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~ ~ Executive summary 
I-I 
0 ~ I Complex Derivatives Transaction Review Committee 
zr-
G)-1 
en ~ This committee, consisting of Capital Market Finance, Accounting Policy and Model Validation personnel, was set up in April2005 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: 
-1 

~ ---+ CDO- Lehman is planning to setup Facility Co., a SPV, to buy €2.1 billion of CDO notes: €1.3 billion from Lehman and €0.9 billion 
g from a third party SPV. Facility Co. obtains funding through €0.7 billion of first loss credit enhancement from Lehman and €1.4 billion of 
m loan facility from Lender Co., another SPV. Lender Co. will issue €1.4 billion of convertible debt: 72% to Lehman and 28% to HSH. If 
~ Lender Co. incurs losses, HSH is allowed to write-off 100% of the losses for tax purposes even through it only owns 28% of the SPV. 
~ Since HSH has a corporate tax rate of 28%, it will have a tax benefit of 28% for losses incurred by Lender Co. to fully offset any 

economic losses in its investment in Lender Co. If Lehman can consolidate both Facility Co. and Lender Co., Lehman will only need to 
recognize assets of €0.9 billion for the CDO notes issued by a third party SPV and liabilities of €0.4 billion for the 28% ownership of 
Lender Co. by HSH. The trade will be classified as level 2 under F AS 157 since the CDO portfolio can be benchmarked to CDX and 
iTraxx. The following open items are outstanding: 1) complete the review ofFIN46 analysis, 2) determine whether a funding adjustment 
is required, 3) determine whether a valuation adjustment is required for the potential loss of tax write-offs for losses in Lender Co., and 4) 
determine what is the appropriate regulatory capital charge. 
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---+ Nh to Default (NTD) swaps- NTD swaps are aU referenced to corporate baskets. Lehman has been marking correlations of NTD baskets 
based on equity pair-wise correlations. Currently, the market is trading NTD swaps based on flat correlations. The change from equity 
pair-wise correlations to flat correlations will result in a P/L release of $5 million. Until further research is conducted, NTD swaps will 
remain as level3 under FAS157. 

---+ Prepaid Gas Purchase Agreement- Municipalities can use proceeds from issuing tax-exempt bonds to prepay their purchase of natural 
gas. Lehman underwrote $709 million of municipal bonds issued by the City of Tallahassee (30-yr trade) and the Municipal Gas 
Authority of Georgia (20-yr trade). Under the prepaid gas purchase agreement, the municipalities delivered the net proceeds from the 
bond issuance of $681 million to Lehman. In exchange, Lehman will physically deliver natural gas to the municipalities over the life of 
the trade. Essentially, the desk is paying interest of 7.38% on the cash balance based on the value of the natural gas that wil1 be delivered 
to the municipalities. On the other hand, Treasury is paying the desk LIBOR plus 325 bps on the cash balance. The initial cash balance is 
$681 million and will be amortized down over the life of the trade. The trade is mainly a funding trade and has a Day 1 P/L of $36 
million . 

LEHMAN BROTHERS 3 
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Executive summary 
Valuation adjustments (decreased by $32mm from $3,270mm to $3,238mm, as detailed in section 2) 

Significant changes include: 
-----?Decrease of $145mm of contingent liability adjustments from Securitized Product Americas is due to settlement of claims with Peloton. 

---

-----?Increase of $109mm of counterparty valuation adjustments from Securitized Product Americas is attributable to: 1) increase in MTM on trades 
with ACA and XLCA and 2) increase in percentage of MTM needed to cover counterparty risk on trades with XLCA. 

-----? Decrease of $53mm of counterparty valuation adjustments from Muni Americas is due to change in calculation methodology after discussion 
with Credit Risk. 

-----? Increase of $44mm of prime representation and warranty adjustments from Securitized Product Americas is attributable to higher expectations of 
future losses. 

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 63 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 floors 
-----? Initiated price testing of FX cross volatilities 
-----? Initiated output price testing with Totem on: FX FV A, FX barrier options and digital CMS options 
-----? Initiated futures, ishares and FX forward price testing for hedge fund replication business in IRP 
-----? Initiated price testing of inflation swaps and inflation caps 

The group is currently working on the following improvements: 
-----?Increase brokerage coverage 
-----? Enable full re-pricing of cap I floor 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 $419 million on the aggressive side, ot which Americas is $387 million on the aggressive side (re-marks of -$208 million), 
Europe is $32 million on the aggressive side (re-marks of -$32 million) and Asia has no significant variances. 

