RESOURCES INC 5Yi1. RC 2 MV 93,338 1,117 1,117 Variance is due to size of concentrated position. Actual variance L~ 1.2% 

Bnk Loans /AMGEN INC. (11/02/07)/5-YR REV 2 MY 175,503 (1,048) (1,048) Variance i~ due to size of concentrated position. Actual variance is 0.6%. Remark from $98.88 

to $98.625 for ($0.4mm). 

Bank Loans ENTERGY CORP 3.5BN 5-YRRC 2 MV 93,100 1.008 1,008 Variance is due to size of ::o:1centrated position. Actual variance is 1 I% 

Bank Loans CYS CORPORATIOJ\ SYR OS 12-06/5 2 MY 106,358 (1,006) (1.006) Variance is due to size of concentrated position. Actual variance is 1.0% 

BarllcLoans EL PASO A&R 07-31-06/REVOLYER 2 MV 48,000 1,000 1,000 Variance is due to size of concentrated posiaon. Actual variance is 2 1% 

Bank Loans CCRCDS 2 PY01 18 (1,028) (1,028) 5yr Cottltrywide CDS was trading around 1100 bps per annum. Countrywid!.! credit spread was 

very volatile prior to Bank of America's acquisition announcement in early January. 
Countrywide was trading at running spread and switched to upfront spread towards the end of 

December. Although varian.:e is 57 bps, Lehman was still within Markit consensus range. 

Variance may be due to the followmg: I) different recovery rate assumptions, 2) differen: 
assumptions in converting upfrom spread to running spread and 3) volatile market witl1 \'vide 

bid I offer spread. 

!Cash COO CRONA 2007-1A AlA CORONA BOREA 3 MV 517,500 (39,900) (39,900) Desk is mthe process of re-marking their positions on ABS COO's and wtll provide support for 
the1r marks to PCG shortly. 

CashCDO ICEAGO 2007-IA AI CEAGO ABD CDO 
I 

3 
I 

MY 
I 

620,500 9,350 9,350 Desk is m the process of re-marking their positions on ABS CUD's and w!ll provide suppor. for 

their mark~ to PCG shortly. 

CashCDO ICEAGO 2007-1A B CEAGO ARDCIJO I 3 I MY I 10,080 1.008 1,008 Desk ism the process of re-ma:king their positions on ABS COO's and will provide suppoc for 

their marks to PCG shortly. 

CashCDO /CEAGO 2007-lA S CEAGO ABD CDO I 3 I MY I 5,729 (2,444) (2,444) Desk is 111 the process of re-marking their positions on ABS COO's and wtll provide st<ppor: fOr 

their marks to PCG shortly. 

Cash COO /CEAGO 2007-1A C CEAGO ABD CDO I 3 I MY I 5,060 956 956 Desk is in the proct::~s of re-marking their positions on ABS COO's and will provide support for 

their marks to PCG shortly. 

CashCDO PYXIS2007-1A B PYX1S ABS CDO 3 MV 5,600 1,392 1,392 Desk is m ~he process of re-marking their positions on ABS COO's and will provide support for 

their marks to PCG shortly 

CashCDO PYXIS 200i-1 A C PYX1S ABS CDO 3 MY 2,350 570 570 Desk is in :he process of re-marking their positions on ABS COO's and will provide suppott fm 

their marks to PCG shortly. 

CashCDO BALLY ROCK ABS CDO LTD FRN 2047 3 MY 12,375 (1,063) (1,063) Desk is in lhe process of re-marking their positions on ARS CDO's and will provide SLpport for 

their marks to PCO shortly. 

LEHMAN BROTHERS 19 



t""'('l 

rn~ 
~~ 
~~ 
t:l:iZ 
~::l 0> 
>-lt""" 
:::r:...., 

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

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

0 
~ 

r 
OJ 
m 
~ 
~ 
G) 

:s: 
-.J 
01 
01 
00 
1\.) 

PRICING REPORT- explanation of significant variances 

(756) 

(715) (715) io:: due \o ~ize of position held Actual variance 
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PRICING REPORT- explanation of significant variances 
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PRICING REPORT- explanation of significant variances 

MV 14,925 (533) 

MV 23.085 (521) 

County Health Facilities Dev. Corp. St Lukes 2 MV 12,473 1,617 

IT 2 MV 64,239 2.582 

A CALIF CMNTY COLLEGE 2 MV 8,880 630 630 

MV 41,895 18,487 18,487 

MY 6,871 31,682 

MV 23,050 13,852 

MV 170.615 

16,471 

MV !\/A (55,079) (55,079) 

MV WA 
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PRICING REPORT- explanation of significant variances 

E - ~ 

JRP Exotics Inflation swap delta 2 PVOl 628 (2,511) (2,511) Variance is attributable :o curves for FRF and EUR indices. Variance is less than I bp at all 
points. J 

lRP Exotics IR volatility 2 Vol+ 1% 9,872 (4,321) (4,321) Vanance is attributable to volatility surfaces for GBP and EUR. Lehman's GBP volatility 
I surface is outside ofT otem's consensus range. PCG is having ongoing discussions with the 

desk. . 

