
( 

William 
Schllch/NewYortUAUDITIEYl 
LPIUS 

To Hillary D. Hensen!NewYork/AUDIT/EYLLPJl.JS 

cc 
0710212008 02:46 PM 

Subject Fw: Second request balance stleet substantiation 

..... ·~ ..... ~·. _ ........... - ...... --·-·--

Ernst & Young® 
Ernst & Young LLP 
WIIIJ.m J. Schild\ I Partner· Americas Banking & Capital Mart.eta Leader I Financial SeMce& 
~ ::: ~ ~ ~ ~ - - - - - - - - - - --~- --~-_-, 
I ~Redacted~ 

I_-=-_-~_-- - - - - - - - - - - - ~ =-----= =--~ 
Thank you tor oons.lderlng tile environmental tmpaa or prtnllng emaJis. 

- ~orwarded by William Schllch!NewYork/AUOITIEYLLPIIJS on 07/0212008 02:48 PM-

RRudotkw, Beth" 
<bnidofk~man.eom> 

0610512008 11:47 AM 
To <wflllam.schlich@ey.com> 

cc 

Subject FW: Second request balance sheet wbstantlstlOn 

> 
> ~f-ro_m __ :----------~L-e-e-.~Ma~t~t~h-e~w--------..... -----
> Sent: Wednesday, May 21, 2008 8:51 PM 
> To: Polizzotto, Joe: Rudofker, Beth 
> Cc: Kelly, Martin 
> Subject: Second request: balance sheet substantiation 
> 
> Joe/Seth 
> 
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> Attached are two zipped files, whose contents describe the status of 
> the Firm's balance sheet substantiation over the past three quarters 
> (with details of the most recent quarter) of the 1000+ legal entities 
> the Firm consolidates globally. Please note that the results are 
> directional, i.e. they are not misleading but they are not completely 
> perfect either for reasons that I can explain in person (because it 
>will require too long and convoluted an e-mail to explain). I suggest 
> you take a look at the attachments and if you are interested enough, 
> please convene another meeting and I will walk you through the 
> schedules. 
> 
> Our Mumbai India team are responsible for approximately 320 of these 
> entities and, in addition, also substantiate many accounts of the 
> Firm's larger legal entities such as LSI, LBIE and LBSF. 
> 
> Again, I remind you that the main reason for the backlog is lack of 
> global resources,. especially Product Control. In addition, the 
> results say nothing of the qualitative aspects of what is deemed 
> substantiated. 
> 
> "Substantiation" is a sUbjective term used to describe an analysis of 
> a balance sheet account such that the analyzer appears to understand 
> the assets or liabilities represented within a USD equivalent account 
> balance. 
> 
> "Exception" means that the person substantiating an account admits 
> there is a quantifiable problem of some kind (not necessarily a 
> concern, but could be) and has an action plan to resolve it. 
> 
> "Unsubstantiated" means that the balance sheet account has just not 
> been analyzed for whatever reason. It does not mean the account is 
> bad but it could be bad or partially bad, we just do not know. 
> 
> In contrast to the previous e-mail I sent you, rather than 
> insufficient system resources, it is insufficient people resources 
> that are the primary cause of accounts not being fully substantiated 
> without exception. That does not mean systems are not relevant here. 
> The fact that the firm does not fully know which Businesses own each 
> and every asset and liability recorded in the balance sheet (including 
>truly Corporate type assets and liabilities), is a huge cause of 
> inefficiency and related costs. Until the Firm can fully manage its 
> balance sheet as well as it does manage actual net revenues, i.e, by 
> Business, there will always be potential opportunity cost lost. We 
> need a concerted global effort to make sure that all assets and 
> liabilities of the Firm are tagged to a Business ON THE same GENERAL 
> LEDGER that is used for Public Financial Statements. Currently, the 
> Business management of the Firm think they are managing all their 
> assets, but that is a slightly, and arguably materially, different 
> deck of cards from what the Public know, which links back to my 
> previous e-mail. The reason it is a different deck of cards is that 
> the Businesses daily balance sheet is prepared not from the General 
> Ledger but from a disparate system (GFS plus material manual 
> adjustments) and that brings us to the needed implementation of the 
> Finance global systems architecture that we discussed this morning. 
> 
> 
> 
> <<Ql-2008.zip>> 
> 
> Best regards 
> Matthew 
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.... ------.. 

( 

------------
"Bopp Flynn, Kathy" 
<kflynnGfehman.com> 

06/12/2008 08:55AM 

To "Kelty, Martin" <maltln.kelly@lehman.com>, "Chlu, Liliana• 
<UIIana.chlu@lehman.com>, <hlllary.hansenCey.com>, 
<'MIIiam.schllch@ey.com> 

cc "Rudofker, Beth" <brudofke@lehman.com>, "Tran, Michael" 
<mlchael.tran@lehman.com>, "Tringali, James• 
<jtrlngal@lehman.com> 

Subje<:t Prograaa of Balance Sheet Review 

Wanted to give you an update on the progress that has been made in 
reviewing items marked as "unsubstantiated" as of February 2009 Balance 
Sheet. As of yesterday, documentation has been obtained or is in the 
process of being obtained for approximately 4.5 billion net or 16.3 
billion absolute value of items. We are currently mappin9 the remaining 
balance of 250 million net or 5.2 billion absolute value to the balance 
sheet accounts. Once we are complete, we will coordinate with financial 
control for next steps. (Liliana-- Mike and I will set up a meeting 
with you) 

The attached spreadsheet contains more detail, look at the tabs marked, 
Status Summary and Status Details. 

<<audit status 6-12 Top 20 Lists - SUPPORT DETAIL.xls>> 

To date we have not focused our efforts on the items marked as 
"exceptions", there is probably some work that needs to be done for this 
category as well. 

Kathy 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 
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IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii} promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

~ 
aUdl .tatue e..12 Top 20 L.ilta • SUPPORT OfTAL.xll 
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This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised'that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (iil promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

~ 
Q1-2008.Zip 
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·/ 

.=inane;; Organization Charts 

Below is the baslc structure of the OfiiC8 of the Chief Financial Officer. To view the 
corresponding organiZational cnart, dicit oo the related links. 

Chief Flnenc:lal Officer - Cttrtatoph« O'Meara 

Gl*llnfrastru~rt Control!« ·John Ambrose 
• Cclporate • Mona Adler 
·Accounting ServiceS· John Tuosto 
• Support & Control/Real Estats Controller • Robert Wharam 
• IT CQntrollef • Mike McBOd& 
• CIO/Speclal Projects • TBD 

Global lnv"tor RelatiON • Shaun Butler 
• Investor Relations • Ellul>eth Besen 
• Investor Relations • Mirey Nadler 

Mong~ Capital CFO • DWI Colao· 
• MCD Controller • Lonnie RothbOrt 
• CFO US Reaidenlial • John Skoba 
• CFO • SBF • Ronald Warwick 
• CFO • Capital Crosalng • Nancy Coyle 
• CFO • Campus Door • lwJy Folmer 

G~ Dlr.ctor of Tu • John DeRO*• 
• Alnericat Tax· Anthony Taranto 
• Europe Tax • Antony Rush 
• Asia Tax· Malcolm Lawes 

f=lnlncial Controller- Edward Gri.t) 
( . Financial Management - Robert A:zera 
• · • IMO Controller • Stephania Dolan 

• Comp/GTSIGPS CQntroller- Jame$ Emmert 
• Legal Entity Controller -Matthew Lee 
• A.salatant Controller- Stephen Rossi 
• Accounting Polley- Marie $tewer1 

Capital Maritets Controller - Gerry Reilly 
• lBO Controller • Gary Fox 
• FlO Controller· TBO 
• Equities CQntroller- Jon Noave 
• Organizational Strategy & Projects • TBO 
• MCO Controller • Lonnie Rothbart 
• capital Mai'Xeta!MIS - Lan Sclcutella 

Glob_. TrtUu,....- Paolo 1onucd 
• Financial Planning & Analysis • Ali Axelrod 
• Global Netwoi'X Management • Janet Bitney 
• Lehman Bn:ltheB CQmmerclal Bank • Julie &lyle 
• GlObal Ctedltor Relatlont- Jennifer Fltt.glbbon 
• Global Cash & Collateral Management - Daniel Fleming 
• GlObal Tr&asury Controller· Kristine Smith 
• Global Head of ALM - NahUI Younls 

Chief Administrative Offl~r • Ertk Umlauf 
• Global Systems & Projects • Renaud Fournier 
• Product Control Systems • Mark Lee 
• India MigratiOn • Chartes Sims 
• Lehman India • lain McCoo 

sla CFO- Enneo Corullnl 
Asia Capital Marilets Controller - Erik Addington 

• Asia Deputy CFO - Tomoya Katoh 

http://my.lehman.com/LUcomposite?templateCode=MYC_AOJB 
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Related links 

• CFO High Level 
• Financial Controller 
• International CFO • Europe 
• lntema11onal CFO • Asia 
• Global Treasury 
• CaPital Manc.s Contrcllet 
• Globallnfnlstructln Filanoe 
•CoqxH'ateTax 

Contacts 

Jacqueline S. RoncagllokJ I Profile 
+1 212 526 0604 
}rOI'lCitQIGtemlen.com 
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MATTHEW LEE 

May 16,2008 

PERSONAL .dNJ) CONFTDBNTIAL 

BY HAND 

Mt. Mucin Kelly, Cont:rollu 
Mt. Gerard Reilly, Head ofCapitsl Markets Product Control 
Mil. E.rin CAllAn, Chief F.tna.1lc:W Offieet 
Mt. Christopher O'M~ Chief Risk Officer 
Lehttwl Brothers Holdings, Inc. and subsidiarie$ 
7457'*' A~ue 
New Yorlt, N.Y. 10019 

Gentlemen and Madam: 

I have been employed by Lehman Brotbez:s Holdings, Inc. and rubsidW:i.es (the 
"Fkm") since May 1994. cw:rently in the positioo of ~or Vice President in charge of the 
Fit:m'& coMoUdated and unconaolidated balance sheets of over one thousand legal entities 
woddwidc:. Dw:ing my tenure with the Pian I lave been a loyal and dedicated employee 
and always have acted in the Fum's best intet:c:sts. 

1 h.ctve become aware of certain conduct and pnu::tices, however, that 1 feel 
compelled to bri11g to your attentioa, as .required by the F.iml's Code of Ethics, as Amended 
FebtiWy 17, 2004 (the "Codcj and which requires me, u a Pian employee, to bring to the 
attent:ioo of management conduct and actions on the part of the Pian that I consi~ to 
possibly constitute unethical or unlstwful conduct. I therefore bring the following to your 
attention. as reqUired by the Code, "to help main~ a culture of honesty and 
accowUllbility". (Code, fit!t paragraph). 

The second to lut a:ec:tion of the Code is captioned ''FULL, F:AIR, ACCURATE, 
TIMELY AND UNDERSTANDABLE DISCLOSURE". That section provides, in 
relevant put. u follows: 

"It .is cruc:ial that aD books of account. finAncial statements 
and records of the Finn re.£lect the undc:rlying t:t'llmSctions 
and any disposition of usets in a full. fair, accur.ate and timely 
manner. All employees ..• must endeavor to ensure clut 
infoa:nation in doc:umeots that I Alman Brothers files 'With or 
submits to the SEC, at otherwise disclosed to the public, is 
pres«lted in a full, fair, accurate, timely and understandAble 
nw1nu. Additionally, each individual involved in the 
prepuatioa of the Firm's fuwl<:W sbl.tements must prepare 
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those Sbltemcnts in accor<lmce. with Genen.lly Accepted 
Accounting Principles, consistently applied, and any othe.r 
applicable accounting standards and rules so that the firwlchl 
statemcnts present t'.airly, in all matc:tial respects, the fuuocial 
position, results of operutions and cash flows of the Finn. 

Furthca:nore, it is critically impotblllt tlut financial statemcnts 
wd relAted disclosures be free of materl21 etrors. Employees 
snd directon are prohibited from knowingly making or 
causing othe.rs to make t Jnaterlally misleading, incomplete ot 
false sOitement to an accouomnt or an sttomey in conDection 
with an audit or any filing 'With any govem.meaml or 
regulatruy entity. In that connection, no individusl. or any 
person acting under his or het direction, shall directly or 
indirectly take any action to coetee, manipulate, mislead or 
ftaudulendy influence any of the Finn'a intc::mal auditors or 
independent auditots if be or she knows (or should know) 
tMt his or he.r actions, if successful. could result in rendering 
the Finn's financial statements materially misleading" 

1ll the course of perfo.ttning my duties for the Finn, 1 have ~son to believe that 
c~ conduct on the part of sc:oiot ~ent of the: Finn may be in viohltion of the 
Code. The following is a S\liDI:Mr}' of the conduct I believe may violate the Code wd which 
I feel compelled, by the tc:ttns of the Code, to bring to your attention. 

1. Senior Finn ~ent IDaJ.:U&geS its ~ce sheet assets on a daily basis. On 
the last day of each month, the books and records of the Fitm contain approximately five 
(S) billion dollus of net uuts in excess of what ~ managed on the last day of the month. I 
believe this pattem indicates thAt the Fmn's senior ~ent is not in sufficient control 
o{ its a.ssets to be able to establish tlat its Una.ncial .statements aze presented to the public 
and governmental agencies in a "full, lair accu.rate and timely manner''. In my opinion, 
respectfully submitted, I believe the rerult is that at the end of each month, thete could be 
approximately five (5) billion dollars of assets subject to a potential write-off. I believe it wiD 
take a significant investment of personnd &nO better COQtro) systems tO adeqUAtely identify 
snd qWllltify these discrepancies but, at the minimum.. I believe the ~cz: in which the 
Firm is reporting these assea is potentially misleading to the public and various 
governmental a.gendes. If so, I believe the Finn may be in violAtion of the Code. 

2. The Firm has an es01blishcd pr2ctice of substantiating each ba.l::mce sheet account 
for each of its worldwide legal entities on a quutedy basis. While subst:uu:isuion is 
somewhat subjective, it appears to me tbs.t the Code as well as Gener:Uly Accepted 
Accounting Principles requite: the Firm to support the net dollar amount in an account 
balance in a meaningful way supporting the Finn's s01.ted policy of "full, &.ir, accurate and 
timely mw.ne.r" ~cion. The Fitm lwl tens of billions of dolhn of unsubstlUltiated 
balances, which may or may not be .. bad, or non-petfottning assetll or real liabilities. ln 2ny 
event, the FiJ:m•s senior managemcnt Dl2Y not be in a position to know wbetbe.r all of these 
accounts ue, in fact, described in a ''full. fair. aceutatc and tilnely" manncz:, as required by 
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the Code. I believe the Firm needs to .ll11lke an additional invesanent .itl personnel and 
systems to :idequatdy address this fundamenal fuw. 

3. The Finn bas tens of billions of dollar of inventory tiat it pro~bly cannot buy or 
sell in any retogni2ed m.arket, at the cutre11dy recorded cu.ttent trulrket values, patticuW:ly 
when dealing in llSsets of this nature .in the volume and size as the positions the Finn holds. 
I do not believe the IIWlner in which the Finn values that inventory is fully realistic or 
re2sonable, and igtlores the conceattation in these assets ll.nd their volume si:ze given the 
cut:rent state of the muket's overall liquidity. 

4. I do oot believe the Firm las invested sufficiently in the required and reasonably 
necessary- financial systems and penonnel to cope with this increased balance sheet, 
specifically .itl light of the increased number of accounts, dollar equivalent balances and 
global entities, which hAve been created by or absorbed within the Firm as a result of the 
Fi.tm's upid growth since the Fi.tm became a publicly tn.ded company in 1994. 

5. Based upon my experience and the years 1 have worked for the Fiml, I do not 
believe there is sufficient knowledpble rnanagetnent in pace in the Mumbai, lndhl Finance 
functions and deps.rttnent. There is a very real possibility of a potentiAl misstatement of 
m.ate.ti.al factS being efficiently distnbuted by dut office. 

6. FiruUly, based upon my person2l observations over the past years, certa.in senior 
le-vel intemal audit personnel do not have the professio!Ul expertise to properly exercise the 
tludit functioru they are entrusted to manage, an of which have become increasingly complex 
u the Finn h11s undergone rapid growth in the iotttoatioruLI n:w:ketpbce. 

1 provide these observations to you with the knowledge that all of us at the Finn are 
entrusted to observe and respect the Code. 1 would be happy to discuss any details 
regard1ng the fo~ing with sc:Wor management but I fdt compelled, both morally and 
legally, to bring these issUC8 to your attention. These are, indeed, turbulent times in the 
economic world and demand. more than ever., our adherence and respect of the Code so 
that the FU:m mAY continue to enjoy the investing public's trust wd co.n£dence in us. 

cc: Erwin J. Shustak, Esq. 
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I. Do you see the reconciliation of management's daily balance sheet to the books 
and records (ultimately the public fmancial statements) as a primary control 
within t.ht organization? 

2. Do you believe this break to be a true write off? 
3. Can you clarify what you mean by the difference between what the daily amounts 

3CC and the last day of the month's balances? Does this mean that you see a $5B 
change or it is the difference between the daily BS and the financial statements? 

0 .. - Substantiation Process 

4 ( ·larify the meaning of"not substantiated". 
J. :lievc that the firm's assets are truly understated by those 

oalan..:~s.':.tCCOUnts that are labeled "not substantiated" or "exception"? 

•• j 

QJ-V.,I· ~ ~~~~ul~~ 
~ lu~/ ~ to(·~~~~ 1!06 · r••o.ll1 Ji{ 4 

o. Are yo\. ware of any specific product/trading books that an: priced ;:: r; vv~ ~ ~ 
iT1:-topropriately (/('"\ ) ~ ~ 

7. V.. 1o you believe management is lacking in valuing its assets? ?.f ~f ~....;......... .KA.J- • 
8. Do i'- • believe Lehman is different from others in the IIUll'ket? · ~ l.,o.<Jc ...:..._ 
9. Do you believe this is because of the current market conditiorul or a longer _.\\..~ u.- ,f;,.,~ 

history? . ·..,u ~ . · 
1 n What :ts or products do you believe do not take concentration or volume into ~ 

,(thin their market values? '· 
11. rrom wuat standJ>9int do you derive your amount of tens of billions? 