----> There are $205 million of aggressive significant variances attributable to Real Estate Americas. These positions has already been re-marked or PCG has 
concluded that these variances are reasonable considering that they are concentrated and/or illiquid. 

I 

---->There are $146 million of aggressive significant variances attributable to Securitized Product Americas. These variances are mainly attributable to whole loan 
and residual positions; the desk has taken markdowns of $78 million and $20 million, respectively. 

---->There are $40 million of aggressive significant variances attributable to High Yield Americas. These variances have been resolved through: 1) re-marking, 2) 
PCG substantiating desk mark through trading activities or broker quotes, 3) PCG performing post monthend testing and variance was within threshold, 4) 
PCG concluding that variance is due to size of position held or 5) PCG concluding that variance was due to lack of liquidity and/or volatile market conditions. 

Re-marked 

Levell 0 

Level2 (119,139) 

Level3 (93,989) 

Consolidated Positions (26,360) 

Total (239,488) 

*Definition of pricing levels: 

Significant Pricing Variance - Global FID 
in $'000 

Resolved 

0 

(91,461) 

(21 ,399) 

(66,805) 

(179,665) 

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 

(210,600) 

(115,388) 

(93,165) 

(419,153) 

Level2: 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 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. 

LEHMAN BROTHERS 5 
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VALUATION ADJUSTMENTS - significant changes 
I 

Current Prior 
Region Product Description Type Month Month Change Conunent 

Americas IRP Deal Specific Model 45,834 32,211 13,623 Increase is due to new trades. 

Americas Muni Counterparty Valuation Adjustments Credit 74,886 127,830 (52,944) Decrease is due to change in methodology for calculating CVA for XLCA and release of CVA for Berkshire 
Hathaway after discussion with Credit Risk. 

Americas Commodity Counterparty Valuation Adjustments Credit 45,700 34,600 ll,IOO Increase is due to increase in MTM of trades. 

Americas Securitized Products AilS Bid 1 Offer Bid/Offer 35,763 25,760 10,003 Established bid I offer adjustments for CDS on ABS. In the past, the bid f offer adiustments were embedded in !he 
marks. 

Americas Securitized Products Counterparty Valuation Adjustments Credit 1,456,747 1,347,790 108,957 Increase is mainly attributable to: I) increase in MTM on trades with ACA and XLCA and 2) increase 
of MTM needed to cover counterparty risk on trades with XLCA. 

Americas Securitized Products Contingent Liabilities Contingent 0 144,529 (144,529) Release of valuation adiustments due to settlement of claims with Peloton. 
Liabilities 

Americas Securitized Products Prime -Reps and Warranties Contingent 187,479 143,419 44,060 Increase is attributable to hi£ber exnectations of future losses. 
Liabilities 

Europe CDO Contingent Liabilities Contingent 1!4,452 101,625 12,827 Increase is mainlv attributable to new deals. 
Liabilities 

Europe coo Model Calibration Model (15,033) (4,206) (10,827) Due to market value from base correlation model does not reflect market value. Valuation 
skews on CDX and LCDX. Valuation 

reduced thls month to true-up the value of non-super senior !ranches. 

Europe coo Model Fit Model 30,105 19,748 10,357 Due to market volatility, model value from base correlation model does not reflect market value. Valuation 
adjustment needed to properly reflect !he implied correlation skews on CDX and LCDX. Valuation 
increased this month to true-up the value of super senior tranche. 

Europe coo P&L Pending Deal Review Valuation 23,358 47,842 (24,484) Decrease is attributable to completion of deal reviews. 

Europe CDO Parameter Uncertainty Liquidity 86,793 146,415 (59 ,622) Reduction of liquidity adjustments for NTD correlation exposures due to: l) change from equity pair-wise 
correlations to flat correlations and 2) transfer of remaining NTD correlation adjustments from liquidity to bid/ offer. 

Subtotal 2,086,084 2,167,563 

Remaining Valuation Adjustments 1,151,753 1,102,371 49,382 

Total Valuation AdjustDJents 3,237,837 3,269,934 {32,697) 

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 • I I I 
I I I I I 
I I I I I 
I I I I I 
I I I I I 
I I I I I 