High Yield HY Loan Klockner Pen tap last 2 MV 139,583 (5,057) (5,057) Position has heen re-marked and vanance has been reduced. 

High Yield First Chemical 2 MV 50,798 (1,599) (1,599) Position has been re-marked and variance has been reduced. 

High Yield CWT 2 MV 25,000 (1,469) (1,469) Position has been re-marked and variance has been reduced. 

~--- ---- ~ ~~ -- ------ ~- ~- - ~- ~- ~-
L_ 

--~--

(14,958) (8,126) (6,832) 
Asia 
lRP- Derivatives Interest rate swaps I FRAs I FX fwds- Interest rates 2 PVOI 20,307 (4,022) (4,022) For JPY Libor, variance against Totem is ($6.7mm) aggressive due to high marks on short tem1 

deposit rates. Desk marks are in I me with the FRA (floating rate agreement) market. 

For JPY basis, variance against Totem is $2.5mm conservative. Desk marks are on average 0.8 
bp away from Totem. 

High Grade Credit: Short Convertible Bond -Noble Group LTD CONY BOND 2 MV 29,500 (750) (750) Remarked. 
tennCredit 

High Grade Credit: Short CDO BESPOKE CORRELA T!Ol'i 2 NIA NIA (5,152) (5,152) This is the total bespoke correlation variance for the Global CDO book of which 33% is 
tennCredit allocated to Asia. UK is responsible for risk management and price testing. Variance ts 

attributable to more volatile market condi:ions. Desk has re-marked and vanance has been 
reduced. 

I 

(9,924) (5,902) (4,022) 

Total Significant Variances (57,710) (36,864) (20,846) 
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PRICING REPORT- coverage 
i ., 

Exposures: MV Coverage Risk Based Coverage 
R 

Government Bonds & Bond Indexed Cash Products MV 19,776,935 100% 
Listed Government Bond Options MV 
Monev market & MM index cash products MV 45,445 100% 
Listed Interest Rate Futures MV 10,872,572 100% 
Listed Interest Rate Ootions MV 101,13~) 97% 
Interest rates PVOI 
Asset Swaps PVOI 
IR ATM volatilitv Vol+ 1% 
IR volatility skew: IR vol correlation Vol+ 1% 
IR volatility skew: vol of vol Vol+ 1% 
IR FX correlation Carrel+ 1% 
IR IR correlation Carrel+ 1% 
OTC Bond Option Price MV 
OTC Bond Option Volatilirv Vol+ 1% 
Inflation Bonds MV 
Inflation Swaps & Options Delta PVOI 
Inflation Option Volatility Vol+ 1% 

8 960 056 
M' 

Corporate Bonds MV 
Corporate Bond Ootions : Price MV 
Corporate Bond Options :Volatility Vol+ 1% 
Warrants MY 
Credit Spreads : Single Name CSOI 
Credit Spreads : Bespoke CSOI 
Index Spreads : Indices INDO! 
Index Spreads : Index Tranches INDO! 
Index Spreads : Bespoke INDO! 
Index Spreads Index Tranches REFOI 
Index ~_reads Bespoke REFOI 
Tranche Spreads : Index Tranches TROI 
Tranche Soreads : Besooke TROI 
Bond collateral : COO SPE transactions MV 
State Guaranteed Corporate Bonds MV 
Recoverv rates Recovery + l% 
Credit volatility Vol+ 1% 
Third party CDOs MV 
Bespoke Correlation Correl + 10% 
ABCDS MV 

Stock & Stock Index Cash Products MV 127,501 95% 
Stock & Stock Index: Listed Futures MV 15,475 100% 
Stock & Stock Index Listed Options MV 41,423 83% 
Stock & Stock Index Volatility Vol+ 1% 
Equity correlation Corrcl+ 10% 
Dividend rates DRho 
Convertible Bonds MV 
Ascots MV 
Equity swaps Pos Delta 

184,399 ,, 
Fund units MV 
Fund volatility Vol+ 1% 
Fund vol of vol Vol+ 1% 
IR Fund NA V correlation Corrcl+ 20% 
Fund vol NA V correlation Correl + 20% 
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MV Coverage Risk Based Coverage MV Coverage Risk Based Cov~~e 

' 
532,454 84% 

6,110 355 100% 

3 ?17 100% 1,956 100% 

26,999 99% 979) \00% 

311 90% 
17,127) 91% 

115 78% 

7,036 100% 
4,260 1,200 

628 98% 

6 649 845 
M 

11,230,604 86% 108,923 97% 

1,275 100% 
10,073 88% 

851 85% 902 100% 
6,703 96% 74 

I 546 97% 
972 100% 

134 99% 
4,023 99% 

39,984 97% 44 63% 

33,796 97% 

2,360 88% 

21 50% 
998,712 77% 1,514,685 R6% 

(7,217 72% 
110,198 87% 

12,349,586 1 623 608 
'jl " -

194,522 68% 1,200,060 72% 

6 100% 

670,623 99% 
7,715 

865,145 ,zo; '75 
1•. 