PA-r1Lto ~~· ~~~ ~~~ 
Q4 - Infrastructure Investment 1 

12. Is there a specific area or areas that you believe need more attention than otbefs? 
._..(hA ,_.. ~ ~ ~ -tcl..u't.@ ~ c-...k; ·il I OM.rt - J..t,.wL c.q'~ 

QS -lndia Operations ~ <~ ~ ,,.~ ~ "l ~ "-<->"""' ~ ..... J.-

~~~A;~~~ H . .-4_ \-{~ I 
13. Are you aware of specific misstatements that have come out of India? 
14. What area or areas within India are not being managed well? 
15. From the migration program it appears to be well controlled, what changed or 

might be ,misrepresented? . 
l.4Jo..' t ......_.""<.. ~ < t»-4-.Jv·.......V., ~ •">._y)) c .. V::t~ !-'r,v..Vi 
~ ~ ~l J .._ . } \.J.. . ' 

Q6- iotcrruu AUdit' , f'-""~ )~ )t.J; t5...C(.,~ 

16. Can you be more specific as ~ what you believe is lacking in ~pertise from the 
department .. ('.0.\- "t"l UJ<e~ 1 ~ r·,pp·4 ·(~ ~~ ......._-\L.--.> ~ 

17. Do you believe Internal Audit can be objective in conducting a review of this ,.-..!..:..(. "" -

issue? ... ~\_J. ~..v....U. -iD ......o<.,. ~'< ~ 
- J.«\'1: ~ ·.v\,....""'- ~ c~',...~ 

. ~~ ,~l.J-.k ~ 
- .~~.)'r\....·--~ •..\.. ~ ~'ff~W.!rd 
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Su1n1nary 
+ Senior Finance and Risk Management of the Firm received a letter dated May 16, 2008 from Matthew Lee, an 

SVP in the Finance Division responsible for Global Balance Sheet and Legal Entity Accounting. 

- Matthew was an employee of the Firm since 1994 and held several Financial and Product Control positions. 

- His letter indicates that he had "become aware of certain conduct and practices that [he felt] compelled to 

bring to [management's] attention, as required by the Firm's Code of Ethics". 

- "In the course of performing [his] duties for the Finn, [he has} reason to believe that certain conduct on the 

part of senior management of the Firm may be in violation of the Code". 

+ In summary, Matthew concerns largely relate to balance sheet and legal entity controls for which he was 

responsible and he believes that "it will take a significant investment of personnel and better control systems" in 
order to address them. 

Further discussions with Matthew revealed that the Jetter was the result of his frustration with the level of 
resources, technology and dependency on other groups needed to fulfill the responsibilities of his group. 

[t should also be noted that he sent the letter just a few days prior to the Firm's May reduction-in-force. At 

the time the letter was sen~ a decision had already been made to eliminate his position as part of the 
reduction-in-force and r~tructure his role to address enhancements that had been identified. 

Per standard severance p~tices. Matthew and the Finn have entered into an agreement concerning his 
separation. The agreement was reached mutually during the following weeks while a thorough review of his 
concerns was being conducted. 

+ Upon receipt of the letter. senior management of the Firm met with Matthew numerous times to discuss the six 

speci fie points he raised and conducted an evaluation of them. 

LEHMAN BROTHERS 
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Sun11nary 
+ The Finn· s Head of Corporate Audit, General Cmmsel and External Al!ditors met with Matthew various times to 

discuss the details of his concerns, including separate time spent with Ernst and Young without management of 

the Finn. 

- Corporate Audit has largely completed an evaluation of Matthew's observations in partnership with 

Financial Control and Ernst and Young. 

• Information received directly from Matthew has been reviewed along with additional data and support 

obtained directly from control 59urces. 

• While the daily management balance sheet and quarter-end substantiation processes mentioned in 

Matthew's letter are important secondary controls, they are not relied upon as part of annual Sarbanes

Ox.ley audit testing due to previously identified gaps. 

• As a result, internal and external auditors test and rely directly upon the sources of upstream primary 

control processes and reconciliations when evaluating the Firm's financial statement controls. 

• Knowledge of these primary controls from prior audit testing was leveraged as part of this re\'iew. 

~··~ 

- Financial Control and Corporate Audit management evaluated the specific processes and controls mentioned 

in Matthew's letter and agreed to a set of enhancements that are currently being implemented. This 

includes: 

• Elimination and restructure of certain processes that were not adding value 
.. 

• Policy refinements, clarification and organizational reinforcement 

• Continued technology enhancements 

+ No material issues have been identified during the review and this report to the Audit Committee summarizes the 

fmdings and recommendations. 
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Point #I - Daily Managen1ent Balance Sheet 
~~~~--~~- --~-~-- --i 

+ Matthew points out that ·"the Finn manages its balance sheet assets on a daily basis". This daily management 

balance sheet is, in fact, an estimate that the business, Product Control and senior management use to monitor 

and guide daily decisions around the Firms inventory assets. 

+ The daily management balance sheet is not the Finn's books and records but is reconciled to the gen¢ralledger at 

month end by the group for which Matthew was responsible. 

+ According to Matthew's letter, .. on the last day of each month, the books and records of the Finn contain 

approximately five billion dollars of net assets in excess ofwhat is managed on the last day of the month" and 

states that he believes: 

~ lhis pattern indicates that the Finn's senior management is not in sufficient control of its assets to be able to 

establish that its financial statements are presented to the public and governmental agencies in a .. fuJI, fair. 

accurate and timely manner."" 

- .. the result is that at the end of each month. there could be approximately"five (5) billion dollars of assets 
subject to potential write-off." 

+ Since the daily management balance sheet is an estimate that management uses in the absence of a daily general 

ledger, it is important that the reconciliation to the month end books and records does not result in material 
differences in balance sheet tenns. 

- The differences are not material according to the data provided by Matthew shown on the following page 
and ranges from +0.2% to -J .5% over nine quarters . 

- Differences between the daily estimate and month-end general ledger do not categoricaJiy imply or lead to 
P&L adjustments or write-offs. 

Management of the Firm., Corporate Audit and Ernst and Young rely upon the Finns extensive set of month 

end books and records controls and testing of those processes. not the daily estimate. 

LEHMAN BRafHERS 3 



Point #1 -Daily Managen1ent Balance Sheet 
I 

"'rj DMBS v. DBS Analysis 
"'do TOTAL ASSETS ;:1.~ 
< 
~;-3 
~ ~ ??g $mm Variance 
()~ 

Period Daily DBS GIL $ % ~a 
0..~ g..o ....,..;:: ...... ~ 

01 2008 782,872 786,035 (3,163) -0.4% e.~ 
8.. 

04 2007 685,717 691.063 (5,346) -0.8% 

03 2007 653,307 659,217 (5,910) -0.9% 

02 2007 597,412 605,861 (8,449) -1.4°k 

'Q1 2007 553,814 562,283 (8,469) -1.5% 

04 2006 504,598 503,545 1,053 0.2o/o 

03 2006 472,373 473,737 (1,364) -0.3% 

02 2006 451,112 456,202 (5,090) ' -1.1% 

01 2006 436.760 439,796 (3,036) -0.7% 
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J?oint :# 1 ---· ][)ail)t 1\~[anag~en~u~::nt .J:J~ala:nce :Sheet 
·------~---~------------:-----~--------------------------~~------------------------------------------------------------------------------------------.[ 

·•~ Oar1rly !~l::.l:omc:•e ;~,uu~et Mlartar~~·e:ltl•ent R•e:J)011:1lllll11~ lP'n:.c::c~~s 

·nu:~ Finc11nrc•e Division Daillly M.anage:menlt Baliam:e Sh•ee:t ~~·oup produce:s m1 •es:timarted daily balanc:(~ slhe•et. A.s 

rrnentione:d, it is no1t c:onsiden~dt books <:urtd n~~ords.nor has it be:en r•epn~sc:nt•ed a:s anythiingi more than an estimate. 

-- On a daily barsirs <ia.tar is puU.ed l]·om the barlanc:c:~ she~:t s:y:sl•em (GFS) th:at ltllk(:S J~~e:ds from smn•e ofth•e Fii1111's 
iinv.entory and ~)<ettl•em(~nt sysrt•ems. A Jhri~~~ l•evd ofanralysis is IP<;~rlfcmm:d and miullual .adjiustmc:n:l:s tun: •C<>ntsiidc::red .. 

H i.~; usc::d by nta.n:ag•1.mumt. as a prmcy t:Cu a•ctua:l grm•~; allld net assets .. 

-- At lrllOJrlth-~end, Daily M:arlla~:cem~mt Halalll•C~: Sh(:<et group ~d.so produce:s a mond1-end v~ersion of da1ily bal<mc•e sh•ee:t, 
usiing the same hit~hr le:v.el apjp'roac:h :as dc!.sc:tit~ed ~d)<J~v.e:. This 1:<>•01 i.s an C!:stimat~:. 

-· The: month--t:nd datil)' b:alanc(: sht::c~!t i~~ n:~~onciJ.ed a1t a h:igh le:ve:llo ·u~c:.mond1-e:nd .::onsolidat•ed barhur~cc: :shc!e~l. 
produc:c~dl by tlbrf: Fin~m(:ce Di'vi~;ion Ccmsoliida.tion:s gro111p.. '11~is r~ecoru:illiia1tiion occ:u~s afte:r tht:! Consol!iidat.iom; group 
lh.a:s fiim1llb~!d alii' ent~ic:::s a:nd valida1~c::d postin~~s 1to :sou:r•ce: data. 

·•• Colllldtll~:iiollt 

'Il~.t:rce :an:: suffi.c:ie:nt c~ontlmlls in p.lac:c:~ and IJJ,ey ~urce !Dpterating ceffe£:tivdy tc~ suppm1: th(~ compl~~te:nre:ss arndl accuracy 
of the~ lFinn"s I:UOIIlth--tmd ba~~urtc~~ sh€~et.. 

·- ln c:orti11tnctiion v,ri:th Sarbane:s··Cbde:y 2(~~7 Audit Cov,er<~~~e: arnd the 2CK)/r i\11nual Audit Plan, signW1<::an1l audit work 
has 1b<:~~n ped(mrne:d ov•er B:alatnc:(: Shcee:t ~controls, induding :at d:1e: Cons:o.liicia.te:d Financial Sta:ttem<mt Lev,el, d~e: 
IP'rocluc:l. Le:vd and the: Fir~o. [)e:vd. 

-- Jt-<Jo material: W'(:<a.kne:s:~es w·(:r•:: not.ed that ,"totdd have: an iirnpac1t onr the~ Firm.'s• finantial s'taterm!:nts .. 

·- lit is: ir:npmtal[l.t ~~~~11: re:c~·o•ncili:ati•o•n c:liffe:n;mc:c~:~ lb(:t:wc:.en tht~ daily <:srtiim:at.e a:n.dl moni1J··•end balam:e: she:(~lt n:mai!n 
iim:mallc!ri:al. Col~p<>Jr.ate: Audit :supports Finar!l:;e:'s c;ontinue:d •~fEo•l1s: to impil•~mc::nt 1tt~chnolo!~Y' e:nhanc:,erm:nts i:n 
ord•er to s:tre:amlim: and rc~duc:e rc~lilan<:•e on m.anu~J: proc~~s:ses 2u1d rniti~~:lllte d:le: s:yst·emic caluse:s of 1Uhe:s•e di m!re:f\·C(!:S. 

-----------------------------------------------------------------------------------------------------------------------------------------------------· 
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Points #2, 4 &5 - Balance Sheet Substantiation and Resources 

+ Point 2 

-· According the Matthew, the Finn has an established practice of substantiating each balance sheet a~count on a 
quarterly basis. 

- He observed that "the Firm bas tens of billions of dollars of unsubstantiated balances, which may or may not be 
"bad" or non-performing assets or real liabilities." 

- And states that "The Finn's senior management may not be in a position to know whether all of these accounts 
are. in fact. described in a "full, fair, accurate and timely" manner, as required by the Code." 

+ Point 4 

- In addition. Matthew "does not believe that the Finn has invested sufficiently in the required and reasonably 
necessary financial systems and personnel to cope with this increased balance sheet. .. as a result of the Finn's 
rapid growth since ... 1994." 

+ PointS 

- Matthew also indicated that be does "not believe that there is sufficient knowledgeable management in place in 
the Mumbai. India Finance functions and department. There is a very real possibility of~ potential 
misstatement of material facts being efficiently distributed by that office." · 
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I,oints #2, 4 (~~~5 ·--· IJ~:a]lanct~~ Sht~:et Substantiation and ~~~-~esources 
·-------------------------------------------------------------------------------------------------------------------~--------------------------------11 

~.,. Co:rpora~t.;~ Audi~1: {)4erfcmrne:d a 1nevi~~~w of th~~ ba.lance~ she~;~l. s.ubst.<mtiation proc:.ess '{>r ltiirsll quaner of 2008. 

~II> In addition., c:onltrols. resou1:-~:.e: l·e:vds and re:~~'on:sibili1tiic~:s supportiiog t~u! suthstan1ti.a1li:on of bahur1<::c:s Wt~Jne re:vi•ewc!d. 

For Fe:hrmll~~· 200:8 qua1Jtc::1r cmd, till~ Lc!:g~~~ Ent:i~y· Control Group reJpOit1te.dl the ih)llov.ring~ le:ve:ls ofballance:s on 
~m ahsollut•e valm: ba:sis:: 

Unsu'bstuntiatc;:d ·-· j;34 .. 6 Jb.illiion 

•· Subs:tanti:ate:d w:id1 'e:>~:4:e:p'liions -- :$l7. 7' billion 

Rt:jjc!c:te~d ·-· $31: ..4 billiicJn 

-- Corporattt~ Audiit p1!rfctrmed a JrleVi(~'~' of1~~e: accm·a,cy aJ[ld eornpl·ete:ne:ss oflbal~mees re:ponc::d in these:: 
unsubstan1tiia1tA;,dl,. e:)(1Ce:ptior~ and Jn~j.e!:l:f~~ cal:l:~goJrii«~s. 

Tllce re:vii1ew fi::~e;:u~::l4~dl 01r1 what w:as: "'lmsubst~mti:ate:d" to Matd:te:vi's g11m1p, me:aniin~: that support fi:tt the 
i:li.::C:<>UJ'kt '111/:BS ll1Dt JP'n>'v·id1ed to his grc,up '~oithin 1he tinJe:fhurne .se:l: by ~~~e: ~~roup f()t the re:st of du:: Firm:. 

Addiiajonal! s;up1>011.ing d<)C:umeutation v.ra:s ob1tainc::d :and ballam~es ·we:r(: m:apJp~:d to c:ontr<>l pH><cc::s:se:s 
j:)<erf(mnle:d by vs~ious F~nanc~~ and qp(:ratiiorm ~~roups and te:stt~d by Audi1t to l~lrthc~r support1~hc:: baJ~Ui'IC:I!S 
n::JpOintc:d in th1es~: <:ategmie:s .. 

As a resul!t of this ll'l~vit:'~'~'• tbe mtsubstcuniialtc~d~ •exce:pltiion ~md n::j:t~:t•ed ba.latnc~~s '>Mere: redtKc::d 1to as jfc)Jiows: 

• 

Unsubstl:mti.ate;<i .. ~- $:1.:5 bitllion or OJ~~o oft1otaJ ass1:ts (:afkr d~mina1tiions ami ne:t--dovms)i 

~~'!e swlttt:rul~Y on the;hllowin~; P"rgE~ 

SUtbstantiiatJe<l witlll c~lc:<:cep1ti.ons - $3.J billli.on or 0..4% <,fto1tal ass~:ts (aJ~:t~Jr diimina1ti:ons and m~lt--do·wns). 

Re:j(:1:te:d ·- $3.3 bimo~n c:>r 0.~1% oft(]~tal: atS:)4:ts l(:afler elimina:~ions amlne:t-dm,.,,ns) . 

~~ Dra.~t control re:<:ormue:ndalti:ons h:a.v1e ib>~::1en diiscuss•ed v.dth Fimmc:(~ m:anag~c:me:nt. 

LEl-Jl:~{li~~N BRCnri-lERS 7 
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:Poilnts #:2~, 4 .,~~~.5 ·--- !l:l.allanee Sheet Sulbstantiation and Jf<~.esources 
-------------------------------------------------------------------------------------------------------------------------------------------------------------1! 

Be:Jt.o\\1' is; a summa~~y of1tllH~ re:viic~w re:sults of the "·un:)lubstantiated"' balaJntCte. 
" Of the $34J5, biiliHon ab~>Allu1tc! vc~luc~ ballaru~.e~ p1rovid(~d by M:atthc;!w, $20 .. 2 biillicm \Vas. fi)li itnte~rcornpany al:<:ounts. that 

.aJ·e dimiinatc!d a1t 1he: Firms (;onsolidallc~d )(~vd,, suppm1t v.ras obtai:ned ~()r $15.5 biiHon and accounts w1en~ JrJHlpp.::~d 

to <:mttroll tc:~stilnt!~ ·proc:c::ss~~:s ~u•r ~&JLJ bi.llion. 
·• The! remaining:$: 11.5 bilniion is 0.19% of tot.all assc::ts (af~er e:lirniinations and ruet-downs) .. 

Origllr~<alllallalrtc.Et 

lnte~·<~>·n:lp>etny IE:Iirninallic.r~~ 

HSIU Acc:clunts. ·- Offl>;et 

Otrtlulina,l li.e::s~s lh~'berc:c)ln1J:~<U11)1Jif~SU 

Additiiotn~1l Sut~P<••1 Ol:lltainted 

Co•v•~~ed b)r Proc:t:~ss ICA)Intlll>l!> T este~d by A.udiit 

Tctlt.lll J'di<UUc•n.•tl SUJP~~ort ~or cc:~)II'Etlllt<dl 

nertllllhl'lllrt~l E:!aililtlC:Et tel t~!llrn.a,I~PEtd 

T1:>t:if Ass:E~I~; (a1flier •~llinllinations; a1nd ll'lE~t-dcn~t~nl>) 

N1Et1t Balaru:et 

~~Si:l'7 

~>f>IB 

(1.J~J:S) 

-----------------~!~~~~-· 

:2.8,7!~ 

23:3 

----------------~~L!j~~-· 

:3<1f:~ 

7't~j5,0SIS 

Abs.c)ltJt•e, V;:lllll't 
13:Callan<:~a 

:S.4,tS.o1l'l 

'1:3,10111~ 

1,:3~~) 

----------------------· 
-------------~~~~~~~~-· 

11!5,47'0 

3,2910 

·-------------j~~J~~~~-

'l,•~'7'l' 

~7Sil:i,016S 

(===~~~~!~!~!~~!~i~~~~~==========================================================J~~~~~~~====================~~3~!~~] 
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Points #2, 4 &5 -Balance Sheet Substantiation and Resources 

• Balance Sheet Substantiation Process 

At month end, the Fin~nce Division C<:-nsolidations group. for which Matthew was responsible, produces the 

consolidated balance sheet from the Hyperion system, which is sourced from DBS, the Finn's general ledger. 
There is a robust process in place to produce the month end balance sheet. The entire cycle of producing the 

final month end balance sheet occurs over a 13 day period, with Consolidations having primary responsibility 

for fmal review. 

- The process includes the following steps: 

• A nightly batch cycle is ~ to process journals, balances and transactions from the general ledger to 

Hyperion for consolidation purposes. There are system controls in pJace to ensure that data is fed 
completely and accurately to Hyperion. 

• Hyperion eliminates intercompany accounts that have been designated for auto-elimination. The 
Consolidations group runs and reviews various reports to ensure inten:ompany breaks for these accounts 
are minimized (by contacting the appropriate LEC to clear any breaks), prior to finalizing the balance 
sheet. 

• Certain intercompa.I:ly balances, such as cusip netdowns, trade date accrual netdowns, and various other 

receivables/payables are manually eliminated by the Consolidations group based on submissions from 

Legal Entity ControUers ("LECs"). Differences are followed-up with LECs and summarized on a 
ScoreCard Report presented to senior management for review. 

• All manual journals that are submitted for posting to the balance she~t after the 8th business d.ay of the 
month must be approved by authorized members of the Consolidations group via the Journal Validation 
Engine tool. This tool routes entries for approval prior to posting. 