Liquid Market Prop 7,757 852: 7,286: I (381)1 I 
- I - I 

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

Interest Rate Products 485,837 205,124 ! 76,271 ! I 
32,685 ! 12,554 i - I 

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

Foreign Exchange 42,781 
I I I I 

12,650 : 18,402 - I - I I 
- I 

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

High Grade Credit 55,223 1,482 ! 44,663 3,577! 2,641 : 
I 

1,345: 
I 

I I I I 
I I I I 
I I I I l 

CDO 504,769 
I 

56,766 l 
I 

110,883 : 
I 

145,996 l 
I 

99,905 l 
I 

40,593 l 
I I I I I 
I I I I I 
I I I I I 
I I I I I 

High Yield 58,757 I 51,934: 1,000 l I I 
- I - I - I 

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

Real Estate 63 
I I I I I 

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

Munis 95,262 950: 8,669: I I 75,597: - I - I 
I I I I I 
I I I I I 
I I I I I 
I I I I I 

Securitized Products 1,808,140 I 
54,165 ! 271,338 : 730: 1,466,132 ! - I 

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

Commodities Trading 151,383 18,935 : 57,564: I 5,4841 45,700: - I 
I I I I I 
I I I I I 
I I I I I 
I I I I I 

FID Corporate 27,865 5241 21,151 ! I 
1,440! • - I - I 

I I I 
I I I I I 

~ l I : I 

Total FID Valuation Adjustments 3,237,837 297,283! 450,988! 421,911 i 142,504 i 1,641,921 i 

LEHMAN BROTHERS 8 
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Early 

Expense Termination Valuation 
I I 
I I 
I I 
I I 
I I 
I I 
I I 

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

111,941 ! 47,262 - I 
I 
I I 
I I 
I I 
I I 

- I 3,573 : 8,156 I 
I I 
I I 
I I 
I I 

1,515 : I 
- I -

I I 
I I 
I I 
I 
I 

21,602: 3,927 25,097 
I 
I 
I 
I 

1,589 I 4,234 -
I 
I 
I 
I 

63: -J - I 
I I 
I I 
I I 
I I 
I I 
I I 10,046 - I - I 
I I 
I I 
I I 
I I 

15,775 i I 
- I -

I 
I I 
I I 
I I 
I I 
I - : 23,700 - I 
I I 
I I 
I I 
I I 
I 

4,750! - I -
I 
I I 

l I 

40,544 i 124,191 i 118,495 
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VALUATION ADJUSTMENTS matrix z- -Regional ::z:c 
0~ 
I-I Contingent Early I c-
-~ America Total Model Bid/Offer Liabilities Liquidity Credit Expense Tern:Iination Valuation zr-
G)-I 
en;::o Liquid Markets Prop 5,953 5,953 
-m Interest Rate Products 102,952 73,671 13,307 8,920 7,054 
z~ Foreign Exchange 24,257 10,318 11,868 2,071 0-t ·s: High Grade Credit 36,654 542 32,405 2,641 932 134 

m CDO 69,232 10,698 3,880 9,723 23,794 21 '137 

z High Yield 45,037 44,037 1,000 
-1 Munis 95,262 950 8,669 75,597 10,046 

:::0 Securitized Products 1,779,081 - 51,359 251,457 - 1,466,132 10,133 
m Commodities Trading 103,800 1,700 32,700 45,700 23,700 
0 
c: FI D Corporate 6,205 6,205 

m en Total America 2,268,433 I 97,879 210,383 262,180 11,561 1,619,209 31,404 2,071 33,746 
-1 
m 
c Europe 

Capital Mkts Fund JV 108,440 8,404 3,939 - - 96,097 
Liquid Markets Prop 2,185 852 1,333 

Interest Rate Products 226,981 110,032 43,121 17,161 500 15,844 40,323 
Foreign Exchange 957 (13,600) 4,899 1,502 8,156 
Commodities Trading 45,199 15,867 23,848 5,484 
High Grade Credit 12,240 8,663 3,577 
High Yield Credit 8,440 6,078 2,362 

CDO 434,904 46,068 106,961 136,273 99,905 16,799 3,927 24,971 
Securitized Products 23,417 2,806 19,881 730 
FID Corporate 16,843 524 11,569 - - 4,750 

Total Europe 879,606 I 168,147 213,217 159,731 123,280 17,299 - 122,120 75,812 

Asia 
Liquid Markets Prop (381) (381) 
Interest Rate Products 47,464 13,017 15,904 6,604 5,000 6,939 
High Grade Credit 6,329 940 3,595 413 1,381 

CDO 633 42 465 126 
Foreign Exchange 17,567 15,932 1,635 

High Yield Credit 5,280 1,819 1,589 1,872 
Real Estate 63 63 

r- Securitized Products 5,642 5,642 
OJ Commodities Trading 2,384 1,368 1,016 ::I: 
I - FJD Corporate 4,817 3,377 1,440 

en 
m Total Asia 
() 