1,244,808 100% 
6,122 100% 

472 100% 
(4,954 100% 

279 100% 
1,244,808 
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PRICING REPORT- coverage 
?;!*; 

Ex osures: · MV Covera e Risk Based Cove e 

AgencyCMO I bond MY 

1BS bonds I MY L I I I I 8,302,1881 100% 
MV ___ 3,844,455 100% 

Residuals M' 1,~~ 77% 
Servicing right~ MY ,084, )0% 
Whole loans residential MY -13,801,79: 91% 1,468,55: 84% 

I Mortgage volatility MY 664 306 63% 

Whole loans c_Q_gunercial MV 
rMBS 

1 
MY- , , , , , 10.144.926/ 100%/ --~- ~ 218,4231 100% 

Pronertv Oerivatives MY 

l:'vDelta MV 

FXvolatility ·-·----- I --~1% 1,.820 99% 
:x Vol skew I Vol+ 1% 180 98% 

I FX correlation --··r Corr + 10% 
(259) 

ABS bonds 
Loans 3,231 771 79% 
?TincipaL_transactions* l 0,234,926 98% 
/Preferreds I MY-- I I I I I 8,929,2851 18% 
\lttax swaps I PVI 

IMuni bonds I ~ 

Base Metals w Listed Futl,lr~~-~ Options _ MY 
/Base Metals- ore Delta I PVOI 
I Base Metals· OTC Volatility I Vol+ l% 
:'rude Oil - Listed Future~ ~QpJiQQ~ I MV 
CrudeQil- ore Delt"-- I PVI 
Crude Oil- OTC Volatility ~---\/01 + l% 
I Emissions- Listed futures & Options L ___ -~ 
!Emissions- ore Delta f 1'\/QI 
!Emissions- OTC Volatility ----~ Vol+ 1"%-
!Natural Gas- Listed Futures & Option~ _!_~ 
/Natural Gas- ore Delta I nroi 
!Natural Gas -OTC Volatility I Vol+ 1% 
I Power- Lbted Futures & Options I MY 
/Power ,ore Delta __ I PVO 1 
/Power- ore Volatility ~Vol+ I% 
[PreCiOus Metals -Listed Futures & Options I MV 

/Preciousll!{etals- ore Del(a ____ ~ ~- ~----- I _ ____l'YQI 
/PreclQI!s Metals-_Qre Volatility I Vol+ 1% 
[Refined Products - Liste{fFirtUrcs & OptiOOs- --1 MV 
R.efined Products - OTC Delta I PVI 

Refined Products- OTC Y9!~ttl!!Y ____ ~ I __ Vol+ l't!_ 
/Solis- Listed 1'11tures_<!<_Options I MY 
/Soils- ore Delta -] PVt 

Vol+ 1% 
PVI 

~OtnmQ:dity Indices- Volatility I Vol+ 1% 
Correlation MY 

!Overall Totals 

6,749,663 

24 lOOo/c 

OOo/c 

794 100% 

,045 100% 

88% 

394 _100% 

91,893 100% 

(21,097,547) 177,328,801 

* Principal Transactions exposure excludes $4.6 billion of consolidated PTG postions from Real Estate Americas that are subject to Lower of Cost or Market. 
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95% 

385 84% 
63 97% 

132 tOQ_% 
489 92% 

770) _§_1_%_ 

__illdsc 99% 
,766 99% 

_±,8: __22..~ 
576 6~% 

71 00% 

),991 90% 
99% 

1,551 83% 
{548) 55% 

(80,806) _l_'t'o 
(80,806) 

7'1 na."_h?..c;; 

~ ;Y 

(2,222)]_ I 00% 

(34JL 98% 
(938)/ 100% 

)0% 

(29)/ 100% 

(47,907)/ 67% 
174 79% 

12,412) 100% 
,977)1 76% 



t""'('l 

rn~ 
~~ 
~~ 
t:l:iZ 
~::l 0> 
>-lt""" 
:::r:...., 

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

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

0 
~ 

r 
OJ 
m 
~ 
~ 
G) 

:s: 
-.J 
01 
01 
00 
1\.) 
-.J 

PRICING REPORT- projects 
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[JTC sent 
Once PC complete the position integration mto 

will in dude Eagle in the nonnal process. In the interim, will 
to get better position infonnation out of Eagle's portfolio. 
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PRICING REPORT- projects 
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