LEHMAN BROTHERS 9 
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Points #2, 4 &5 -Balance Sheet Substantiation and Resources 

'"r1 + Balance Sheet Substantiation Process (continued) 
0 

~ > - The Finance Division Legal Entity Control group~ for which Matthew was responsible, has primary 
< 
W. ~ responsibility for maintaiping ~>Versight of the Balance Sheet substantiation process. Accountability for 
Ro g substantiation is assigned to Legal Entity Controllers ("LECs"). 

~ a · LECs are required to substantiate all balance sheet accounts in all legal entities, at least quarterly, with 
S.. ~ support from Product Control, Treasury and other departments. To substantiate balance sheet accounts, 
~. '§ LECs analyze the composition of the balance and obtain reconciliations or other supporting 
e. ~ documentation to veritY the accuracy and completeness of the balance. This includes supporting all 

0.. 

~ 
t/) 
til 

~ 
E5 

~ 
0 
0 
0 

~ 

Ll 

system feeds, journal entries, etc. booked to the general ledger balance sheet account. 

• To assist LECs in their substantiation process, a Substantiation Control Group (SCG) was established in 
Mumbai, India to review substantiation documentation for accuracy, completeness and consistency 
across entitie~ and regions. 

• In addition, an application was developed, the Legal Entity Period End Assertion Application 
(LEMAP) to assist LECs in completing their period-end substantiation process. The substantiation 
functionality within LEMAP allows LECs to attach documentation supporting the balance in each 
account, which is reviewed by SCG. The LEMAP substantiation page remains open for approximately 
45 days after the quarter end balance sheet closes. 

- Within the substantiation process, an account can be assigned with the following status: 

• Substantiated- LEC obtains the appropriate reconciliation/supporting documentation and the amount in 
the supporting documentation agrees to the GL balance; LEC uploads the document and a review is 
performed by SCG, who concur based on review guidelines established by the LE Control Committee 
and denotes account status in LEMAP as .. Substantiated., 
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Points #2, 4 &5 - Balance Sheet Substantiation and Resources ---. 
• Substantiated with Exceptions- LEC tries to substantiate the account balance, however, there is a problem 

of some kind (i.e. partially supported) and an action plan is created to resolve it. 

• Rejection - SCG has received supporting documentation from LEC. however, the documentation is not 
sufficient (i.e. does not meet supporting documentation guidelines, does not agree to the balance in the 

account) 

• Unsubstantiated- SCG has not received anything from LEC to support the balance. 

- The processes to follow up on the various status levels has proven challenging due to the volume of entities, 

accounts and balances. 

- In addition, reporting i~ not robust to track the status of substantiation at a point in time, dollar thresholds have 

not been established to focus on significant accounts and balances, a fonnal global substantiation policy has not 

been issued and guidelines for substantiation have not been consistently rolled out. 

• Conclusion 

- The substantiation process is in need ofimprovement. The process is manual and time consuming, and the 

standards for substantiation have not been effectively detennined and communicated. 

- As mentioned, this process is not relied upon by Corporate Audit or Ernst & Young _as a primary control. 

Corporate Audit conducts extensive testing of the controls over financial reporting with a focus on primary 

controls. The testing approach and coverage is described in the next section of the report 

- Ernst & Young perfonns substantive testing ofthe Firm•s financial statements. In the 2007 .. Report of 

Independent Registered Public Accounting Firm", Ernst and Young LLP issued an opinion that the fmancial 

statements of Lehman Brothers Holdings Inc. (the .. Firm,.) present fairly, in all material respects the 

consolidated financial positio~ of the Finn at November 30, 2007. In their report dated January 28, 2008 they 
expressed an unqualified opinion thereon. 
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Remaining Points #3 and 6 

• Point #3 
I 

- Matthew stated that "the Finn has tens of billions of dollar[ s] ofinventory that it probably cannot buy or sell in -
any recognized marke4 at the currently recorded and current market values, particularly when dealing in assets 
of this nature in the volume and size as the positions the Firm holds." 

- Valuation controls were not a part of Matthew's area of responsibility in the Firm. When questioned on this 
opinion, he stated that only we needed to taJk to Gerry Reilly, the Finn's Capital Markets Product Controller. 

- There are extensive valuation controls in the Finn along with internal and external audit testing of those 
controls and valuations. Corporate Audit, Ernst & Young and senior management of the Firm are comfortable 
with the adequacy ofthose controls ~d the financial statement disclosures around the less liquid assets. 

- Geny Reilly is presenting a review of valuation controls to the Audit Committee during this meeting. 

+ Point#6 

- Matthew stated that .. based on [his] personal observations over the past years, certain senior level internal audit 
personnel do not have the professional expertise to properly exercise the internal audit functions ... " 

- When questioned on this point by Chris O'Meara. Joe Polizzotto and Ernst & Young, he noted the following 
opinions: 

• In 1998, when she was the Equity Product Controller, Beth Rudofker did not adequately follow up on a 
specific legal entity balance that Matthew brought to her attention. 

• Senior Corporate Management may not be independent enough. 

• Corporate Audit does evaluate controls effectively, find appropriate issues and report them to management 

- Corporate Audit management recognizes that Matthew is very limited in his exposure and experience with the 
Corporate Audit senior management team and processes. He is not familiar with the extent of control reviews 
and testing the group conducts, the extent of reliance placed on the group by regulators and external auditors 
and the independent review of the groups processes that regulators have conducted over the years. Matthew's 
opinions have never been expressed by any of these or other groups that have interacted with Corporate Audit. 

LF \1AN BROfHERS 2 
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l3alan.ce ~~)beet (~~()ntr()ls ·~restin!~~ 
-------------------------------------------------------------------------------------------------------------------------------------------------------------ii 

-4~ (\lrp•.-H-ah: Audi&. r(~vie~ws lbai:Lmc(~ she~·t c:onlrols at dm~c: l·~vds as part of :annual: Sarhe:uws-Oxk·~· a:ntl nisk bas~:d 
cydk· :audi!t:s:: th:c· ':onsnllidatc:~d financial! slaltetln.c::nt levd, the product llevd and ttu~ Finn kn~L 

<~~ ConsoliidiatE~d Firuutd:d S1t:alt~:m•~.lltlt IL•e'''el 

-- )\.,la1Leriallity approaeh, in consid~ra1li:on of lP'CAOB guidance, le:Ju:is to the id.entilti[eation of signi!l~i:,:a:nt s:ccounls 

at the financ:i~tll slt:ll,emenllllc:vd ·wi:tlh a fiJJrithc:~r drill! down to the: aec:ount or disdosure comrH::menl leve~li. 

This approadlllc!aLds to the: ·idc!nltiilli!cation of financial :statement liines sulbje:ct Ito a1udh revie\v and \•viii result in 
the: c:ove:ra~~·~ of at lc:~ast 70~:;;~ of th•e financ:iial sltat•ernent lin•::: balan,ce~,. on a :>:ampl<:~ b.:tsis. 

~• Product Lc~vd 

.~ .. n wnnual assc::ssme:nt is p(:rf<cmrned :to dc~t,ermi,ne: w·hkh businesses hav•e a mate:riul iimpac:t on I. he Firm· s 
Hnatndal c::cmdiltiion .. Thh• asse:ssn1e:nt iinc:ludt:s lb<>1th quantitative and qualillative •:::riteTiia. 

Fo1r nmllerial p1roduc:t:s, a .... l1·on1Ht~::J-badk"' audiill of the: c:ortltm·ls is conduc:l:ed induding trade:: c:apture, rniiddle 
oflic:c! Jneconciliattiolnls,, P&ll.,, p1riice: V•e:ritic:altiion,, and mode:! validation_ 

<II~ Finn LE~1vc:~ll 

Pro:ct~:sst~s pc!rf,l:mrne:d by a u1tiiJ:ity :ALJnction Ito support all business ac:tiviily across a function. t~O.r e>Carnple,. 
~;dtl•ements and mar~iitn. 

LEJJ~~~l.AN B:ROTHERS J4 



1-rj 

'"do 
;::!. s:. 
< ....., 
~I-\ 
(I) (I) 

Rog 
Qg 
i::l ...... 

t:::n:;z:; 
P..o g..o 
,.....;:::: 
,..... (I) 
Pl Cll -g. 

~ 
I 

C/.l 

0 
bj 
l:E 
~ 
0 
0 
0 
0 

t5 

. .--. 

Balance Sheet Controls Testing -. 
+ In <.tn elTon t(l ~stablbh a priority of businc~s areas and processes t') h.: ,,:m·!..'red •mnually, Audit !..'\ aluat~~ ~a~h 

busin~ss area and process using both quantitative and qualitati\'e fac£ors. 

+ Quantitative criteria 

- Busin~sses/processes/applications that contribute more than 2% of incom~ before taxes 1\.)r the full prior y~ar or 

the period to date are considered material. 

- Businesses or activities that contribute more than 2% of total assets as of the prior fiscal year-end or the period 

to date are considered material. 

• Qualitative criteria 

For each business process or activity various factors are consid~red including the degree of automation or 

manual controls. complexity of business, track record, prior audit results, regulatory oversight. stafting chang~s 

and fraud susceptibility. 

+ Control Related Documentation 

Audit Documentation 

• Sarbanes Oxley Mapping Memo 

Internal Control Evaluation Template 

• Walkthrough Narratives and Flowcharts 

• Audit Repons and Testing Recommendations 

• Action Plan Follow up 

LEHMAN BROTHERS 15 

Business Docwnentation 
• Policies and Procedures 
• Supponing Evidence of Controls 
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IJ~a.lan.e~~~ s.Jhe~et (::()nti'()lS ']['·~~~sting 
------------------------------------------------------------------------------------------------------------------------------------------------------------lii 

·•~ For th~e consolidated finau:u;ial sta1t1e:nlc:!n1t llevdltt~sl:i:ng approw~h ~mtdl eov1erage., th•:: f~)Howing 
1balance s>bee:lt lfinandal sltat:<::rne:nt l.im:s c:llr•e: consick:red: 

.A:ss~e:1ls 

•· Cash :and Cash ~~~Juivallc~nts 

•· Cash and Se:curiti(~S ~k:~~re:gatt~d 

• ln1vt~n1tory and Fi:n::mdng; 

• Rle:eeiivablc;:s 

•· Brok,e:r Dt~a:l:er 

• Cu:storne:r 

•· Othe:r 

• Prop(~:rty, Equiipnl(mt and L/H 

• Dd~er1r1e:d Expe~Jnls·e: & 01~b1e:r Asselbi 

• CiO()ICh~till 

:Liabiillii1tit~s 

·• Commercial! Paper and Short Tem1 Debit 

·• Payables 

•• Brok1e:r J[kalll!r 

" Customer 

.. Oth1er Lii:abilitic::s 

•. s(~niior ][kbt 

•· Sub Debt 

~---------------------------------------------------------------------------------------------------------------------------------------------------~---------· 
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Balance Sheet Controls- Cash 
Cash and Cash Equh·alents 

+ Comprised mainly of interest bearing and non-interest bearing cash. 

• Audit work a~ross areas such as Operations Control- Balancing. Global Cash a11d Collateral 
Manag~ment, Regulatory Reporting and Commodity Accounting. 

• Primary Controls 

- Completeness of account poputati9n 

- Reconciliation of"real world" bank accounts to sub-ledgers 

- Reporting. resolution and documentation of exceptions and clearing of breaks 

- Technology controls over the completeness of feeds into GSSR (reconciliation tool) 

Cash and Securities Segregated 

• Comprised mainly of cash and securities segregated for the benefit of customers. 

• Audit work across areas such as Operations Control- Balancing, Operations- Futures Operations. 
FSCP Regulated Entities. Regulatory Reporting and Commodity Accounting. 

• Primary Controls 

Accuracy and completeness of segregation calculations 

Reconciliation of"real world" bank accounts to sub-ledgers 

Reporting, resolution and documentation of exceptions and clearing of breaks 

Technology controls over the completeness of feeds into GSSR (reconciliation tool) 

LEHMAN BRafHERS 17 
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l~alance Sheet Controls- Long/Short Inventory and Financing --. 
"t! ~ • lnduJ~s both cash and tlerivativcs positions. as \\ell as financing acti\ itil!s. 
::~. ;> 
< 
a~ 
(1) (6 

~ g • Audit work across multiple areas including Global Balance Sheet and Legal Entity A~ct1Unting-
~a lnvenh)ry, Commodity Accounting. Operations- P&L Close, Operations Control- Balnncing. 

~ i Financial Statement Close Process across numerous European entities inc.luding regulated entities~ 
a ~ Real Estate, Mortgage Origination and Bankhaus. 

t"I:l 
>;< 

~ 
0 
e; 

~ 
0 
0 
0 
0 
w 
N 

(1) 
p.. 

• Primary Controls include procedures to validate the accuracy and completeness of the balances in the 
general ledger. 

LI 

- Reviewed month-end close processes for inventory. derivatives, and financing positions from the 
sub-ledger (i.e. MTS, ITS TMS, Loan IQ. GEDS, and PALS) to the general ledger for various 
legal entities, 

- Validated manual adjustments booked by LECs/PCs 

- Sampled gross-up and net-down adjustments posted by GFS to the GL 

- Reviewed GFS logic· for financing and cusip netdowns 

- Valida~ed Intercompany derivative reconciliation process and elimination process 

Reviewed P&L month-end close processes for MTS, ITS and TMS to the general leJger and 

reviewed physical stock reconciliation. 

MAN BROTHERS 8 



1-rj 

~~ 
::::~. .,P> 

~ ~ s-a 
Rog 
6Jg 
~~ 
~CD g.g 
c .. (1) 
~ C/l -[ 

~ en 

Q 
~ 

E 
l' 
0 
0 
0 
0 
w 
w 

,......,. .-
...... _,. 

Balance Sheet Controls- Long-tern1 and Short-tern1 Debt 

• Tn:asury manag~s the a..:-ti\'ity that rolls into both short-term and long-term ueht lines tlll thr: linancial 

statements. 

• Audit work across Global Treasury including Global Interest Comrol. 

• Primary Controls 

Procedures over short-term and. long-term debt issuance processes. including trade authorization. 

trade capture and reconciliation, and key controls over core processing functions 

- Month-end reconciliations and processes, including F AS 1331159 calculation and debt 
extinguishment processes 

- Information provided to External Reporting as part of the Firm's quarterly and annual financial 
statement reporting process 
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Balance Sheet Controls -Product Level 
H 

+ Product L~vel Controls are tested across 7 categories: 

Lf 

Trade Authorizations 

• are trades properly authorized and recorded on an accurate and timely basis 

- Position Reconciliations (FO to BO) and /or estimate to actual P&L 

• is trading activity accurately and completely fed to downstream systems for clearance. 
settlement, confirmation and P&L reporting 

- Daily P/L preparation and explanatory process 

• accuracy of the daily and mon~hly P&L reports 

- Substantiation of footnotes/reserves/significant adjustments 

• documentation and propriety of adjustments to the firm's P&L 

- Quest to DBS reconciliation 

• validate inventory balances captured in the Firm's G/L at month end are complete and accurate 
by reconciling P&L balances in DBS back to the daily P&L reporting systems 

- Deferral/timing ac_counts 

• researching, documentation and clearance of difTerences between P&L and DBS 

- Independent Price Verification 

• validation of the valuation of the items in the Inventory Long I Short account, including ·cash 
and derivatives. 

\tfAN BROTHERS 1 
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Audit Coverage of Other Financial Staten1ent Controls 

+ Consolidated Income Statement 

·· Controls over the production of the c.onsolidated income statement and the condensed 
consolidating statement of income, segment reporting, G-Quest to DBS reconciliation controls. 
as well as controls over late P&L entries. Covered in the Revenues and P&L Reporting 

review. 

+ Consolidated Statement of Changes in Stockholder's Equity 

- Controls over the production and roll-forward of stockholder~ s equity, grants and issuances. 
stock dividends, options exercised and treasury stock. Covered in the Global Balance Sheet 
and Legal Entity Accounting- Stockholder's Equity review. 

+ Consolidated Statement of Cash Flows 

Controls over the production of the consolidated statements of cash flows are documented and 
tested in the External Reporting- Financial Statements and Footnotes review. 

+ Footnotes 

- Controls over the compilation of footnote disclosures ar~ documented and tested in the External 
Reporting- Financial Statements and Footnotes review. 
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Audit Recommendations - Infrastructure Previously Reported 
Front Office 

+ P&L deferrals and adjustments- Address accountability and resolve infrastructure causes 

+ Inventory pricing- Use approved models, consistent market data, focus on level III 

+ Collateral pricing- Ensure ownership, consistency and accuracy 

+ Client vuluations - Ens~re consistency in adhering to Firm's policy 

Product Control 

+ Deferrals- Resolve unexplained deferrals on a timely basis and adjust the daily flash for differences 

+ P&L Adjustments- Document and management review o.f adjustments per policy 

+ Valuation - Ensure completeness and accuracy of price testing coverage, less liquid assets 

+ Daily P&L estimate- Eliminate reliance on trader spreadsheets and manual controls 

+ CSE/Basel II- Consistently complete daily risk reconciliation and clean P&L requirements 

+ Daily Balance Sheet- Shift Product Control ownership and improve accuracy and automation 

Fi.naocial Control 

+ Legal Entity Controls - I.ffiprove balance sheet validation secondary controls 

+ Regulatory Reporting- Automate CSE capital reporting process 

LF - V1AN BROTHERS 2 
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Audit Recommendations - Balance Sheet Substantiation 
H 

• Mandate 

- Senior management reinforcement of requirements to balance sheet account owners 

- Clarify responsibilities and accountability of central review group (e.g.~ not acceptable to reject 

supporting documentation if they don't ooderstand it, need to follow up ~d get resolution) 

+ Definitions and Standards 

- What is required for substantiation 

- Agree thresholds 

- What is included or removed (e.g., intercompany accounts) 

+ Resources 

- Where are resources needed in upstream groups to produce appropriate support 

- What expertise is required in central review group and where should they be located 

+ Technology 

- Enhancements to LEMAP tool 

LEHMAN BROTHERS 23 



1-rj 

'"do 
::l. ;; 
< ..., 
~>-1 
(1) (1) 

Rog 
n(l) 
~a 
0.~ g.o 
c.~ 
e.~ 

~ 
c't:l 
tl1 

~ 
~ 
0 
0 
0 

8 
00 

8.. 

Balance Sheet Substantiation Details- "Unsubstantiated" 
+ The original .. Unsubstantiated swnmary provided by Matthew is shown below 
+ During review conversations with Matthew, he indicated: 

Taxes were .. probably o.k. ". The tax department did not tum in their back-up 

-~ 

Intercompany (1/C) balances were lower risk since the eliminate at the consolidation level. They are 
included in the substantiation process as that was part of the original process agreement. 