89,798 1 31,257 27,388 - 7,663 5,413 9,140 - 8,937 

0 
Global Total 3,237,837 297,283 450,988 421,911 142,504 1,641,921 40,544 124,191 118,495 ...... 
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- - - - -- ---- - --- - - - - -
VALUATION ADJUSTMENTS Americas 

Total I Model 

27,837 27,837 
7,054 I I I 7,054 
7,165 7,165 
6,142 6,142 

45,834 45,834 

:::~~ 6,790 I I I J I I 2,071 

1,171 1,171 

2,357 2,357 

2,527 2,527 

8,820 554 8,266 

2,775 2,641 134 

932 932 

69,232 10,698 3,880 9,723 0 23,794 21,137 0 0 

21,137 21,137 

9,723 9,723 

23,794 I I 23,794 

140 140 

3,740 3,740 

- J 
10,698 !0,698 
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VALUATION ADJUSTMENTS- Americas 
- Valuation 

LEHMAN BROTHERS - - - - -

74,886 
9,077 

8,669 
254 
969 
711 

2.402 

() 

2,337 
35.763 

1,456,747 

17.(142 
28.890 
11,864 
2,585 
7,490 

58 
() 

296 
1,568 
8,338 
7,258 

187,479 

-

1,981 
4,483 

-

254 

-

8,669 

35,763 

8,338 
7,258 

11 -

I I I 74,886 

I I I 7tl 

2,402 

2,3371 I 1,456,747 

17,042 
28,890 
11,864. 

. . 
0 

296 
1,568 

187,479 
1,981 

4,483 

- - - -

I I I 9,077 

I I I 969 

I 0 

2,585 
7,490 

58 . 

- - - - -
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VALUATION ADJUSTMENTS- Europe 

-Valuation 

LEHMAN BROTHERS 

15,844 

500 
40,101 

4,046 
12,153 
2,285 

35,454 
39,871 
16,223 
17,161 

222 
328 

21,82! 

114,452 

16,799 

2,033 

30,157 

427 

(15,033 

30,105 

839 

3,500 

86,793 

23,358 

4,046 
12,153 
2,285 

35,454 
39,871 
16,223 

3,464 
12,403 

30,157 

(15,033) 

30,105 

839 

I I 

J 
328 

:3,848 

3,524 
19,193 

I ,131 

I I 

12 

I 

I 

0 

o I 

21,821 

114,452 

I 

17,161 

o I 

86,793 

13,112 

- - - - - -

15,844 

500 
40,101 

222 

0 

16,799 

2.033 

427 

3,500 

23,358 
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VALUATION ADJUSTMENTS- Europe 
Total I Model I Bid/Offer 

(High Yield I 

1,830 
1,312 

1,347 
2,901 
1,050 

4,534 
(13,600) 

1,502 

0 

8,156 

LEHMAN BROTHERS 13 

1,830 

1,347 

2,901 

4,534 

I I 

I I 

I I I 

I I I 

1,502 

I 

I 

1,312 

1,050 

0 
8,156 

---~-~-----~-------
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- -----------
VALUATION ADJUSTMENTS- Asia 
Asia - Valuation Adjs Total 

LEHMAN BROTHERS 

15,904 

13,0171 

6,604 

5,000 

4,362 

2,577 

3,595 

940 

0 

413 

693 

465 

42 

15,932 

Model Bid/Offer Liquidity 

13,0!7 

6,604 

3,595 

940 

42 

15,932 

14 

-- -
Credit Expense 

5,000 

413 

693 

465 

---. . 

Termination I Valuation 

0 

4,362 

2,577 

-
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VALUATION ADJUSTMENTS- Asia 
contingent 

Asia - Valuation Adjs Total Model Bid/Offer Liabilities Liquidity Credit 

0 1,819 0 0 0 
1,589 

1,819 1,819 
1,872 

63 0 0 0 0 0 
63 

0 0 0 0 0 

I t,0161 0 I 0 I 0 I 
1,368 

0 I 3,3771 
41 0 I '·~I 0 I 

1,440 

l ] 3,3361 I I I 

g g I 3,336 

I FID ASIA TOTAL VALUATION I 89,7981 31,2571 27,3881 o I 7,6631 5,4131 

LEHMAN BROTHERS 15 - - - - .. - - - - .. - - -

I 
Early 

Expense Termination Valuation 

1,589 0 1 
1,589 

1,872 

63 0 0 
63 

5,642 0 0 
3,553 
2,089 

0 I 0 I 0 

0 I 0 I 0 

9~140 I o I 8,937 

- - .. - -
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-------------------
VALUATION ADJUSTMENTS- monthly changes 

I 
Contingent Early 

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

Liquid Market Prop (147) 236: (2)l 
I 

(381)! 
I I I 

• I - I - I - I -I I I I I 
I I I I I I I 
I I I I I I I 
I I I I I I I 
I I I I I • I 

Interest Rate Products 14,312 5,749: 4,561 : I (485)l (1,642)l I 31 : 6,098 - I - I 
I I I I I I I 
I I I I I I I 
I I I I I I I 
I I I I I I I 

Foreign Exchange 9,816 10,105 ! ( 1,291)! 
I I I I 

327: 675 - I - I - I - I 
I I I I I 

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

High Grade Credit (10,013) (18): (8,826)l I (1,209); I (l5)l 55: - I - I -
I I I I I I 
I I I I I I 
I I I I I I 
I I I I I I 

I CDO (54,430) (2,618)! 8,460 15,176 ! (58,560)! 5,945! 2,396! (405)! (24,824)1 
I I I I I I I 
I I I I I I I I I I I I I I 

High Yield 
I I I I I I 

(44)1 (7,226) I (7,042) I I I (140)1 I 
- I - I - I - I - I 

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

I I I I I I I ! 
I I I I I I I 

Real Estate I I I I I I I - - I - I - I - I - I - I - I -
I I I I I I I 
I I I I I I I 
I I I I I I I 
I I I I I I I 

Munis (45,131) (40)l 
I I I I I I 

1,455 : - I - I (52,944); - I - I 6,3981 I I I I 
I I I I I I I I I I I I I I I 
I I I I I I I I 
I I I I I I I 

Securitized Products 29,631 I 19,417 l (100,508)1 730 l 108,957 l 1,035: I 
- I - I -

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

Commodities Trading 28,993 2,341 ! I I I I I I 

14,953: - I (3,601): 11,100 : - I - I 4,200 I I I 
I I I I I I I 
I I I I f I I 
I I I I I I I 
I I I I I I I 

FID Corporate 2,098 I 693 I I 1,440 : I I (35)l - I - I - I - I -
I I I I I I I 
I I I I I I I 
I ~ I I I I ! 

Total FID Adjustments • • . • I • • 
(32,097) 15,755! 32,378 i (85,332)1 (62,066)1 71,416 I 3,276 ! (27)i (7,497) 

LEHMAN BROTHERS 16 
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VALUATION ADJUSTMENTS -monthly changes z-
::z:c 
0~ 
I-I America Total Model Bid/Offer Liabilities Liquidity Credit Expense Termination Valuati6 c-
-~ Liquid Markets Prop (2) (2) zr- Interest Rate Products 9,578 9,878 1,651 (309) (1,642) G)-I 
en;::o Foreign Exchange (l ,815) (1,341) (904) 430 

-m High Grade Credit (10,871) (18) (9,644) (1 ,209) 
z~ CDO 8,352 (39) (125) 6,120 2,396 
0-t High Yield Credit (6,935) (6,935) ·s: 

m Real Estate 

z Munis (45.131 )I (40) 1,455 (52,944) 6,398 
-1 Securitized Products 23,625 16,611 (102, 199) - 108,957 256 

:::0 Commodities Trading 22,900 7,600 11,100 4,200 
m FID Corporate 
0 
c: 

Total America (299)1 8,440 9,707 (102,199) (1,518) 71,591 2,652 430 10,598 m en 
-1 Europe m 
c Capital Mkts Fund JV (3,106) (1,114) (2,557) - - - 565 

Liquid Markets Prop 236 236 
Interest Rate Products 9,981 (1,456) 7,000 (1,181) (534) 6,152 
Foreign Exchange 11,594 11,350 (328) - (103) 675 
Commodities Trading 6,093 2,341 7,353 (3,601) 
High Grade Credit 1,658 1,658 
High Yield Credit (46) (46) 
CDO (62,782) (2,579) 8,585 15,176 (58,560) (175) (405) (24,824) 
Securitized Products 5,227 2,806 1,691 730 
FID Corporate 658 693 (35) 

Total Europe (30,487) 8,778 25,164 16,867 (62,612) (175) - (512) (17,997) 

Asia 
Liquid Markets Prop (381)1 - (381) 
Interest Rate Products (2,141) (1 ,559) (1 ,533) 1,005 - - (54) 
High Grade Credit (800) (840) - - (15) 55 
CDO 
Foreign Exchange 

371 96 (59) 
High Yield Credit (245) (61) (140) - (44) 
Real Estate 

r- Securitized Products 779 I - 779 
OJ Commodities Trading 
::I: FID Corporate 1,440 I 1,440 
I en 