+ Corporate Audit testing shows: 
That RSUs also eliminate at the consolidation level 
Defe_rrals and timing adjustment findings that have been reported to management and the Audit Committee 

+ Details of the back-up obtained during the audit review and mapped to controls are shown on the next 2 pages 
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17,15t,&10 St5,l20.311 r------••011'-
,s.-o.»:~ tG,eeo.31S ~-- ... ----tarT.o.t. 
41.4511.- 4&,et.DI$ ~-LEC 

131,W,15e 137,832,151 ---•-lf.C (II 21,t82,TIO lPe _ _.._k>_,_ ___ 
2l!IS.358.7S1 .2811,3St)'$7 OtiS--dl1!ll r:A onM-OlW. on Ot"'i 

12,.3e11,5el 12.JM.5M ~to>Glr.c ~ ~LEC; ou1>1oo111ot to-........, ___ .0.....,. Ops Cont"'' 
(!,114&-lt!) pn_t48tllllt7 AoCii-t-1JeS-~----~ T..-IDr2007bJLON-l 
J/117 ,Jn)IM 11,):11,.,....JU 

r...,._..,,.. !'"·-~l U7.-.au 
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Balance Sheet Substantiation Details- "Unsubstantiated" 
Audit R-loow O.UII 
~-tiMed B.ot.nc." Ccontl..-dl 
A.. ol ~ l/lonth-End 2001 

Coweftd by Proees.s Controla lalla<! by A&ldk 
MY 

Oofem>d Compensation 
GL Suapense AciCl!ult 
Softooare~ 

Castl &Cast!~ 
lnv • ~ Tll!llng lind delllnall 
lmt - P&l OeferTata 
lrw-~ MTM lldju!>-

l..ondoa 
Cast\ & Cash Equlvalenls 

~. Fnanc:lno 
lrfoteriDy - ca.h 
'"-*"Y-~ 
Mor1pge fWated- Europe 
~ RoWect- Europe (ElQ) 
Ofter-'-
Olhefi.JIIb 
011.-Rec: 

Tot~yo 

c... & Caah Equiwtent1o 
..,_.,., - fNndng 
.....,..Y-ea.t. 
111-*"Y-~ 
Other"--
OIIeru.b 
Oller IJIIb • P-r 10 810 
o.r-Rec 

T 04a1 Addtionlof Supf!Ort & llappecl 

~ a.lanc.t4be mappod 

Tot.~ AaMta ~~~aiM! Mt..,__l 

s.&anc. 

(6,5M,02Ut) 
3,352,2311.09 

(3,1H3,655.701 
5. 1lii,7U.CW 

41.516.189 
(3,7S1,261} 
1',349.403 

(75.~1.3011) 
(&4,497,762) 
17.222.542 
(4.253,758) 

-4-42,47(1,548 
(741,1167) 

30,000,6211 
(420.30Q,688) 

61,857,012.57 

ABS 

10,&23,700. 75 CompensatiOn Cotllrol 
3,352,236Jl9 GL AdnWI 
3,1H3,85S.70 ITO~ ConiJol 

17,340,4111.74 Opontiona Contml, Oft a sample basl5 contrOls were lestea 
198.489,041 sox 21107. on a ~ basb c:ontDia _.. tesae<1 
28,143.952 SOX 2007. on a ~basis c:oniOG WM~Ie$led 
SS,0Qa.143 SOX ZOOT.on ;r _.,..basi& coniOis -te5ted 

134.117.1<10 
~.497,762 

119,594,863 
4.253.751! 

1,621,751,058 SOX 2007. on a samplo! basis COOIOis -• tesMd 
411,1l09.1158 2008 tlldendM .cope lor ELQ entity. oo a ~ bMis ccniOb _, lested 
33,147,2Sl 

531,605.180 
67,215,002.93 

52,4411,008 52,4411.0011 Ceall ~ 
41,7110,545 41,.811,004 fNnclof s-00.. & LEC 
80,720.001 P9,2;0.211 finenc:W ~ Qoce & LEC 
St,II3S,145 56.420,741 Fn.ncioi s-..ent cao.. & LEC 

(331.542) 4,.841,1111 f'Nndllf ~Close & LEC 
(39,11118.412) 4S,as5,813 ~ Cbe & Accounts~ 

(8.782.1341 7 .82t .736 F'llllltiCilll Stnlmenl Close & LEC 
38,.284,117 43,491.585 finMc:W ~ OoM & LEC 

m,na.l'H 2.2'G,1N,I01 

s, 112,111,1%1 11,761,!!2, 112 

341~,5%2 1.~7Sy .... ~ 

7 ......... ,000 7M,DU,OOG,OIO 

~- " eo be mapped a~ o.tft.I 
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Balance Sheet Substantiation Details- "Exceptions" 
I 

+ The original summary of balances that were substantiated with exceptions that were being followed 
up on by management is shown below 

• Corporate Audit conducted a sample review of these items as shown on the next page 

~=---~--t -~~~ ~~--- II I· e.._=±. ____ II I .- . I -:: .. t-f· ... ! :r~,;:.~----·--· 
~ I c~ J "'ass - - . .- ~-J --I~ o..n .... 

~ -~ ::r=,.,-r:-:;-"'1--· ,. ..... 11 1=:--.~l- -~~ ... II -1 ::;J -"-7r ::.""'_"' ~---"'"=~t:· .. -,;; 
·- 14:048:001 II,T31,Clll - UOTaTDII -~ 20767S08 ___!.!!..~~- . 1l03~2~ 

at&_,.l12!;j noae1,1?all 60t11.a!!?l tiO.~n•i!J -~~- 7&a2•>.06SI 36Htat.l.~- 1111,fhl;;; 
I I ·- L---· 

"' ..,~ 2'1.7«~ •u I I 110:1.4'1& I . I t111:2 ... t _. ••7 ••- 1- 200 -~: 331)7~ 

--

3113-J "'1011""'jj 11 .... snj te53tellll "'--·~ __ .. 2I5U92657 ___l!!7A-OO,oo;,r.~.-;; 
.mo;;l 14,- .... II - I !tl'l 30U21!!1 t27 ,3!111321 r-- -- ,. M:2 .eo !17112T.I116t ---;; ~ "''· 

' ' - ~ - ·- -H - .. , ~nd 1.U3.2!11.2'21' rl 3,1100,1141,GS I ~-~ •n7.e::7,1120 t~b- 532,1121 I IH••---·~-~~··· 
·~1591 1~.2 

at.-.~n1 (l!ai.IT.I,7 

I • 
t==!51·~~ . &~I ll..Ma.~.nlll 11.-r1..U..U11 1~ ....... Hfll 2,C.UCJ.- UIIMtAG - .... ~, Ulll,11t.lll te,-vv.llT l<t.tol?~-~' uuc.7~·"' 

._ .. _ .... .. --- .. +----
-------- __ 

1

.!_!.2bnrelaleslo~i!_em&..tikll--.t~~ ----f-· 1- ·+-------
J S75.7m l'llble& to eapicns ClteQCI'iad aa ~a.·. _ +--

-=::__:_~ =~~:=~~===...="=..;.-............ ..,;,. ...... ,c-..... >K ~- -~- ----f.-·----- i' ---~ 
_, 
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Balance Sheet Substantiation Details- "Exceptions" 
-----------------------------------------------~ 

Audit R..,lew o.talt 
"t:xceptioM• R..,lew 
As of Febnuity lilonfh..End 2«Ja 

Ori9lnat Balanc8-

lnten:ornpany Ellrnlnattone 
FNncing 
lnv 
LTD 
Other Assets 
Olhef llab 

Subfoflll t.<; 

RSU Accountll • Ofi'Mt 

Ortgtftaf Balaace a.-. lfC ....,...UoM & RSU Accounta 

Adctllional Suppoft Otltalned 
OChet """"- • FIMd ""
Oitw Assets - Tax 
ou- liab - Tax 

Pendtng Addltlof\al Support 
ASIA 
AIMricM 

Cov.-t by P~ COflttull T•W by Aadlt 
lnv-~ nnklg and delllmlla 
ltw • Plot Oetln'als 
1nv • Denve1iw$ MTM AcfjuslrMnls 

Total Addldonal S!lppOf'l 

R_,.lnlng Balance to be m.pped 

TCIGI.-....tll(.,.... ~and Mt d-) 

tt 

EIIC!pdon Amount (USO) ASS Exupt Amount (USO) 
I,IU,l0&,4.R 17,7~ 

(462.797,055) 537.245.005 
2.420.666.<441 3,347.698,139 
(592.033.467) 595.220.951 

1.839,636,415 1.1153.267.953 
{164,759,813} 165,678,520 

3.040.712..521 6,4911,110,.56a 

1,650.163,171 1.767,181.476 

l~.US,7~ 1,480;106,02.3 

61.146,5oC1 73,391.654 Aec.iwad fAIOIIfowatd schedule; PS FA 10 Gl Rec; Tested pul'd\a.ses illld lo!Ctrl!me 

(627.1321 6«,1115 T• ..c:ondK ~-..balances -IW:leMid tst a.-~ 
(115,204,536) 108,!3:4,660 T• rec:onci8s IMM ba1at>ceo • R!Cllli-s 1&1 Ott llOhdef' 
(U.U3.12t) tiO,In.lll 

3,013,021,138 
(41.11110.686) 

2.17t.-ca..2SJ 

3,353,95-4,364 
1.262.053.417 

4,114,eG7,111 

411,059,15 325.003.561 
-404,621,390 1,171.8150,749 

{5,671,?!2} ,64,1170,1108 
.w&,201,51l 1,M1,lU.UI 

3,3N,66C)'ll 1,351,213.1'71 

~.030 3,1~t,n2,141 

TM,II$,000,000 7M,GII,IIOO,OOO 

I "' to • f!iapp!d o.1% 0..%) 
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Balance Sheet Substantiation Details - "Rejected'' 
+ Corporate Audit also conducted a sample review of the rejected balances as shown below 

Audit R-..- o.t»11 
'"R~BWne. 
.u ol ~f)' Jlontf>.En<t 2001 

OrigJnll s.tanu 

~Rtwc:.,.._,~ 

'"" uo 
""- Asofts 
Oherleb 

Sub!OUI£/C 

Origlnel-.a l.eM tK:-

-Suppott~ 
CASH & SECURfTlES SEGR 
01PII-f~. Sec:uted FW*>Cing Shot1 
OOH3 FAS 1~ ~Up 
OtG2 --..y Caooh • \.of1g 

Balence NlS 
2. IJS.,U0,)47 lt.lSl,.UI,t&l 

(575.7e9,018) 725.334,8!17 
(-«7.070,7~ 4-47,070.769 
535.:Ma,40-4 535.3-13.40-4 
(S7,tm,253} '1110.&-&2,286 
(~ • .c!>C.S!l6) 1,798,396,395 

2,W,07~,NS _:_ ... . _ 21,.555;~768 

759,362,807 7511,362,807 CltJC;Mied Commoclcy ~PII R~ fat Feb 
(2.253.1l22.07lll 2.253.022.01Q Ulnulllll' elminMid kl cone- so.pport- allacholcS ICl lEMAP 

881,1134,830 3,2711.2118.~ FASt40GooM Up .. _.._ 
17e,21le,AM 178,l08,.et. l.oMtO- GFS _.._ ~ 

.. 

a 

00$1 -....,. c-h. '-D 1185,711,4tf.IIS 885,711,418.11S ~ lltoi,__..,._~Coda (OOSt'a Gl.) Ol!nol>ng loai'I....,...,IS L-. II toY' agr.,..,liO DOS 
Ol!>er ,._. f'- AIMts 
oe- Mse!ll· T&.lt 
Otner Ullb • Tax 
__, Clllh. ,._ 

F'""""""" ........ 

eo--.cl br Procea Con!mlll Tesllld br _..... 
NY· lnor. ~ lming- cWarn111 
HY·Inor-Pat.~ 
HY-Inv-~wn.t~ 
,.,_.Calli~ 

,.... - Fnonc:al ~ CIOee & L£C 
"- • &penN ClaM '~ Pllyllble 
LONT-

'-Addlllonal ScAppcwt 

~ .,_,.,.IDbe........, 

388,84t,371 788,330,738 ~ FA "*'-d Kfledule; PS FA ICl Gl flee; T..- putehnes and ret..,me<tts 

34,890,514 34,t'll0,5t4 T"".-.c:JM"-blillrlclll·f-....f 1sl Olr '*-
(250.2SI.~ ~.4t3.041 r .. ~--~-r-..c~1s~Oit-

IJ,411,501,183) S,l.$1,629, 14 Supc:Jcft --..cl br lt:lltyo eudil 
041 m &7• 04' m e1 4 Supc:Jcft obiM>ad .,. ,....., eudil 

(1,1115,JC1,l0t) 1UM,7.a,Al:t 

43,2&5,778 
(28,011,031) 
:!7,430,1110 

3S3,218&, 130 
4,38t.m.ee-c 

z;t7j;71G,!3.2 . ll,.2t7,411,t20 

402,la4,31f .J,lT7,f03,T41 

na.-.-.- '111C,OU,OOO,IOO 

r %10 ... IMfl»d u% ~~ 
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LEHMAN BROTHERS 

U.\TE: 

TC ): ~ knlht:rs tlr the ,\udit (\lllllllillt:c:S of l.dunan nrothi.'I"S I lllldings lm:. and 
l.~·hman arl>lhl.·rs lm:. 

FI~O~t: \ladc:linl! L. Shapiro - .-\ssistant Sc~rdary {I~ i_ ..... :.~{ 
,· • v 

I~E: O<'TOHER 7, 200H ~IEI·:TI:W; OF TilE AllOIT (.'0~·1.\IITTEES OF 
LEII~·f..\.~ UltOTIIEI~S IIOUHN<;s INC ("IIOU>I:\f(;S'') .\~U 
I.EIIl\1,\i~ UltOTIIF.f{S 1:'11('. ("LUI") 

r:ndus..:J pknst: lind m1 1\gc:nda lor the O..:tobcr 7, 2008 meeting of lhc Au~oHI 
l'ommirll.:c~ ul' lloiJings anu LBI and <n:companying mutcrials. 

l'hc mcc:ting is schcduh:d to be held tt:l~:phonicully from ll :00 a.m. - 12:00 p.m. Eastl..'rn 
rime. l'lcusc note that M:magcm~nl '"ill mcc:t in Cunlcrcnc~ Room D llH.:atcd in thl! 
~•!Uilh.:ast ~·t)rncr tlllthc 45th Floor. 1271 /\.v..:nut:' of the Am~:ricns. 

llw ~·all ill 11lll11bl!r is l>omcstic H66.J.J9.(,6-0, lnrcrnationul JJ4.J2J.JH 11 - II) # i~ 

A.t7724115". J•lc:asc rn:1kc ccrtuin to tlhtlthc * hcforc :and after the IIJ number. 

l >l:·ilrihuth)n: 
Mr. Micha~l L. 1\in:;lic 
;'l.lr. Rng..:r S. B~:rlinJ 
Mr. Thomas II. Cruibhunk 
Sir L'hri:;rnrhcr Gt.!nt 

l'op)·tu: 
\ lr. I )a\·id (\•k:; ( ,\1\ ;~rei. & Y1:trsal) 
.\-lr. \\'illiwn Fox 1 Alv:1rcz & M;~rsal) 
\lr. l{kh:ml S. FuiJ. Jr. 
\lr. :-.t<lrtin Kelly 
~ 1 r ... \ ndr~.., .. l.cvundcr (( kd1..:rt 1.1.11 ) 

\ tr. Hr~ <m .\ brsal1. \lv;m:z & ~larsal) 
\lr. Rnd \litl~:r t\\\·il.litthhal & ~l:utg~·~ 1.1 1'1 
\lr. I h••lllas .-\. l<us'" 
\1r .. krh~·~ .\. \\ . ..:lib.,n 

FOIA Treatment Requ~sted 
Private & Confidential 

EY·SEC-LBHI-ML 000044 



Aca:NU,\ 

AGENDA 

Lf.HMAN BROTHERS HOLDINGS INC. 
LF.IIMAN BROTHERS INC. 

AUDIT COMMITTEE MEETING 

Octobtr 7. 2008 
1271 Avenue of the Americas- 45'h Floor -Room 450 

II :00 a.m.- 12:00 noon 

.!J.!;M lll::SCR!PTION RESPONSIBU.ITX 

1. Appwval of Minutes of the July 22, :!008 Met:ting 

.t 

Discussion regarding SEC Reporting 

Slatus of Ernst & Young 

FOIA Treatment Requested 
Private & Confidential 

Audil Committee 

Wt:il Gotshal 

David Coles 

A 

EY-SEC-LBHI-ML 000045 



( 

HOLDINGS 

10/07/2008 AUDIT COMMITTEE MEETING 

FOIA Treatment Requested 
Private & Confidential 

TABA 

EY-SEC-LBID-ML 000046 



11nldin~s 

I O/H7/UM 

!<i·:St )i.\!i·:i), lhat th~· ~\llf1Ull'S of the Uh .. ·cting of th"'~ .\udil { 'nniiliitt ... \: 1h:hJ on· 
lnl\ .. ~;. ~nox ,ii\} lh .. ;r~.,~hy ;ipprtn· .... ~J in th~· l(lnH stthtliith.:d ~!i this !itt. .. ·cting. ;utd ih~!l ;t ~.:op~· 

FOLA Treatment R_equested 
Private & CorJidentiai Y.,'l: 7' _,......,.... ,.. ................... '"' ... _ ---- --

n X -~tL--L.!::S!i!-ML UUUU47 



( 

U:ll:\1:\~ BROTHERS IIOLI>I:\'(;S I~C. 
\lin~th..·s Ill' the ,\ltdit (.\Hmnith:t: 

July 22. ~<10~ 

.\ IH1.'1.'\i11g nt"tl11.• :\udit ( 'ommittcl.' !lfL.:lunanl!rnth~o·rs I !oldings In~. !the"( \lt'tWr:ttion··. 
··tltllding.s" ur. ~·oll\.'l.'thdy with its suhsitliarit:s. lhi.! "l,.irtn") \\\Is hi.!ld j11intly \d!h a 1\\t.'t.'ling ul' 
th\.' .\11dit ( ·1,1\Htlilt<..'l: 111' l.dHnw1 Broth~:r:-; Inc. ("l.lll"l in the 1-::>:I.'<..'Uii\'t: l\ltlkt'~o'lll.'l.' R1htll1, ~I sl 
l·ltHll'. 7-15 sl'h'llth ,\\vll\10.:. ~0.:\\ '{urk. N\,'\\' York. Ill\ July 22. 2DIIX, :tl 11;1)0 :1.111 .. pursU:IIH tu 
\\f'itt..:ll lh>lk~o•. 

Sir 

\I i..:had 1. . .-\in:-lic 
lt•>g~o:r S. lkrlind 
lhllmns H. t'ruibh:u1k ({.'huirm:m) 
( 'hriswphi.'T < il:nt 

\kssrs. John Akers 

!\Is. 
i\h::;sr:;. 

C k.•IJl\.'111 Bernard 
N .:<..-r:~j l'lwpru 
i\'lmt in Kelly 
hll\ (,\IWi\1 

tkn1rJ Reilly 
B..:th Rw.iolk~.:r 
Thonws /\. Russo 
William Schlh:h <Ernst & Young) 
.ldTrl.!)' /\. Wdik.son 

.\PPUOV..\L OF \tiNliTES 

l'hl.' lir·:-.t11nkr nfhu~incss \\';Is th .. • :tpprn\alllf the \linull.'s ol' tho.: 11\l.'.:tillg h~o:IJ 1ll1 July X. 
2t Ill X ! · p11n muttun d ul ~ m:td..: amJ Sl.'l'lllldcd. it was uu:mi mousl~· 

IU:SOL VEl>. th:tl th~o· \litlllt~o•s ul' the tnl.'l.'tillg ul' the .\uJit ( 'ommiuc.: 
h~·ld "" .lui~ N. 2(]0X arl.:' 11-:r..:by appr1•\ ~J in the fi1rm ~uhmith:d ;t1 this m~o·din~. 
:111d that a \:lljl!o (II' Slt~:h \tinut~o:s be ph11:~o·J in the apprnpriat.: \limttc llu1>k uf the 
t 'prpPr<~tiPil. 

FOIA Treatment Requested 
Private & Confidential 

EY-SEC-LBHI-ML 000048 



\'.\l.t:.\TIO!" I~EVIEW 

\lr. l{l.'dly irHrPdth.'l..'d thl..' \'aluation R~..·vi~w. ~t<tting that it \\llllld ~Pilsist ur an uven·i~..·w ( 
,,f tiH.' l'r,,.Ju~o.'t (. 'ul\trol l'lllll.'tiull. induding \ aluatiull 1.'111111'\d: ;t 1'1..'\ i1..'\\' uf' !hi..' h·y fun-.;tiullS 
Jh:rli•nn~.·d hy the \';du:ttiPn .111d t \mtrol group \\ithin Prudu~.·t t\,utr•>l. inl.'luding pri~..·~..· ll.:sting 
:111d til~.· •kt~.·rnlinatiun ol' t:ur \'<till~ lc\d hkran.:hy: a r..:rkw ,,r mark to 111:1rk :ldjuslnt~..·ttls during 
til~.· '~'I.'Pild li:.l.';!l quarlt..·r am.! the mark~t 1..'\'I..'IIIS or tr:lll~:u.:ti\>ll~ \\·hkh dnJ\'1.' tho:-.c :tdjuslmcJlls: 
:tnd ;! fl.'\ i~·\\ ur th-.: n.:sults l)r the \'aluation tc-;ting lt>r r~..·siJ~nlial anJ l.'lllllllll.'fl.'ialnwrlgagl.'s anJ 
kh·rag~.,·d l•>:uts at the cnJ of the se~o:onJ lis..:al~,lll:trlcr. 

\lr. R~.·illy then prescntcJ an overview of th~ Product Cnntrol !'unction. d..:s~:ribing its 
ro.:sponsihiliti~..·s ll>r business :uwly:iis. business \!ontrol, valuation ~.·ontrol. and rcvcmh: transa..:tinn 
~.,·,>ntrul. Th.: Commillee Ji.r..:ct~J tJUestiuns to management regarding the Produd Control 
1'1111..:tiun. itK'Iuding it:; r..:spunsibilitics, stn11.:tun:. r~!porting lines and inJcpcnJcn-.:c from business 
units. 

\1r. l'h11pra then ~k·snihcJ th~! Y:tluation and Contwl group. lie dcs..:rihcJ the group us 
~onsisting ,,r h.·dmk<ll stal'f \\ho an.: vcr)' t:uniliar \vilh the produets they l.'ov~.·r :111d ''hll arc 
I'I.'Spnnsihfc J'ur \l.'l'ifying prkcs (~lf \ISSCtS and liabilities. both on and off balanel.! sheet. 1\lr. 
t 'lwpr:t '<latl..·d I hat pri..: ... ·s arc n:ri ticJ through dat:t pnwiJ ... ·rs. l.'llllScnsus pric:ing s~.·rvk~:s. 
1..'.\trapnlatioll f'rn111 similar instrlllll1!11tS. \IIH.f recent traJing :u:livity. lie alSO llOtCU that signilil::ll\l 
varianct.•s arc then cs..:alute<.l to scnior nwnagem..:nt for further ~:onsiJ..:rution. tvtr. Chopra 
dcs~:rib~:J th~: modd l..'ontrol proc..:ss unc.l the r..:vicw uf complex dcriv:lli\·cs twnsuctions. Thl..' 
t 'ommin~.:c JirectcJ questions to management rcgarding the usc: of cons..:nsus pridng scrvic~:s 
:111J the rule 111' Er11st & Young in auJiting th~ valuations. ( 

Mr. Chopra then JiscusseJ the responsibilities of the V:~luation and Control group lor 
assigning r:tir valm: hh.:rarchy levds to the nsscts and liabilities and 10r compll:ling lhc rdut.:d 
dis...:losurc rcquin.:n1cnts. Mr. Chopr<~ proviJcd a Jcscription of how the: f:lir value hicrard1y t..:vd 
l~•r a parti~.:td;tr ass..:\ is Jcll.:rmin..:d am.l outlincJ the rekvant guiJdin..:s. The c~1mmittcc dircct~:d 
'-llii..'Sti\lllS Ill lllallagement abuul the li.tir Value hil..'ntn.:hy. inclutling the Jd~.:rmination of' the 
:~ppropriate lc\'cl f'ur ass~·ts :mJ tht.: mo\'cnwnl uf assl:'ls bctw1.~n levds. 

~ tr. Reilly continucJ the presentation by Jiscussing write downs ;md m;.~rkct cn:nts 
rela!l..'tl to r~..·sidcntiul mortgngcs. lie notcJ that gross write Jtmns lor rcsid~..·ntial mur·tgagcs in the 
:-;~.•-.:t•nd '-fllilrtcr \\l..'n: S2A billillll comp:~rcJ to $3 billion in the lirst l.(lWrt~..·r. II~ dcs~..·rih .. ·J the 
l'ch>ton dl.'l~ult. a laq,!1..' rtnn p~.·rlimning ltntn s:llc h~ the Firm. th1..• loss rl.'l;t!l.'d lu "''·'Pring 
"•llbprilltl..' \o,.'l.'llltlli..'S 11\lt uf .1 Firtll•,-i(l<IJlSIITI..'d ifl\'1..':-.lllll.'llt J'llthl. ;tlld J.,.,,\.'S J'n•lll ('''"r l.'fl..'dit 

1''-'~''"'!ll.lltl..'<: .111.1 :-.pr~.·ad \\id .. ·nin;,; in th-.: qu:trh:r. \lr. R~.·illy .md \lr. <.'h~>pra tiK'II pr~.·: ... ·nt ... ·d an 
.~n.tl~ ..,,, 111' tit .. · bal.llll:,: .... l! ... ·~.·t po:-itiPll ,tt tlw ~..·nd 111' the ~ .. ·l..'••nd ti.,..:al 'lll.trl~o'l'. tratha .. ·tiPth '' hidt 
'''-'1.'1111\.'d durin~ 1h1.• ,,uartcr .• 111d lh-.: rc:;ults uf'thc pri..:~..· 11..':-.lillg b: l'rodu...:t Cuntrul. r·,,r til~.· l·irr11's 
t :-... ;tnd I lll'•'P'-':111 r~·~idl.'ntial murtg.:tg.l..'s. I hi.' (.',lllllltillcl..' dir~·~..·~~:J 1(lii..'Sliu11:-; '" tn;ma:l.'llll..'nt 

r~·~ardin~ lh~o· l'irm's ';Jlualion of rcsiJ~..·nri;rl lllllrtgagl..':; ~111J pri~.·ing J~o•\ l.'lupllh.'llt:-. in th ... · 1hird 
lb...:al qu,arll..'r In dat1.'. 
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\Jr. HL·i!Jy thL·n di:-;l:usscd the \\·rite dn\vns anti rnark~t ~\'\!nts th~H have tak~~n pf~tcc \\'ith 
r'-""i''--\l't io IL~v'-~r~igt;J loans. lie nuh.:U ihat the Finn tuok g.ro)s "ritt: do\vHs ._,f $]00 IHilliun nn 
I I I I ' .I t • I . ti•-I>H •t1• o 1 .• !t'\\:n1geu tu~tns t..Htnng tnt! scconu quarlcr c..:nrnparcu tn :b!HU !1l!!!t~Hl !1\ UlC 11rst qu~lrh:r. :\!L 

'' • •t o o • ' ' ' I •' •• > • • • 

1\L't!!y \h.:s~·nl"l\.'lJ Ul:: 1·1rnrs bUlK sal\! \}I 11nn1l· IJc.:pol ~uppty anLJ Jusses h:t;;l!d un pn\.:\! 

1 r~ut.;p:u\.'il'-'Y J'rnn1 lh..: synJh:ation pn.1ci..·!l:i on s..:v"'~nti oth~i i;;:\ut.~s. 
f4ir\\itfd ~iii~ilvs{:.; nf th~ Finii's ~~\·~;agt:d acqui~iti\Hl nn~uh:ing for ih~ 
'( )i)~ 

J h; ,ibili provid~J a n rll 
lits.t i\\.:o f\"'-~:11 LHt:nief~ ni' . . . . . . . . . . . .. .... .. . ~, ...... -. -~ .. . 

~ ir. 
dL~s,:ril·H.:J hu\\' th~ Finn utiiiiL~s ruur b~t:;i;; pri'.:\! \\.'iith:atir~n iiit..!lhuds: (:) (.Xl\.!ii\~il qtiUh .. ~s: t2) 
ir.uJin!! ~tcti\·it~·: (~} l'J)S ni~itrix: anJ (.-i) (·I~ ;nairix. IJe piovidL:J dL·i~tils un ihc ~d(lfL'Jill'iliinncd 
ntt:t hud~ and nlh~r pri&:c \ ~ri t1t.:ation nlt:ihoJs, int...·luding the prt~·c !h .... ~ 1nethod appli~...·J .to 

o. I • "' f ~ •t . . L . -~ , ,_ • I • f t • •' .1 I • ' • • ' •• • • • 1 
r \ n.·n~Hl1H .. t. ''-"L ~. uopra tnt.:n pn:~cnu:u UH.: n~·st!HS o! u1c va!u~n!un !C'S!!ng ft)r ~!f..."lfU!S!l!f.Hl hH\n 

~-~1r. Reilly continued th\! prcscntution hy discussing the \Viilt: du,vns anJ ni~rrkct cv\!nts 
,f\ii·ing th.: ~'-~~<iiHJ qu4trt~r \Vilh icsp~ct to COiiiiiicrcial ical i.!Sltltc. I lc not~J that the l·'inn iOlik 

iaJnss vvrite JtHvns of $900 iiiilliun in the second <.JLiurtcr ~onipurcd tu $1 .'-' biUi,,n in \he first 
qt1~1i'it:r. I It: nnit:J ihai floating raie ClHtuncrcial nsscts continu~d to 'vt.·akcn ,,·ith sprcaJ 

'- • _ I' •1 I . . J • I . . J J .,., • f 

!VI f. A'\CIHY ~!U!t:IJ U'l~U l!lC !'" !f!l1 lOOK .... .. . . ·- . 
! nc 1\n.:n!-aont! tA-'rHc !..!0\Vn 

'"~ls largely pn the hridgc: equity~ \\·hich has not bc('n syndicatt!d .. '. ot o. /'~ I ,0 • ' I 

! nc :>unl. u! puruouo ,;~•ns!sts 
o • ""' f 0 I . ' I I I I I • I • f I I I • I • • 1 I ~ • 1 o t• ~ t _ 1 

O! ~--+ ft.!:S!t!L"I1!!H! lanrJ U'!V-.!IOpmctH prOjCt:lS~ prunuruy IOC~H~U !!1 :">OU!!lCrn L\.!!!!Of!l!t!, ~!!lL! lnC 

4L!!.:st!ons to 
• I~ • I • • 

n1~1nahtemt!nt rcgarusng u recent press urttc!e on u1c !·tml s UlVC~ln1\!nt sn 
:'itl!lL~!!. 

. . . .... . . ·' . . . . . . . .. . .. 
t.:sttttc. r:u:sng. tnut pru.:c vcr:! !t.:~tHHl !S ~;::!;1nn~u un u n1ontn1_y nasss ~1nu ~11:l~. general!}'. \ll~ru 
party prt,.;Jng n1puts arc- uscl! \V!l\!rt: nv~n!4lb!C. 11~ st;J!<.!U that the l·irn1~!i principal buok is pril:e 
\·'"'·ri n~li using a NPV upprnach ,,·ith tl !"ligniJic;utt !..!:npbusi3 on the ;:n:Jit '-iuuliti~s ,;r .:ach 
•'• d t lito ..... j 
'\.\flhH'-1•11• 

• Property l~v~( inHnrTHHinn pro\ iJcJ by thirJ p:trty s-:.\r' i\:~r~ { ! rtrll\Hl\ and 
''"'J'lt\. 
!"'\_ \.. !"'} 

~ IJ•~c,>tult rat\!S th~tt arc t.h.:rh·~J fr,un third p"rt)· puhfh:~Hions ( lnstituth•n:.d 
in\ '-"sturs .. i{c~d Estulc Fi nanc.: "~ in\'\.':Jt;n,:nts t 

• l'rnJuct {.\tntn.;L \\hi..:h r~Yic\vs H{l~ tll\'ic,k:l:; J\!\'~h,)p~·J fpr '=·uc:h r•Y'Ih~Hl 
t(;r f~~i!\t.\ii~thlt:iit.'"SS 

\tr. ( 'ihtpra 11\lh:d lh .. lt bridgt: a.'\ll!ity i~ 6!\..'!H.:r~dly Hl:!rk\.·d to ttrg""''l ttl\t..'~!ur} J\..•h.!oo; 1~1r tht..• 

~p~·"':!!!~· in\\..'~!llh .. 'JH ~uHf rh~tt Produ..:t ( \uHrt•l r\..·\ k'\\·s lh~ n:a:\onahh:rh.:;-;s of th;,..• \ ~tlu .. tti,:n 
.. 1:--~,u1opt tPtl". ~ tr. t'hupra a!o.:u ,h:t~lih:d ht)\\ I h..: ;..'ilOHH;..·n.:ial t\:ai ..:·-,l~lh: hPuk ;.., pri'-\.: \ "'ii fh:d 
H-...i;a.: iilh.'i'llaJ nhllh:l~ l,_,:-.~·d '\" ... pn."~h.Js ,,ht~dii\.'J frun1 thirJ f'di'i~ puhJi~·.ttitHis, ~~\Hi~ -..p~,;,\i,tl 
-..'iiiiili.i•·i' i11 i't. .. '~• .. :fit ,,.J\.':'. l.ii\:L .... , .tiid hid:'\ tiil iiul..._·~ ,,f~itnif..u- ~~Hnhilk'"\. II\.' .. d:--tt d-.·'L'lth\:d ih•\\ 
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.1'V.L£l... .J...I.V_ ......... ----- ..._ 

- - 1"1' 1 _ ...... .:_1 EY -SEC-LBHI-:tv1L 000050 
Private & co:nno.ent!<t! 



Pn .. Iu~.:t t 'ontrnl dis~.:usscs '' ith bu~in(:-.S :-1.:11ior mattag~.:m~.·nt pn~o:utg \':trian~.:c~ that (.'\\.'i.:l • .'d th~o: 
Firm's l.''itahlislll.:d thn.:sh11lds. ~lr. Chopra then pn:sl.!nteJ an analysis of the balalll:c ;o;h~o:d 

pu~itinn ;tt the .. ·nd ol' the sc .. ·ond quartcr :mJ saks '' hich m:curn:d durin~ thl..' quarter. l(•r th~o: 
Finn\ l 1.S .. l:urop .. ·;m ;111d :\sian comml..'r~.:i\11 l'l..'al cstatl.! positi1lllS. lh: (\lllllnitt~.·c dirc~.·II.'J. 

qu~o:sti11ns 111 lltana~~.·•m·nt rq!arding this anal~ sis. thirJ quancr ~k\'dopm~.·nts. and ~.·undition~ in 
th~.· htr11p~.·an ;md :\sian cumml..'rcial n:alcstatc markcts. 

\ kssr-;. I h:rnard :utd Chopra \\\.'1'1.' 1.'.'\CUS1.'J !'rum the llll.'t.:t i 11[:!. 

l·:t'IH>PF:\.'1 F()t 11TY VOL\TILITY REVIE\V 

\Is. J{uduth·r r•.:purh:d 1111 th~ rcsults of the in\cstig.:.~tion and l..'nntrnl rc\'iew rebtcu to the 
\alu:1tion discn:pancy in th~! Europcun EtJUith:s Volutility business iJentilicJ during th~: lirst 
~lu;u·t~.·r .. \s had;gnnmd. ··he nuli.·J that the ~.:untml inl'rastructurt! l(1r the Equity Vulatility 
business was ;t:;s~.·ss~.:J :.~s a S~trh~mcs·Ox Icy signilicant Jdkkncy in 2006 anJ 2007. She no11.:J 
that ,\bile progress was made in 2007, improvements were still re~JuircJ in 200X to a\·oiJ a 
m:tll.'l'ial weakness ;~ssl..'ssmcnt. Ms. Ruuulk~r des~o:rib~.·d th~.: Firm's r~sponsc to the valuation 
di:·a.-r~.·pmH:y ill the l~urop~:;m E~1uitics V~ollatility husin~ss iJcntili"·cJ Juring the first liscul qt~art~r 
ot' ~onx. She r~·purtcd tlwt thl.! Finu immi.'Jhlld)' suspcnJcJ th..: scnim tmucr •mJ his supcrYisor. 
l1 ,~.·us~d o11 d~·ll:rmining thl! ~.·mr~.·ct prking m~:thuJulogy ;mJ valuation. inlimnc:J Ernst & Y uung 
and thc Finn's regulators ol' thl.! inciJ~.·nt. and l..'tllllmcm:cJ an imh:p~nJcnt internal review. ~s. 
Rudutker r~.·porii.•J that Corporate :\uJit has cumplctcJ this rcvil.!w, rcvi~.:wcJ the! lindings with 
nwnagl..'lltt:nt and agn:eJ to a set ul' Ctllltrol impruvcm~o:nts that must be maJc Juring 2008 in orJer 
tu tl\oid a material weakness unJcr Sarbuncs-Oxley, :mtisfy regulatory expectations. and ussist in 
dc;ding '' ith rcgulutory inquiries. Ms. Rudolkcr thc:n r~portcd that these control improvements, 
tog~:ther with indiviJual responsibility, completion Jates and stanu~1rds have been committl.!d to 
oy management of the Front Ortice;:, Finance, Risk Manngcment nnd Operations (MiJdlc Orti~:c). 
She sWII.:J tlmt the tindings nnd action plans haw also been reviewed with Ernst & Ynung und ull 
open audit findings anJ :u:tiun plans arc purl ul' th~ business inlhtstruct.ur~.: improwmcnt pn1jcct. 
Tho: ('"mmitl"'l.! Jir~o:ctd ljuestions 111 m;magcm~.:nt rl..'garJing tl~t! cons~qul..'nccs 10 the ~o:lll(Jl~l)'I.!CS 
dir~.·~.:~ly ill\ nh cd in the i:-.suc, their r~poning line. and other maucrs. 