Total Asia m (1,311)1 (1,463) (2,493) - 2,064 - 624 55 (98) 
() 
0 Global Total (32,097) 15,755 32,378 (85,332) (62,066) 71,416 3,276 (27) (7,497) ...... 
CD 
.j:::o. 
0 
I LEHMAN BROTHERS 17 1\) 
(1'1 
(1'1 
.j:::o. - - - - - - - - - - .. - - .. - .. - - -(..,) 
1\) 
0 
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PRICING REPORT- explanation of significant variances 

MY 2(X),000 2,750 

I 
MY 112,000 L 

2 r MY 52,250 ([,448) 

MY 48.500 1,393 

MY 9!500 (1,390) 

MY [57.()4() 1.347 

MY 44,760 

MY 118.525 !.259 

MY 614.375 (1,133) 

(l,R94) 

MY 28,175 513 Actual variance is LB%. 

615 

151J !3) 

2 PYOJ 408 1.103 

PYOJ 

PY01 375 (916) 

2 PYOI 282 (899) 

(857) 

PY01 I 2,609 851 851 is due to siT£ of position held. Actual variance is 0.3 bp. 

LEHMAN BROTHERS 19 .. - - - - --- '- - - ~- - - - .. .. -
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PRICING REPORT- explanation of significant variances 

MY I 129.600 (4.536) (4,536) I !This variance is mostlv offset bv variances from other HD Suoolv credit facilities. Desk 

MY 1 76.&00 (2.688) (2.688) I !This variance is mostly offset bv variances from other HD Suvvlv credit facilities. Desk 

MY I 50.164 (1.756) (L756) 1 1This variance is mostly offset by variances from other HD Supply credit facilities. Desk 
remarked post month end. 

MY 40,076 (1.403) (1.403) I 1This variance is mostlv offset by variances from other HD Suoolv credit facilities. Desk 

MV 15!.16[ 3.150 3.150 Variance is due to size of position held. Actual variance is 2.1 %. 

2 MY 89.799 1.871 1.871 Variance is due to size of position held. Actual variance is 2.1%. 

MY 60.000 1.420 1.420 Variance is due to size ofoosition held. Actual 

MV 202.942 (5.526) (5.526) Variance is due to size of position held. Actual variance is 2.7%. 

MY 129.000 (2.910) (2,910) Variance is due to si1.e of position held. Actual variance is 2.3%. 

PVOI 65 (8.612) (8,612) 

PVOl &2 (6.366) (6.366) 

2 PV()J 77 (4.909) (4.909) PCG is in discussion with desk regarding this variance. PCG will follow-up if variance 
persists. Totem price may not be relial!le as there were only 3 contributors 

PVOI 259 (1.866) (l.S66) Tenet Healthcare is a volatile name trading at wide soreads. Desk marked 

2 PVOt 263 (1.865) (1.865) 

PVOl 198 (1.826) 

PVOI 668 (9,762) 

_I 
2.149 2,149 V ariaoce is due to size of position held. Actual variance is 1.5 bps. 

2 PVOl I 124 I (2.091) 

PVOl 726 (2.077) (2.077) TVar[aoce is due to size of position held. Actual variance is 2.9 bps. 

2 PVOI 800 (1.163) (1.163) 

PVOl 649 (989) (989) 

LEHMAN BROTHERS 20 
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PRICING REPORT- explanation of significant variances 

MV 

MV I 2&,275 I 
MV I 20,000 I 

MV I 7.200 I 
MV 

MV 

MV 

I 
MV l 34.598 

MV I 101.379 

MV J6.o42 

MV 17.315 

MV 1.339 

of Becker; Minnesota MV 58,297 

20,604 

2 MV 14,619 

20,700 

24,600 

MV 12,476 

8.880 

LEHMAN BROTHERS 
, .. .. - .. .._ - - .. 

632 

735 

1,086 

(501) 

(878) 

(690) 

(594) 

(539) 

(513) 

5()} 

608 

1295 

!,590 

21 .. -

632 

735 

1,086 

(608) 

(501) 

(878) 

(690) 

(542) 

1.295 

1,590 

918 

is an illiquid I'RN position and desk has marked cOIL.'>crvatively to external price. 

price_ 

$5mm notional Hillsborough County position is part of the total 
foutstanding of $8mm bonds related to a maintenance facility which lhe lease has already heen 

oy t!w courts. This is a work-otli situation and the desk has marked !be position to 25 
PC agrees. with desk valuation. 

This is an illiquid FRN position. Ac'lual 

no recent prior trading activity, This is an illiquid position and desk has 
externai price. 

st.,Tiicc prices these honds to maturity. £-font office marks to 
pricing methodology is consiste-nt with "price-to~worst" convention practiced in 

jPeralta pnvate pla(..'Cment and re~structuring bonds are not rated and not quoted by a Vrnker. 
alternative valuation procedures hy marking it to the level where taxable 

uedit are traded (lihor + HXlbps) . 

-..., - -.. '- .. - -
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PRICING REPORT - explanation of significant variances 

MV 144.408 (3,1!6!) (3,()61) 

MV 

MV 

MV (6,207) (6,207) 

MV 17,182 (31,9(18) 

MV 33.!80 

2 MV 27$73 (8251) 

(16,7:18) 

c MV 3434! (26,36i)) (26360) 

MV 17,691 (12,834) (12,834) 

LEHMAN BROTHERS 22 
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PRICING REPORT- explanation of significant variances 
I 

Europe 
IRP Derivatives Inflation delta 2 PVOl 5,213 (6,733) (6,733) Remarked. 

IRP Derivatives FX vols (ATM) 2 Vol+l% 7f!J (1,127) (1,127) Remarked. 

I 
Real Estate CMBSWinXII 2 MV 484.375 (16,000) (16,000) Remarked. 

I 
I 

i 
Real Estate CMBSWinXlV 2 MV 1,078,125 (8,000) (8,000) Remarked. 

I 

Total Significant Variances (419,153) (239,488) (179,665) 

LEHMAN BROTHERS 23 - ...... --~--- .... -- ...... , .... - .. 
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PRICING REPORT - coverage 

" 
Exposures~ MV Coverage Risk Based Coverage 

Government Bonds & Bond Indexed Cash Products MV 13.741,806) 99% 
Listed Government Bond Dvtion::. MV (3,9l0) 100% 
Money market & MM index cash products MV 27,681 100'7< 
I ~istcd Interest Rate Futures MV 16.00~.042 ((j{J'k 

Listed Interest Rate Options MV 263,209 100% 
Interest rates PVO! 
Asset Swaps PVO! 
IR ATM volatility Vol+ l'if 
IR volatility skew: IR vol correlation Vol+i 1){ 

IR volatility skew: vol of vol Vol+I% 
IR FX correlation Corrd + l~'ft 
IR IR correlation Carrel+ tck 
OTC Bond Op!lon Price MV 
OTC Bond Option Vo1ati!ify_ Vo( + lr.k-
Inflation Bonds MV 
Inflation Swavs & Options Delta PV01 
Inflation Option Volatility Vol+ 1% 

2,553,216 
! 

Corporate Bonds MV 
Corporate Bond Options : Price MV 
Corporate Bond Options; Volatility Vol+ 1% 
Warrants MV 
Credit Spreads : Single Name CSOi 
Credit Spreads : Be.svoke CSOl 
Index Spreads Indices INDO! 
Index Spreads : Index Tranches INDO! 
Index Spreads : Bespoke INDO! 
Index Spreads Index Tranches REFOl 
Index ~cads Besooke REFOl 
Tranche Spreads : Index Tranchcs TROl 
Tranche Spreads; Bespoke TROI 
Bond collateral : CDO SPE transactions MV 
State Guaranteed Corporate Bonds MV 
Rccovc_Qr rates Rec:overv + t (~ 
Credit volatility Vol+ 1% 
Third party CDOs MY 
Dc~29ke Correlation Carrel+ iO'?i 
ABCDS MY 

' 
Stock & Stock fndcx Cash Product& MY 756,855) 92% 
Stock & Stock Index Listed Futures MV (459,475) JOO% 
Stock & Stock Index Listed Options MY 18,335 !0% 

Stock & Stock Index Volatili!y_ Vol+ t~, 
Equity correlation Corrcl+ 10% 
Dividend rates DRho 
Convertible Bonds MV 
Ascots: MV 
Equity swaps Pos Delta 

11979'16 

Fund units MV 
Fund volmilitv Vol+ 1% 
Fund vol of vol Vol+!% 
IR Pund NAV correlation Corrcl + 20% 
fund vol NA V correlation Correl + 20% 
Fund options Delta+/-5% 

LEHMAN BROTHERS 24 

.. - .... -·- - - -
~· .. % ~ 

MV Coverage RhkBascd Coverage MV Coverage Risk Bused Cov~~~~ . .. . 
402.571 94(}( 