\1s. RuJulkcr sumnutrizcJ the review con<.ludl!d in rcsponsc·to a lctll.!r that was n:c..:ivccJ 
hy sl..'nior Finance anti Rbk M;anagcmcnt pcrs('nnd ,,f the Firm from an employe~ in I he Finance: 
lkp:t rt mcnt rt:sponsi hie li11· U lob;tl Oal:mcc: Sheet ;mJ Legul Entily .·\ct:ounting. lh"· em plo ~ ~.:c' s 
k·tt~.·c 111d i~o::JII.'J th:tt he had ~·, 'lll.'l.'l'lls rcl;l11.'d to hahmcc sheet :mJ kgal l..'tH it~ cuntwb 1\ •r "hkh 
he ":..,. fi..':-J1111l'-tbk. \b. Rud,,fkl..'r lhltl..'d that this l...·ttcr \\as :-:~.·nt only a l~·w ,b~:-. pm•r lu the 
1:in11·" \ l.t~ t\:dth.:ti,•n-in·\~11'1..'1.' ;tnd .tt th1.• II Ill~ thl.! ktl\.'r \\as :-.1.'11t. a d~.·~.·i,.;ion h.tJ .tlr~.·.,d~ b~.•~o:n 

lllad~.· 111 l.'liminat~.· this ~.·mplny~o.·~:'s position as purt ut' the 1\'dth.:tiun·in·lill'l.:e .md r~..·.,tl'ltl.'l\11'1.' his 
r~tk to .tddl\'ss ~·nltalll.!1.'1li1.'IIIS that lwJ bwn idcntilied. \Is. Rlld~o,lkcr 'tat~.·d that :-.he .111J fhl...' 
hrr11\ C i1.'lh.'ral ( \ttmsd .111d !:rust & Young haJ rn~.·t with lh1.• ~_•mplt•) l.!t.: llllllli..'I'IIUS tim..:s to 
d i -:~.:u ... s 1 he: pnints th<: .. ·mpl'') ~..·~ ruis..:J. including m~.·etings bl.'t \\~.·en Fmst & Y oun~: anJ the 
~·•npln: 1.'1.' ;tt \\ llkh lll.tJiai:_!l.'llll.'lll "as not pr~.·scnl. Sh~.· l'l..'portcJ that C'PrJ1,lr'IIC . \udit Ita:-; laq;dy 
l.'••mpktl.'d. 111 1'-trtn~.·r:-.hip "ith I· in;uldJI t\,ntrul .111J hn:-.t & Yuun~ .. 111 1.'\ .duati1111 ,.r the 
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, ... 11\·~·ltlx r:1i ~~.·d hy th~.: cmpluy1.'\!, ~ ts. Rudolkl!r :;tat~d thut no m<~tcrhtl isslll:s lwvc b-:cn 
i.kntili\•d duri!lg the n:\'icw :mJ she ~umrmarizcJ o:o;r·t;~in 111' the lindings al\\.1 n:commcnJutiuns 
a tid distrihuh:d a d.:taikJ repoa1. She noh:J that the contmls !i.1r \vhil:h this .. :mplo) 1.'1.! \\:Is 
t\'SPII!lsthk ;u\· important so."conJary corurols. but an: nnt rdii.!J upon a::; part 111' Sarbancs-Ux Icy 
;1t1dit lo..'stitlg due 111 pn:viously id.:ntilicJ gaps. 1\lr. Cruikshank t:mph.a~izcJ the imrortunco." 111' 

thornt~~,;hl~· inv .. ·stigating cv~.·ry conccn1 raisi.!J by the employee. · 

PIU\'.\TE SESSION 

!'hi.' (',lllllllilh.'l.' 111ct privatdy \\ith Ernst & Ymtng. Th~: t'l•mmitk~: th~.·n mct pri\:th:ly 
'' ith :-.Is. R11dolko:r. 

f'IWI't: b .. ·ing. 1111 rllrlhl.·r PtiSi!ll.':iS, upon motinn July tn,IJI.! anJ :il.'l:lllldl.'1.1. th..: mc.:ting W:l:l 

,td_jllllflll.:d, 

FOIA Treatment Requ~sted 
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Respectfully submiltcJ. 

Jel'l'rcy I\. Wdikson 
~~~r..:tary 
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I~FS{)I.\.FI>. i1ial rh\.~ \liiHii\.!S .,f th~! iih .. ~\..!ling \if th\! .\udit t .lliiiiliittt. ... ~~~ h...:!d \\il 

lnly ~~. 2fHiX ~t~~~. !1""·1\:hy .lpprnr~·J in ihl..; f\,rnl ~lih1\ lh.:·d :it !hi.;., IHl.."\:t~nb!~ ~uhlth~il ~i i.'ttpy 
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I.Eil:\L\~ lmOTIIEI~S I~C 
\I illllh:S or thl.'. \udit ( \lllllllitl.:\.' 

.lui~ 22. 21HlX 

.\ llh'dlll~ ufth~o• .\udit (\llnmil11.'• . .' oi'l.l.'hiiHtllllntllh:r~ 1!1..:. i"I.BI"11r th~.· "( 'urpora1inn") 
\\;1'; hl.'!d joillll~ ldth a 1\\l.'l.'lill!;! ,,j' thl· :\udit t'ollllllilll.'l.' ur 1...:1\man BrHth~.·r~ lluldillt!~ 1m:. 
t"lloldillgs" llf l'lllb.:th .. :l;. \\ilh it:-> subsidiarks. th\.· ··Firm") inth..:I"W\.'llli\1.' c .. mi~TI.'II(I.' Rll{llll. 

; h1 l·h1t~r. 7-l:\ S..:,·..:nth :\\'..:lllll.'. !\:..:w York. ~c,:\\· Y(lrk. ,,n July 22. ~llOX, ;rt II :Ill) a.m .. 
pm:-.uant 1 o \Hi fl~o·n 11111 i.:..:. 

\kssrs . l'humns II. Cnriksh;rnk (( 'huirman) 

.. \I.SO PRESE~T riY I~VITATION 

1\.kssrs. 

Sir 
\kssrs. 

~Is. 

\ks:-;rs. 

\-lkhud 1 .. :\inslil! 
.John :\kl.'rs 
Rog~o•r S. B.:rl ind 
< 'km~n1 Bcrnurd 
N1.'1.'raj ( 'hopra 
( 'hrislopht..·r (j-.:rH 
\·lanin K .. :lly 
l:rn J.,m itt 
l i1.Till'U lh·illy 
lh:1h RuJolkc.:r 
l'lmmas :\, Russo 
\\.'illi:lrn Schlich !Emst & Young) 
.klfr..:y t\. Wdikson 

:\PPROV.·\L OF Ml~liTF.S 

The first onh:r nf hlr.~lnc:ss \~:.Is the: appf\1\'i.ll uf thl.! ~·1inuh:s of thr.: llll:l.'ling. h...:IJ \lll July X. 
=:tHIX. l 'poll motiun duly m:u.Jt.• ~uu.l st.•t:onJl.'J. it \\~Is lln:.lllimously · 

RESOI.\'EU. thnl tht.• \linutl.'s ol' thl.' meeting u!' the ·\uJit l'PIIllllitll.'l.' 
IK·hl t•n .lui~ X, 21lW\ ar..: hl.'r...:h) .tppw,~,.·J in th...: f(,nn ,llhnuth:J .11 thi:-; llll.'~o:ting . 
• md lh;~t a "'"P~ ,,f :-.u~o:h \linutl.'s he ph11:1.'J in lhl.! ;1pprupri:~t..: \linulc Ho11~ ,,f tht.• 
( .tlfJ1111';11 i1111. 
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\'.-\l.li.\TIO'i I~EVIEW 

\lr. Rl..'illy intmdun:d th1.• Valuatinn 1~ ... ·\ i~,.•", ~latinb! that it 1\llllld l.'tlllSisttlt' an m I.'T\'i...'w 
nl' I h.: ProdliL'I ( 'ulltrlll l'tllll.'litll\. induding \ aluation t.:ul\tt'\11: " fl.'\ il.'\\ or tlil..' h·~ fun..:tions 
p.:r1i•nnl.'d h~ th.: \'aluatiun and C\•ntn•l group '' ithin Prudu~.:t ( \•nlrul. inl.'!uding prill..' t~.·sting 
and th~.· ~kii.Tminalilll\ 111" 1~tir ';tfuc k' d hi~..·rar\..'11~: :1 n .. '\ il.'w ,,,. m:u·J.- tu marl\ ;~dju.,tm~.·nts Juring 
th~o• S\.'l'UIId Jis~o·a) ~fll;tl'h.:r and !hi.' ll\ai'J.-1.•! 1.'\ 1.'1\IS \If lf;li\Sill.'\illllS 1\ llkh dru\ 1.' thOSI.' au.ill:-1111\.'tllS': 

,tml a ft.:\ iO:\\ uf th..: r...::-.ults uf th\.' \ alualitH\ (t:'iting lllf t'l.''iid~,.·ntial ;mJ O:lllllllll..'fl'i;tlllltlt'l!;!at!I.'S anJ 
k'..:r<~!,!..:d h•~tns at th~.· ~.·nd ul'th~.· :-l.'l.'t•ltd fi:-.•.::tl quarter. 

\ lr. l{l..'illy th..:n pn:s..:ntcJ <Ill tn·~.·n i~.·" of thl.' l'roJw.:t (\mtrol t'un..:tion. dl.'~a:ribing its 
l'l."'ronsihilitil.'s for hu~in~.·ss ;tnal~sis. husin.:s:; cuntwl. ,·;tluutillnl.'untrol. anJ n:\c:nw tr;m:;:tl.'tion 
~o·untrol. l'h..: (.'pmmittec dir~o·~o:teJ lJlh:stions to m:u1agcm~nt r~o·g .. rJing th\! ProJuct Cllntrol 
function. including its·r\!sponsibilitit.:s, structure. n:purting line:-; and irH.lcpcnJcncc t'rom husin.:ss 
units. 

\lr. CIH•rru .then di.'SI.'riheJ the Valu;lti{•n anJ Cnntwl group. lie JcscrihcJ the: gwup us 
l'tlllSisting llf t~.:hnic:.tl staff \\hn arc \'ery l~mili;rr '"ith the proJu~.·ts thl.'y wwr anJ \\ho art! 
rt:sponsihlc li1r \'l..'rifying prk~.·s li1r nsscts anJ liuhilitics. hoth on and tlll' hulunct.: sheet. Mr. 
Ul, 1pru st:lti.'J that prices art! \·cri tit:J thrnugh J;l\a pmviJcrs, ~o·onsl.'nsus pridng scr\'kcs. 
1.'\tr;.~polation f'rom similar inslnrrn~.·nts. unJ Tl.'l.'l.'lll tr:..tding <.~ctivity. lie also notcJ that signilkant 
'arianccs ;1rc th~.·n csl.'<tlatt:J to sl..'nior m~.lllug.t.:m~:nt t'ur furtht:r consiJ..:ration. Mr. Chopra 
lkscrih<J the moJd contn1l pruccss <tnJ the r~.·vicw of compl~x derivatives tmnsth.:tions. The 
t't1mmitt~.·..: Jircl.'tcJ !.Jllcstions to man:lgt.:tncnt regarding thl.' ust.: of t.:onscnsus pricing ser\'ie.:s 
anJ tht.: rol.: ot' l:rnst & Young in uuuiting.thc valuations. 

\1r. Chopra then uiSI.'liSSeJ tht! n:spunsihilitit!S or the V:~luation anJ Control group l'or 
assigning. l~tir value hicr:m:hy k\'..:ls to tht.: ass~.·ts and liabilities anJ for t.:ompkting th( n:lutcd 
Jisdosun: r..:4llin.'llll.'lllS. 1\fr. ( 'httpra prm jJ~,·J a Jt..•st:rirtion oJ' how the f;tir \a lUI.' hicmrdl) h:vd 
li•r a particular :tss\.'1 is d..:t..:rmincJ anJ outlin.:J thl.' rdl.'\·anl guiJI..'Iincs. l'h..: (.\lmtnittc..: Jir..:..:tcJ 
questions to mun:tgcmcnt uhout tht: lhir \'\IIlli: hicran:hy. induJing the ~.ktcrmination tl!' the 
appn1pri:.rtc lc\'CI lc>r nsscts anJ th~..· mon'ml.'nt or assl.!ts hl.:t\\CI..'n levels. 

Mr. Reilly cuntinucJ the pn:scntation hy discussing '-'Tilt! UO\\llS und market e\·~nls 
rdalcllto n:sith:ntial mortgag~.·s. Ill.' nntcJ th:ll grnss \Hite downs for rcsiJI.'nlial mortgag~:s intht: 
scc11nJ l!Uart.:r wen.: $:!.4 hill ion compur~:J to $:\ hilli\lO in the lirst 4uartcr. I h: Jcscrih..:J the 
Pl.'h1tun J~o:tuult, a large non pcrti•rming h•an sat.: hy th.: Firm. the loss rd:~t~.·J to ~"apping 
'uhprin11.: ~"·~uritics 1•lll ul' a 1-'irm·'l'''ns,•rl..'d in' ~.·:-.tn11.'1lt l'unJ. anJ J,,s~.:.; l'rurn P•"'r at:dit 
p~,•rlitrtthlllt:c and "Prl.':tJ "id ... ning in till' quart~o•r. \lr. lkill~ and \lr. ('hntwa th~n prt: ... ~.·nlt.:J .an 
.111.!1~ ~is 111' th~.· h~tlant:l.' ,[),:..:t 1''':-oiti\•11 ;~t till' ~:ttd 11fthc :-..:~o·(•IIJ lbl.'al ~fliUrll.'r. tr:Ul.'iil~tion:o. \\hil:h 
~~~·"'urn.:d during th1.• l.jU:trt..:r. anJ th~.· r ... ·,ults t•!' th~.· pri ... c !\.'sting h~ l'rudll\,'l ( ·,l!ttrol. li1r til~.· hrm's 
t .S. and l·ur"p~.·an r~.·~i~kntial llll•rtgag~.·.;. ·1 he Clllllll\itte~: din.:dd ~~u~stitlllS to lllanag~.·rn ... ·ttt 
r~.·garding till.' Finn's '.duation t•l' r~o:'iidl.'nti;d mortgag~.:s ;md prkmg d ... , ~.·lopnwnt:o. i11 th1.· third 
li,\.'.tl •lll.l!'ll.'f \\I ,lat\.', 
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\ tr. R~tll~ tlwn disl.'uss~J th~ \\rite dl\Wns anJ markd ~\l.·nb thut h:l\ ~· tal-.~n pla~o:l! "ith 
t~..·..;p~..·l:t II 1 kn·rag~..·d luans. I k nokJ th~tt the 1-'i nn tollk g.rllss \\ rit..: do\\ 11s ll!' S.1 00 mill ion on 
kwr:tg~·d h~;~ns during the second quat·t~·r comp:lri!J tn $700 million in the lirsl quarter. ~·tr. 

lkilly d~.·sc.:rin~o.·d the l:irm's hulk sak of llnnll! Depot Supply anJ lo:-;scs has.:J \111 pric~ 
tr:mspar~.·ncy l'ro111 the ~: ndi1:ation prol'css on s..:\\.'1':.11 111hcr issu~·s. I h.: alsn prll\ id..:J a. ndl 
Jill'\\ald :tllal~~is of the !.'inn's k\t.:ragcd :H.'ttUi.'iittlllllinanl.'illg for the lir~t t\\(1 liSI.'UJ quarters of 
~ llOl'i . 

.\lr. ( 'lll')'r:t tlwn dl'laikd prk~ h'rilkalion m..:thuds li1r :li.:~jlllsliHlll l'acililh:s ;mJ 
d~o.•scrih~.·d he!\\ thl! Firm 111ili1.1.·~ I;Htr h:tsic price ,.~rilh::tlil\11 llh..'thuds: (I~ ~.·~h:rnalquot..:s; {2) 
lntdin!;! :u:U\ity: t.~) CI)S nwtrix: anJ {4} ('I{ matrix. lk prmidcJ'JI.'t:Jils on th..: ;tllu-..:m~:nlionl·LI 
n11:1huJs and nlh~r pril:~ \ ai Jication m~tllods. induJing the pri~.:c tkx nwthnJ appli~tl ·In 
:\rdlSiclllC. 1\ lr. ('hopw thL'Il rrcs~n!I:J the n.•sults lll' th..: valuutiun tL'Sting lilr :IL'I.jllisithlll loan 
l~lcilith:s :JI the cnJ ur the SI.'ConJ qtt:.lrtL'r. The <.'ommiucc Jin.:ctcJ 4U\.'Siillns 10 management 
n:g.an.linJ; the r~:sttlts of the \~tluatinn tc~;ting l(lr thc scconJ ljl1Ur11.'r .. 

\lr. Reilly ~:,ullinucJ the pn.:sl.'nlation hy dis~ussing thl.' \\rite Jowns anJ nwrkct C\\~nts 
during the sccot\J \.jllarler \\ilh rl'spcct to Cllmmcrciul real cstatc. lie not~.·J thut the: Firm to,,k 
grn~s \\file d1mns ol' '£1/0ll million in the SI.'Wnd l(U:lrlcr compurcJ tu $1 A hillion in the tirst 
qu:~ncr. I k noted that lh1atin!:_! rate comnh.:rcial ass~.·ts ;:ontinu~.·J to "~o:akcn "ith sprcaJ 
widening icading to :.1 loss ,,(' $-WO million in the yu:.~rtcr. Mr. Rdlly stali!J tlwt 1h~ Hrm lll1lk 

"rite Jo\\llS ~,,r $500 millillll on ,\rchstonc and th~: Sun<::tl pc!MI'ltlio. Th~: 1\n.:hstonc \Hit..: Juwn 
"HS lmg.d y nn tho: hriJ ~;..: c4ui ly. which has not hc:c:n S) nJkutc:d. The Sunt'al pmllillio ;:onsists 
111' :!-+ rcsic.lcnlial land c.k\'dopmcnt projects. primarily lnc;ltcJ in Southern Culili1rniu. anJ the 
\Hill.! ~hl\\'11 "as Juc: tu the \VO.:<tknl!ss in the residential market in that un:a. l'hc: l\lmmittc~: 
diro.:dL'U qucsti11ns t1l tniln<lgcmcnt n:gurt.ling. a n:ccnt press uniclt> on the Fim1's invcstml'nt in 
SunCul. 