3.158306 100';1 

4.113 100'if 1.817 100% 

21.878 53% 866 100'K 
(3,202) 
(4,177) 62% 

11,165 lOO'ft, 
9,257 100'% 

2.513 99% 

3.572 043 

7,239,403 85%, 296,815 62<'k 

4,541 Wfr 
830 

12,2&9 70% 998 100'Jf 

(6.468) 9Yk' 
0 97<Ji, 
2 99% 

3,()63) 98Df 
11,407 99(10 

!17 987£ 
123 98'% 

4,860 97'% 
96 96% 

744,393 98'if, 225,925 91% 

3,989,476 997< 
3995150 522740 

172,037 88%-· 1 ,435,{)93 64':<' 

1 100'7c 

618,66! 75% 

790698 1435093 

177,272 !00% 
3.206) 100% 

190) 100% 
(2,677) IOO'if, 

796 10()% 
2,423 !0()% 

177;1]2 
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PRICING REPORT- coverage 
~" ~ ~ 

Exoosures; MV Coverage Risk Based Coverage MV Coverage Risk Based Covcr.a:tc t MV 

Agenc~ CMO I bond MV 10,086,285 ]()()% 

MBSbonds MV 6,568,967 100% 568,546 
Pass-throughs MV 390,()()6 100% 
Residuals MV 1,580,!95 
Servicing rights MV 1,678,411 !()()')( 

Whole. loans residential MY 4,590,799 lOO'if· 3,284,624 
Mortgage volatility MV 621,901 65% 

23936,369 5 433.364 

Whole loans commercial MY 15,362,715 !()()% 3,112,513 
CMBS MV 17593,791 99% 246,639 
Pr~y_ l)erivative& MY 

32 956,507 3,359,152 
~ 

!'X Delta MV (278,282) 100% (503,863) 100% 
~X volatility Vol+ 1% 9,827 98% 
I;X Vol skew Vol+ l'k 6465 99% 
FX I FX correlation Corr+ !0% 

278,282) (503,863 

ABS bonds MV 12,149,047 98% 4,138,885 
Loans MV 54,296,541 87% 4.054,849 
Principal transactions* MV to,058,976 
Preferreds MV 713,186 11(}[, 

Alttax swaps PVOI 
Muni bonds MV 8,286,296 98'7< 

75,445 069 18.252 710 

Base Metals- Listed Futures & Options MV 
Base Metals- OTC Delta PVO! 82 100%< 120 00% 
Base Metals- OTC Volatility Vol+l~ 388 00% 
Coal- OTC Delta PVO! 10 100% 
Crude Oil - OTC Delta PVOl 2,520 99% (1,659) 97% 
Crude Oil- OTC Volatility Vol+l%-- 1,826 !00% 
Emission.~- Listed Futures & Options MV 
Emissions - OTC Delta PVO! (382) lOOo/c 135 JOOo/c 
Emissions- OTC VolatilitY Vol+ l% 4 377r 
Natural Gas- Listed Futures & Options MV 
Natural Gas - OTC Delta PVOl 14,664 JO(j<ft (20.819 100% 
Natural Gas- OTC Volatility Vol+ 1% 6Jt2& l00')f, 
Power - Listed Futures & Options. MV 
Power - OTC Delta PVOI 306 100% 1,458 9&% 
Power- OTC Volatili(y Vol+ 1% 901) 74% 
Precious Metals- I .isted Futures & Options. MV 
Precious Metals - OTC Delta PVOI 235 lOO"i<o !44 99% 
Precious Metals- OTC Volatility Vol+!% 
Refined Products- Listed Httures & Options MV 
Refined Products- OTC Delta PVOl 
Refined Products- OTC Volatility Vol+!% 
Softs - Listed Futures & Options MV 
Softs- OTC Delta PVOI 93,043 97% 41,408 95% 
Softs- OTC Volatility Vol+ 1% 269 72% 
Commoditv Indices - Delta PVOI 435 75% 
Commodity Indices- Volatility Vol+!% 513 92% 
Commodity Correlation MV 

Overall Totals 1,076,939 140,369,244 29,003,060 

* Principal Transactions exposure excludes $4.6 billion of consolidated PTG postions from Real Estate Americas that are subject to Lower of Cost or MarkeL 
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" Coverage Risk Based Cove•e 

100%, 

631ft 

89% 

HXl% 
100% 

90%, 
84% 
94% 

1,991 100'7< 

~ 

17 100% 
(419) JOO% 

1,497 !OO'lc 

265 99'/i 

{1!1,377) 91% 
9 8Fk 

736 86% 
312 40'/i 

- - - -
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