Mr. ( 'lwpru th~n dt..'t<lilt.·d price \'l.'ri lkation ml."lhoJology with r~:spc:.:t to commercial real 
estate. O\lting that pricl! vcrilic.:ution is perl'nrmc:J on a m~.mthly husis <tnc.l thut . .gl!ncro.:~lly. third 
pany pridng input!( :.trc uscJ "here avuilabh:. lie :-;tut..:J that the Fim1's prindpal book is prke 
\Wilil!d using a NPV appro•1ch v-•ith a signitk;.mt emphasis nn the: l'r~·Jit ~u<tlitics of each 
~.·nll:alo:ral. ~-tr. l'hopra JctaikJ IW\\ the Firm· s moJds usc:: 

• l'ro,p~o.·rt~ k\ o.:l inli1rm;niun pro\ id..:J h~ thirJ party s~.·n ken; ~Trimont anJ 
Pt'l'P> 

• l>iSI.'tiUil[ rali.'S that m..: d~,.•ri\t..•J fnHll third rarl~ puhlkatiollS tlnslilllliclll;tl 
hl\O.:stm~· R..:all;sl~tlL' 1-!nall\.'\.' & lll\t..':-.tm ... ·ntsl 

• Prnduct ('1111!rPI. \\hkh r<.:\iC\\s 11{1{ m,,Jds J..:\l..'htpd ti.,r ~·adl pu-,itll•ll 
!'I H J'O.:<Isc lllUhi..:llL'SS 

\ lr. Chopr:.1 nnll.:d that hridgc ~llllil~ is !i-l'llL'WII: mar~..:J 111 targ~.·t ill\ ~~tor ~ i..:!Js l(,r tlw 
-.p~.·dli..: im ... ·strn ... ·nt anJ that PrPduo:t ( 'untrnl r..:\ it.:\\:-. tlw r~,.•;t~\11\,tl-tkn~..·ss nl' th1.· \ alu.Ui1111 
·'""lllllj'liltll.;. .\ lr. t'hPpra al .. 11 d..:railcJ hn\\ lh~o• ~..·~·ntnt .. ·r\:i.tl r~.·al ,:,tat~.· hoP!\ j.., pnco: 1 ~..·riti~.:d 

u-.in~ itil,,:rn.tl lllo•dd-.. h.1-..1.'d ~>11 'l)f~'.td' 1thtaith:d 11'<•111 third p;~rt~ publiLt(Jolll"'. !:''' 111~ '1'1.'\·i.ll 

,:rnl'h.l'l" h• r.·.-~.·nt ';ak'. l'ir..-k•, .llld hjd, "n nult..'' nl' ,imd.tr .lltnhutl'' I k ,d._,, ,k,,·nl,,•d h111\ 
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Produ~t l'11ntrol di~l'll:-iS1.:s \\ ith husin..:ss s~.·nior m:mag..:m~,.•nt prking \ ari;~n~:..:s that L''\l'l.'l'U th~ 
1-'inn's l.'~lahlish~,.·d tlm:slt~llds. ~lr. Chopra tlwn pri,.'S\.'Ilii:J an anal~si:-; or th..: hal:lll\.'C :;lu:t:t 
p1 1si tiort ;tt the ~,.·nd of tht: scC1111d quart~,.·r and :-~ah.:s "hich \ll:l'Urr~,.·J during t h\.' qtwrkr. li 1r the 
!·inn's l S .. l·urop~.·:tn and .. \sian cumm..:n.:ial r~,.·al ~.:st;ttc positions. l'ht.: Cummitt..:t: Jir~,.·ctcJ 
qu~,.·~tioth hi ntana~l..'tll\.'111 r~,.·~;trJing this analy~is. third quan ... ·r ~k' ,,:loptn~,.·tlls. anJ ~,.·llnJitions in 
tit~,.· Fur11p~.:an anJ .\~ian~,.·nrnm~,.·rl.'i;d n:all.'slah: mark~.·ts. 

1-:t'JH>PL\~ F()l! IT\' \'(>L. \TILITY RE\'IEW 

\1s. Rudol'ker n.:por1eJ un the rl.'sults of the inn•stigation anJ control rl'\ i..:v. rclali:J to the 
';duation disl·r~,.·p:uH:y in the Furop..:an Ellllitil.!s Volatility husiness iJ~,.·ntilicJ Juring thl.' tir!'il 
q11;11'11.'r. ,\s h:td.:~munJ. shl.' nuteJ th;~t the control infrastructure t(Jr the EltUity Volatility 
husin..:ss \\as ass~sscJ as a S;trlxmes-Oxlcy signilkant Jclidcncy in 2006 :mJ 2007. She 111lleu 
that \\hit~: progn:ss was maJc in ~007. improv~ml.'nts \\~rc ~till rL'I.jUin.:J in ~008 to U\'oiJ a 
muterial \W\lkn..:ss ;tsscssllll'nt. f\.ls. RuJolkcr J..:scrihcJ the Firm's rcspons..: to the \allmtion 
discrcpam:y in th~ l~urop~an Equities Volmility husinl'SS iJcntili..:J Juring th~,.• lirst lis~•tllJUUrtcr 
nf ~OilX. She n:port~J that the Firm immcJi:tt~ly sus~nJcJ the scnim truJ~r anJ his supcn isor. 
l(,cus~J on dch:rmining the correct pricing 11\l'lhoJulogy unJ \ aluation. inlormcJ t·:rnst & Young 
ant! the Firm's regulators ul' th~ im:iJcnt. anJ wmmenccd un inJ~pcnJ~nt intem:.tl r..:vicw. Ms. 
RuJolkcr rl·portcJ that l'urporatc t\uJit hus compktl..'d this rc\ i..:w. r..:vicWl'U the linJings \\oith 
tn;m;~gl.'ment anJ ag.re ... ·J hl a s\!1 ul' control improv~mcnts thnt must h~ maJ..: during ::!008 in ~1rJ..:r 
111 avniJ u material \\I..':Jkncss unJ~r Sarhan~o·s-Oxlcy. satisfy r~gulutmy c:-:pcctations. anJ assist in 
~kuling \\ ith n:guhttory inquiri..:s. \1s. RuJolker thl.'n rcport..:J that these I.'Ontrol improwmems. 
h 1gdher \\ ith inJiviJuul rcsponsibil ity. completion Jatcs ami standards haw bcl.!n l.'ommith:d to 
hy munugcm..:nl uf the Front Onicc. Finunc..:. Risk Munagcml.'nt ami Operations (Middle Ollh:c ). 
Sh~ stati.'J that th~ linJings anJ :u.:tion pluns hav~ also nccn revic,,eJ with Ernst & Young und all 
llpl.'n auJit findings anJ a~tion piUllS arc part of the OUsiness inl'rastructurl! impron:mcnt proje~t. 
Th~: Committee directed lJUI.!stions to rnanngcment regarding the consel.jw.:m:l.!s to the cmplu~ ccs 
Jin:etly involvcJ in the issue. their reporting line. anJ other mutt..:rs. 

\Is. RuJnlkcr.summuri/I..'J thl! rc\ ic\\ \..'llllJU\..'ti..'J in rcsrunSI.' to a kllcr that \\:IS rl.'l'd\'I.'J 
oy s~.·nim Fin;llli.'C and Risk ~larwgcmcnt p..:rsonn\.'1 ol' the Finn l'nun ~m cmplo~1.·c in the Fin;mcc 
dcp;u·tm~.:nt r .. ·spPnsihlc l'or (ilona I Balanel.' Shl..'l.'l anJ t.~.·~;d l~ntity . \ccuunting. lhl.' cmplo~ 1.'c · s 
ll.'tt..'r indkat .. ·d that hi.' had l..'ulll..'l.'l'llS rdat~o·J 111 halanc~,.· :-h~.·~.·t :111J kgal~.·ruit~ l.'l'lltrnls Ji•r ''hidt 
it._• ''a" rl·~p1111~ibl1..'. \1s. RuJutk ... ·r notl'J th:tt this kttcr \\as -.._·nt 1•11l~ a t~·" da~' l'ri11r 111 the 
hnn's \Ia~ n.:du~.·ti,•n·in-t(,r~.:~.· and at thl.' tim~,.· th~,.• kttl.!r \\as :O.l'llt. a ~k1.·i.;hm haJ ;dr~.·ad~ hcl..'n 
tlla~k 1t1 ~·li111inatl.' this .. ·mplo~ ._ .... ·s f\\'"itiun a:-. part ul' th~.· r~·du~o·tiPtl·in-litrl·c and r~.·~tntl.'tUrl.' his 
ruk 111 .tdJr~.·~~ \.'llhatll.'l.'llll.'llb that had h ... ·cn idcntilkd. \Is. RuJ,,rJ.. ... ·r st.rt~.·J that :-.h~.· .tnJ the 
I inn·, <i~.·n ... ·ral l'Pun:-.cl .111J 1-'tw.t & Y11ung haJ m~,.·t \\ith the ~.·mpl"~"'l..' llllllh:nllts titllL'S to 
di..;~,·th' tit~.· p11inh th~.· l'111J'IP~..:~.· r.ti,~,·d. induding llh.'1.'ting:- h ... ·t\\1.'1.'11 I rrbt & y,lllll!,! ;utd thl' 
.. ·mph•' 1.'1..' at "hidt llWil:t:!L'IIh.'llt \\\1:-. 11111 pr~.· .. ~.·nt. Sh~o· r~.·p,•rt~.·d tho~t ( ·"''Jll'l',tl\.' \udit 11.1.~ i:trb!~.·l~ 

l.'l•lllpkt~o·,l. Ill p.lfllli.T'hip \\lilt I ill.llll.'l,d l'lll\tl'\11 ;tlld 1111:-.1 & y,,\111~ •• Ill .... , ,tll1.1111111 "t' 1ltl.· 
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'' 

.... ,11\l."~o'l'll> rai,~·d hy th~ o..·tnpln~ ~· ... •. :O.Is. l{ud .. lll-,~,·r slall:d that 1111 makri;tl is.•>tll'S h:n I! Pl.:l!n 
tdo..•ntlfi~:d durin~ th~ l'o..'\ il..•\\ .allli )oho..• S\lllllll:tl'iii.'J t.'l:l'l<lill uf lh1.· lindillt!S ;md l'o..'t.'llllllllt.'lldittillflS 

.utd dt~trihukd " dl.'laibl n:pllrl. Sht.• 11111~:d that tlw l.'lltllr,J!s l\1r \\hi~.:h thi~ ~.·mph)~~.·c \\;ts 
r~.·~pllll. ... ihk :u·~.· itllpllrtlllll \1..'\:lllldary l.'lllltfl}ls. nul an: 11111 r ... ·li~.·J upon ;ts part Ill Sarhani..'~·Oxky 

a11dit ~~: ... ring du~: In j}J'L'\ iousl~ idl'lltilit..>d ~aps. \lr. t 'ruibhan~ ~.·mph:tsi;~.·d tilL' itlljhll'l:.tll\.'1: ul' 
tltllf\llt):!hl~ 111\1.'\lig.tling 1.'\t.'f~ 1..'\llh.'l'l'll rai),l.'d ny lhl! ..:mpht~O,:\!. 

l'ltt.: ( 'nntmiu..:..: 111..:1 prhatt.•ly ''ith Frnst & Ynung. I h..: C11t1llllit11.:..: th~.·n m~.·t pri\atcly 
\\ illt \h. Hudotl.~.·r. 

I h~·rl.' h ... ·ing n11 t'urth ... •r hu:-it11.:ss. upon lllllti,,n Jul~ nwJI.' ;utJ s..:l..'lllld..:J. th..: llll.'l'ling \\as 
:llljlllii"IWJ. 
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"Rudofller, Beth" 
<brudolke@lehman.com> 

07/18/2008 10:20 AM 

To "Russo. Thomes A" <trusso1@lehman.com>, "Lowitt, lan T" 
<llowitt@lehman.com>, "Kelly, Martin" 
<martin.kelly@lehman.com>, ·wellkson, Jeffrey" 

cc "Shapiro, Maoeline" <madellne.shapiro@lehman.-com>. 
"Aponte, Yolanda• <Yolanda.Aponte@lehman.com> 

bee 

Subject Audit Committee Agenda 

Att~ched ie a draft of Tuesday's Audit Committee Agenda. There are 3 
top1cs, the lst being the major focus of the meeting; 

1. Pricing and Valuation Controls for Less Liquid Assets 
2. European Equity Volatility Investigation Results 
}. Employee Letter Investigation Results 

Appreciate any suggestions. 
ThanKs, 
Beth 

<<AGENDA00-2009-07-22 Audit Agenda.doc>> 

This message is intended only for the personal and confidential use of the 
designated recipient(sl named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dis•cmination, 
distri~ution or copying of chis message is strictly prohioited. This 
communication is for information purposes only and should not be regarded ae 
an offer to sell or au a solicitation of an offer to buy any financial 
product, an official confi~ation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
~ecure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained within 
this communication !including any attachments) is not intended or written to 
he used and cannot be used for the purpose of (i) avoiding U.S, tax related 
penalties or (iil promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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"RudofKer, Beth" 
<brudofKe@lehman.com> 

06/0512008 11 :46 AM 

To <william.schllch@ey.com> 

cc 
bee 

Subject FW: Schedules 

History: r~ This message has been forwarded. 

> 
> From: 
>Sent: 
> TO: 
> subject: 
> 
:> 

Lee, Matthew 
Wednesday, June 04, 2008 6:04 PM 

Polizzotto, Joe; Rudofker, Beth 
· Schedules 

> <<Summary_Martin Kelly (3).xls>> 

> Joe/Beth 

> These are che schedules that were missing from the initial pack. The 
> first tab shows the high level results for the first three quarters 
> that the Firm has performed this global substantiation procesu. Two 
> points to note (we discussed these) 

> Al Cell ?12 vs. cell P23 of the first Excel tab. The significant drop 
> from 13,205 to 11,523 accounts relates to taking out the accounts leas 
> than USD 100 equivalent. I mentioned 3,000 accounts having balances 
> less than $100, a higher number, because my number included 
> intercompany accounts excluded from the substantiation process. 

> B) Cell M 23 vs. cell 34 ($325 ve. $35 billion). This significant 
> decrease in unsubstantiated dollars, may very well be due to the fact 
> that the Mumbai qualitative review team had not had a chance to reject 
> items yet as they had hardly started their qualitative review. The 
> statistics for the first two quarters were prepare after approximately 
> 90 days and after a qualitative review, whereas the statistics for the 
> most recent quarter were after 60 days and no qualitative review. 
> 
> Please note that the back-up you have is of the $35 bil.lion in 
> February. It takes several daya to pull all this information 
> together, so if you wanted updated information, that can be done, but 
> it will take a while (especially now at quarter end time) 
> 
> The following is key: Exceptions are just as important, if not more 
> important, than unsubstantiated. Just because a balance is 
> substantiated does not mean that the qualitative review is of 
> sufficient depth, in fact it is not much more than a "kicking of the 
>tires". The BPM in the Balance sheet project will enhance quality, 
> but the project has been mismanaged and will not be fully usable for 
> several quarters hence. 
> 
~ The second tab of the above is an analysis of exceptions, which is 
> based on user description input only. You will see from the 
> descriptions, that many of the exceptions are just the same as 
> unsubstantiated. 

,. 
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( 

~ You are correct to focus on the large items, but one of my significant 
points ie the small items. These total billions, they require 

=- headcount to analyze and many of these accounts are just plain old and 
~ will t~ke a Lot of time and effort to get on tra~k. ~ou consistently 
~ point out Internal Audit processes and those of Ernst and Young, but I 
> do not accept that as an answer and will gladly discuss the weaknesses 
> of your argument with anyone. Please confirm that my letter will be 
> brought to the attention of our Audit Committee, with whom I would be 
> pleased to discuss the content of my Code of Ethics Violation letter. 

> Best regards 
> Mat:thew 
> 
> PS - we did not diseuse Mauritius - Did Jack Johnson brief you on 
> that? Below is a related e-mail which was globally discussed on a 
> 9-lOam call on.Wedneeday February 27. 
> 
~ <<FW: Mauritius ViBit Memo>> 
> "~URGENT>"' 
> 
> 

> 

This message ie intended only for the personal and confidential uee of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this meeaage is strictly prohibited, This 
communication is for information purposes only and should not be re~arded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-tree. Therefore, we do not represent that this information is 
complet:e or accurate and it should not be relied upon as such. kll 
information ia subject to change without notice. 

IRS Circular 230 Diaclosure1 
Please be advised that any discussion of U.S. tax matters contained within 
this communication !including any attachments) ia not intended or written to 
be used and cannot be uaed for the purpose of lil avoiding u.s. tax related 
penalties or (ii) promoting, marketing or recommending to. another party any 
transaction or matter addressed herein. 

hn\r'l~l')•_t.•arml(tly (3) XIS 

·--Message from "Lee, Matthew" <matthew.lee@lehman.com:. on Wed, 27 Feb 2008 09:31:16 -0400 

To: "Shanahan_ John 1" <jshanaha@lehman.com> 
Subject: FW: Mauritius Visit Memo 

Did you aend documents to participants of 9.30 meeting 

> From: 
,. Sent: 
" To: 
> Cc: 

Lee, Matthew 
Friday, February 15, 2008 4:06 PM 

Shanahan, John J 
Kelly, Martin; Nicholson, Brian 

FOIA Treatment Requested 
Private & Confidential 

EY-SEC-LBHI-ML 000061 



:-Subject: 
:.. importance: 
> 
-.. John 
> 

Mauritius Visit Memo 
High 

> Below are three documents for distribution. All related initiatives 
> are on hold pending Tax department decisions; these include providing 
> more granular financial information into Mauritius, funding cash 
> accounts there for local payments, etc. Please include Mike Tsoulies 
> (based in London) in the loop; I told Mike I would get back to him 
> and at this point have not. I would also like to forward to Financial 
> Control in Asia, but will hold off until I receive your OK. 
> 
> Below are: 
> Word Document - my memo 
> Excel Document - lists of Mauritius entities 
> PDF - Goodwin Procter memorandum on Mauritian Tax Residency. 
> 
> 
> 

> <<Mauritius Discussion Document.doc>> 
> 

> <<Mauritius entities of LB·l-2008.xls>> 
> 
> <<OP Mauritius Tax Residence Memo Feb a 2008.pdf>> 

:3 
9 

.!aur1:~a Cos~;IJts10n Cocu~t.ooc IAaunllua tntJhn of L8·1-2008.xla GP t.1aunllut Tax R~uleneo IAemo Feb 8 2~8 pot 

--·Message from "Lee, Matthew" <matthew.lee@lehman.com> on Wed, 28 May 2008 10:15:01 -0400 

T • "Steinberg, Darryl" <darryl.steinberg@lehman.com>, "Shanahan, John J" 
0

' <jshanaha@lehman.com> 
"Nishimura, Kayoko" <knisrumu@lehman.com>, "Yeung, Daniel" 

cc: <daniel.yeung@lehman.com> 

Subjec URGENT 
t: 

I sent you a notice yesterday which shows a change in the Mauritius law 
of not backdating TRC reinstatements. You can see from the below that 
we have or will have gaps in the TRC's. I bring this to your urgent 
attention. 

Kayoko and Daniel - Please will you follow up with the below. Thanks 

From: Reena Chujjoo [mailto:reena~ifsmauritius.com] 
Sent: Wednesday, May 28, 2008 9:57 AM 
To: Lee, Matthew 
Cc: Dev Joory1 daryl.csizmadia®mu.ey.com; Yeung, Daniel; Nishimura, 
Kayoko; Veena Kunniah; Akahar Maherally 
Subject: LB entities 

Dear Matthew 
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.. 

We refer to the appended email. 

Kindly note that Dev is travelling and will be back on 9 June 2008. 

Please refer to the attached schedule and note the following: 

1. The TRC of La India Holdings Mauritius II Limit~d has lapsed and 
Wlll be renewed only when we file the audited accounts as at 30 Nov 2006 
and 200?. 
2. We are preparing the consolidated accounts of LB India Holdings 
Cayman I and we would try our best to f·ile the audited accounts before 
the TRC lapses, subject to receipt of all audit confirmation letters. 
3. Kinaly check with the LB responsible person and advise ua of the 
status of the accounts for the period ended 31 March 2008 !or LB India 
Holdings Cayman I Ltd, LB India Holdings Mauritiu• I Ltd and La India 
Holdings Mauritius III Ltd. Pleaae note that tbcse aud1ted aeeounts 
should be filed with the FSC by 30 September 2009. 

Thank. you. 

Seat regards 

Reena Chujjoo 

International Financial Services Limited 
!FS court, TwentyEight, Cybercity, Ebene, Mauritiua 

Telephone: (230) 467 3000 (General) ; Facsimile: (230) 467 4000 

Website: http://www.ifsmauritius.com 

Direct t..ine1 (230) 46? 5153 

CONFIDENTIALITY CAUTION 

This communication !including any accompanying documents) is 
intended only for the use of the addreeeee(s) and contains 
information that is PRIVILEGED AND CONFIDENTIAL. 
Unauthorized reading, dissemination, distribution or copying 
of this communication ia prohibited. If you have received this 
~ommunication in error, please notify us immediately by e-mail 

FOIA Treatment Requ~sted 
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on reena~ifemauritiua.com or telephone (230) 467 3000 and 

promptly destroy the original communication. 

Thank you for your co-operation. 

From: Lee, Matthew (mailto:matthew.lee@lehman.com) 
Sent: Tuesday, May 27, 2008 8:50 PM 
To: daryl.ceizmadia~mu.ey.com, Dev Joory 
Cc: Yeung, Daniel; Nishimura, Kayoko 
subject: Two items 

Daryl/ Dev 

1 How many of our Lehman Brothers entities will now show this TRC 
lapse gap in 2008? Clearly, we want to avoid having a gap, so please 
work proactively with us to avoid any future lapses. Thanks. 

2 My employment with Lehman Brothers was terminated last week but my 
actual last day has yet to be finalized. Going forward please contact 
Daniel and Kayoko for all Lehman Brothers matters. I have very much 
enjoyed working with you both and will be sure to look you up should I 
visit Mauritius in the future. 

Eest regards 

Matthew 

From: IFS Ltd [mailto:ifs®ifemauritius.com] 
Sent: Tuesday, May 27, 2008 9:16AM 
To: undisclosed-recipients 
Subject: IFS Alert on Tax Residence Certificate 

Dear Investor 

Please see attached IFS Alert. 
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!3eac regards 

Veena 

For tnternationa1 Financial Services Limited 

Secretary 

International Financial Services Limited 
IFS Court, TwentyEight, Cybercity, Ebene, Mauritiua 
Telephone 1 !230) 467 3000 Facsimile: (230) 467 4000 

CONFIDENTIALITY CAUTION 

This communication (including any accompanying documents) is 
intended only for che use of the addreasee{s) and contains 
information that is PRIVILEGED AND CONFIDENTIAL. 
Unauthorized reading, dissemination, distribution or copying 
of this communication is prohibited. If you have received this 
communication in error, please notify ua immediately by e-mail 
or telephone (230) 467 ~000 and promptly destroy the original 
communication. Thank you for your co-operation. 

- - - - - - - - This message is intended only for the personal and 
confidential use of the designated reeipient(s) named above. If you are 
not the intended recipient of this message you are hereby notified that 
any review, dissemination, distribution or copying of this me&sage ia 
strictly prohibited. This communication is for information purposes only 
and should not be regarded as an offer to sell or as a solicitation of 
an offer to ouy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. Therefore, 
we do not represent that this information is complete or accurate and it 
should not be relied upon as such. All information is subject to change 
without notice. ------·· IRS Circular 230 Diacloeure1 Ple~ae be advised 
that any discussion of v.s. tax matters contained within this 
communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpoee of (i) 4Voiding U.s. tax 
related penalties or (ii) promoting, marketing or recommending to 
another par~y any transaction or matter addressed herein. 

d 
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Q 1 - Daily B/S 

1. Do you see the reconciliation of management's daily balance sheet to the books 
and records (ultimately the public fmancial statements) as a primary control 
within the organization? 

2. Do you believe this break to be a true write off? 
3. Can you clarify what you mean by the difference between what the daily amounts 

are and the last day of the month's balances? Does this mean that you see a SSB 
change or it is the difference between the daily BS and the financial statements? 

Q2- Substantiation Process 

4. Can you <;larify the meaning of "not substantiated". 
5. Do you believe that the firm's assets are truly understated by those 

balances/accounts that are labeled "not substantiated" or "exception"? 

Q3 - V aJue of Assets 

6. Are you aware of any specific product/trading books that are priced 
inappropriately 

7. What do you believe management is lacking in valuing its assets? 
8. Do you believe Lehman is different from others in the market? 
9. Do you believe this is because of the current marlcet conditions or a longer 

history? 
10. What assets or products do you believe do not take concentration or volume into 

account within their market values? 
11. From what standpoint do you derive your amount of tens of billions? 

Q4 - Infrastructure Investment 

12. Is there a specific area or areas that you believe need more attention than others? 

QS -India Operations 

13. Are you aware of specific misstatements that have come out of India? 
14. What area or areas within India are not being managed well? 
15. From the migration program it appears to be well controlled, what changed or 

might be misrepresented? 

Q6 - Internal Audit 

16. Can you be more specific as to what you believe is lacking in expertise from the 
department. 

17. Do you believe Internal Audit can be objective in conducting a review of this 
issue? 

FOIA Treatment Requested 
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"Rudofker, Beth" 
<brudofke@lehman.c'om> 

06/04/2008 08:03 PM 

To <willlam.schllch@ey.com>, "Kelly, Martin" 
<martin.kelly@lehman.com> 

cc 

bee 

Subject Matthew Lee Letter and Investigation • Conversation with TC 

Spoke to Cruikshank about the Matthew Lee letter and investigation. The 
conversation went well and he agreed with the approach we're taking and 
encouraged us to go through and make sure we can support each part with 
the facts. 

Happy to discuss in more detail. 
B 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. It you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded aa 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or aa an official 
utatement of Lehman Brothers. Email transmission cannot be guaranteed to be 
oecure or error-free. Therefore, we do not represent that thi• information ia 
complete or accurate and it should not be relied upon as such, All 
information is subject to change without notice. 

IRS Circular 230 Diaclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding u.s. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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··Rudofker~ Beth" 
<brudofke@!chmen.ccm> 

05i29f2008 02:31 t-'M 

No problem. 5:30 is good. 

--*··Oriainai M~AAA~~-·-·· 
---;;~----- ------;;J-

bee 

Subject RE: Matthew Lee 

From: william.schlich@ey.com [mailto:william.schlich@ey.com) 
Sent: Thursday, May 29; 2008 2:28 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

5:30 would be better. Sorry I thought it wa: for today. 

Bill 

Ernst & Young 

Original Message 
From: .. Rudofker, Beth" [br.Jdofke@lehman.com] 
Sent• OS/29/2008 02:27 PM 
To: <~iliiam.echiich®ey.com> 
Subject. RE; Matthew Lee 

That was yesterday .. can you do S today? 

--·-·Original Meeaage·----
From~ william.achlich~ey.com (~~iltotwilliam.acblich~ay.com} 
Sent: Thursday: May 29: 2008 2t25 PM 
To: Rudofker, Beth 
Subject1 Re: Matthew Lee 

·~e o·n for 4 Pt~? 

Ernst & Young 

Original Meseage 
From I uRudofker: Eeth ~ (hrud.ofke~lehman. com] 
Sent: OS/29/2008 Ol:OE PM 
To: cwilliam~schlich@ey.com> 
Subject: RE: Matthew Lee 

How about 4pm7 
'T"~vl 
.~..~. 

~:~=~Original Message=~~~~ 

From: Wl!!lam.schlich®ey;com (mailto:william.ecn!1ch®ey.comj 
2008 7:12 A.~ Sent:; Wednesday, May .,., .. .,, 

To: Rudofker, Beth 
Subject: Rei Matthew Lee 
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QI- Daily B/S 

1. Do you see the reccnciliation of management's daily balance sheet to the books 
and records (ultimately the public ftnancial statements) as a primary control 
within the organization? 

2. Do you believe this break to be a true write offi 
3. Can you clarify what you mean by the difference between what the daily amounts 

are and the last day of the month's balances? Does this mean that you see a SSB 
change or it is the difference between the daily BS and the financial statements? 

Q2 - Substantiation Process 

4. Can you clarify the meaning of'<not substantiated". 
5. Do you believe that the firm's assets ace truly understated by those 

balances/accounts that are labeled "not substantiated" or "exception"? 

Q3 - Value of Assets 

6. Are you aware of any specific product/trading books that are priced 
inappropriately 

7. What do you believe management is lacking in valuing its assets? 
8. Do you believe Lehman is different from others in the market? 
9. Do you believe thls is because of the current marlcet conditions or a looger 

history? 
10. What assets or products do you believe do not take concentration or volume into 

account within their market values? 
11. From what standpoint do you derive your amount of tens of billions? 

Q4- I.nfrastructure lnvestment 

12. Is there a specific area or areas that you believe need more attention than others? 

QS -India Operations 

13. Are you aware of specific misstatements that have come out of India? 
14. What area or areas within India are not being managed well? 
15. From the migration program it appears to be weU controlled, what changed or 

might be misrepresented? 

Q6 - Internal Audit 

16. Can you be more specific as to what you believe is lacking in expertise from the 
department. 

17. Do you believe Internal Audit can be objective in conducting a review of this 
issue? 
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"Rudofl<er, Beth" 
<brudoftle@lehman.com> 

06/04/2008 08:03 PM 

To <willlam.schlich@ey.com>, "Kelly, Martin" 
<martin.kelly@lohman.com> 

cc 

bee 

Subject Matthew Lee Letter and Investigation • Conversation with TC 

Spoke to Cruikshank about the Matthew Lee letter and investigation. The 
conversAtion went well and he agreed with the approach we're taking and 
encouraged us to go through and make sure we can support each part with 
the facta. 

Happy to discuss in more detail. 
B 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended r~cipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this meseage is strictly prohibited, This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
~ecure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding u.s. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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"Rudofker, Beth" 
<brudofl<e~lehman.com> 

05/29/2008 02:31 PM 

No problem. 5:30 is good. 

-···-Original Meseage·--~-

To <willlam.schlich@ey.com> 

cc 

bee 

Subject RE: Matthew Lee 

From: william.schlich@ey.com [mailto:william.achlich@ey.com] 
Sent: Thursday, May 29, 2008 2:28PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

5:30 would be better. Sorry I thought it was for today. 

Bill 

Ernst & Young 

original Message --·--
From: "Rudofker, Beth'' [brudofke@lehman.com] 
Sent: 05/29/2008 02:27 PM 
To: <William.achlich@ey.com> 
Subject: RE: Matthew Lee 

That waa yesterday ... can you do 5 today? 

·-·--Original Message-----
Fromz william.schlich=ey.com (mailto:william.schlich@ey.com] 
sent: Thursday, M&y 29, 2006 2:25 PM 
To: Rudofker, Seth 
Subject: Re: Matthew Lee 

We on for 4 PM? 

Ernst & Young 

Original Meeeage -----
From: "Rudofker, Beth" (brudofke@lehman.com) 
Sent: 05/28/2008 01:06 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

How about 4pm? 
Th.x! 

··---Original Message-----
From: william.schlich@ey.com [mailto:william.echlich@ey.com] 
Sent: Wednesday, May 2S, 2008 7:12AM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 
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Substtlnti•tion Analysis 

AUGUST1007 

AMERICAS 
EUROPE 
ASIA 

TOTAl 

NOVf;MBER 2007 
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EUROPE 
ASIA 

TOTAl. 

FEBRUARY 200S 

AMERICAS 
EUROPE 
ASIA 

TOTAL 
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Intercompany Eliminations 
Financing 
lnv 
LTD 
OthefAsse~ 

Other l.l3b 
Subto~l~ 

RSU Accounts· 01Twet 

Ortglnaf B~ Less tiC eflmlnatlons & RSU Accounts 

Additions! Support Obt1dned 
Cash & Cash Eq • WOOD STREET INVESTMENTS L TO 
CASH & SECURITIES SEGR 
CW lease Payable 
LTD AOJ FAS133 HEDGING CO 59 
PENSION ClEARING PREPAYMENT 
Other Assets • Fbed Assets 
O!hef" Uab • Bonus Accrual Process 

Other Rec • 01her (Co 0842 ·Advisory Fees) 

Pendlno Addttfonal Support 
Capstone EntHies & ~ 
FAS 140 Gross Up 1of" ELO (Co 0051) 
lnv - Cash long 

Asia: HERCULES KK- FOREJGN CORPORATE LOANS 
Europe: Real Estate & Foreign Cofporate loans 

Oltw Assets • Tax 
Other Llab - Tmc 
01her Assets - Goodwill (Co OA97} 

Other Assets. Goodwtll (Co OC18) 

CO'I""Itr.d by Proce$1S C~ T estttd by Aud1t 
lllv - Oertvathres rtming and defe<rals 
lnv • P&L Deferrals 
lnv • Derivatives MTM Adjustments 

T<mtl Addttlonaf Support 

Rem11lnlng Bl!fance to be map-ped 

8allnat 19.. 
3.299.902.960 3s,i«,ii"i,701 

395.950.884 
(134.752,084) 

(5.028.054.692) 
5.318.504. 752 

{~,968.997) 
465,679.863 

395.950.884 
1.727.827.098 
5.028.~.692 
5,320.117,615 
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·~~151!,021 21,504,546,184 
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759,362,807 

(1.369.296.359) 
(22.918,1'65) 
113.689.424 
306.616.898 

(129.923.141) 

293.006.283 Received deposit summary fttlm Front <>mce. -..flktlls reconciled to OBS by FC 
759,362,807 Obtalned Commodity AccounllngiOps R&e for Feb 

1,369.296.359 Obtalned R&e from FC for Feb 
22.918.765 Tem.d In Feb as part of Treasury SOX tes1lng 

t 13.689,42. R~ perWofl lldUary report from FC 
848.020.538 Received FA.~ schetMe; PS FA to Gt. Rec; Tested ~and re1!rnments 
129.923.141 ReceiYed rtiCOild!lallon from L.EC 

Rlla!Mld PS Gl to GL Rec from IMO; IMD Audit tested ltlf! process from Advantage 
7-4,907,649 74,007,649 bllllngto PS GL 
25,444,19e 3,1!11,12 ... K4" 

2.331.272.296.41 

891.722.444 
725.234,196 
180.985,850 
n.1st.s1o 

137.632.159 

8,891,400.230.67 Waiting 1of" Eurupe to J)I'O'w1de F«l. 08: some balances~ substantiated for Nov. 07 
1,().(5.400.422.38 Waiting fof Europe to pn:Mde support. new gross up 10 2008 

891, 722.«-4 Walllrlg 1of" Asia Audit Cesar A8atD to obtain SUppOrt • TBA Frtday 
125~.196 lnd Audit to follow.up. E~ has been focused on the staMOfY fffings 
181.390.829 Tax ll!OOOCI!es these balances • l'OIII ~ 1st Olr blnber 

· 515,320.319 Tax l'eCXlOCiles lhese balances - -MD recetYe 1st Otr blnber 
137,632,159 WHII"1!!C8Mii9001ICIII8llon by Fr1day from lEC 

R~ PUI'Ctl8se l't1c8 Al1o<:atlon Memo supporting the $43mllllon Ol1glnal amount 
-48,458,095 48,.4511,095 walling fof rec from LEC 

<&,3112.4545,8.!52 12.442,56-t,H!! 

-47.203,163 198,603,539 SOX 2007, on 11 Sllmpte bl!sls c:ootoll$ ~ te:sted 
(3.757.267) 26,143,952 SOX 2007, on a sample basis c:onto1s _.,tested 
7,3-49,-403 35,006,1-43 SOX 2007. oo a sample basis contol:s were tested 

!50,795,299 2!!9,955,834 

4,4tlll,et6~"[ 1ti,313,M5~ 

(249.738,tm) -~-S~t~,000,871 
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\~ill be happy to change my schedule. I can be there tomorrow and spend 
whdtever time you want. 

Let me know. 

Sill 

Ernst & Young 

---~- Original Message ··--~ 
From: "Rudofker, Beth" (brudofke<;lehman.com) 
Sent: 05/27/2008 07:23 PM 
To: <William.schlich®ey.com> 
Subject: RE: Matthew Lee 

Just tried you back. I'd like to call Tom c. {agreed to do this with 
Torn R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 

····-Original Message-----
From: william.achlich~ey.com (mailto:williarn.echlich@ey.com) 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Rer Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thure but can change that if we need to. 

Bill 

E:rnst & Young 

----~ original Message -----
From: "Rudofker, Beth" {brudofke@lehman.com) 
Sent: 05/27/2008 11:35 AM 
To: <William.schlich@ey.com> 
Subject: FW: Matthew Lee 

---·-Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2006 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe1 Binkley, Tracy A; Rudofker, seth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication ie for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
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offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free, 
Therefote, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
oubject to change without notice. 

!RS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication {including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
u.s. tax related penalties or {ii} promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, .and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax la~ provisions. 

The information contained In this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
rtre hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error. please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of 
the designated recipient{&) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. tmail 
transmission cannot be guaranteed to be secure or error-tree. 
Therefore, ~e do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
u.s. tax related penalties or (iil promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any u.s. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax la~ provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
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message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited, If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
t~ansaciion, or a; an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error·free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
nubject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
u.s. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of 
the designated recipient(e) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 
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IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
w1thin this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (il avoiding 
U.S. tax related penalties or (iil promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any u.s. tax advice contained in the body of thia e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding pen•lties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as ( 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information ia 
~omplete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penaltie• or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

. I 
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"Rudofker, Beth" 
<brudofke@lehman.com> 

0512712008 11:37 AM 

····-Original Message-·-·· 
From: Sabia, Cindy 

To <william.schlich®ey.com> 

cc 
bee 

Subject FW: Matthew Lee 

Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson. Jack1 Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthe~ Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer tc sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

::eumtnl c~t 
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To <hillary.hansen@ey.com> "RudofKer, Beth" 
<brudotl<e@lehman.com> 

07/22/2008 09:11 AM 
cc "Pollzzotto, Joe• <jpolizz@tehman.com>. "Bopp Flynn, 

Kathy" <kflynn@lehman.com>, "Kelly, Martin" 
<martin.ketly@lehman. com>, <william.schllch@ey .com> 

bee 

Subject RE: Employee Letter Presentation to the Audit Committee 

Thanks!! 

From: hillary.hansen@ey.com (mailto:hfllary,hansen@ey.com] 
Sent: Tuesday, July 22, 2008 8:56AM 
To: Rudofker, Beth 
Cc: Pollzzotto, Joe; Bopp .Flynn, Kathy; Kelly, Martin; willlam.schllch@ey.com 
Subject: Re: Employee Letter Presentation to the Audit Committee 

Beth· 
I have reviewed the document Based on my knowledge of the situation, I believe this is a very well laid 
out presentation that captures all points necessary for the audit committee to gain a full understanding and 
appreciation of the Issue. Good luck today in the meeting. 
Kind regards, 
Hillary 

Ernst & Young® 
Financial SoiYices 

Hillary 0. Ha,.en I Partner 1 Banking :and CGpital Markett 

I :: ~ ~ ~ - - - - - - - - - - - - ~ ~ ~ :-1 

~ ~ 

Redacted 

l----=-------=----------------------=- _::__--=- =-' 
Thank you for constdartng the envtronmentaltmpaet of pr1ntlng emai~. 

"Rudof'o!er, Beth" 
<brudofke@lehman.com> To "?oUuotto, Joe• <jpollu®lehman.com>, "Kelty, Mart10" 

<martin.kelly@lehman.com>, <willlam.scnllcn@ey.com> 
07122/2008 08.06 AM cc "Bopp Flynn, Kathy" <kflynn@lehman.com>, <hillary.hansen@ey.com> 

Subfet Employee Letter Presentation to the Audit Commtttee 
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r would appreciate your 
morning's if possible. 
Thanks, 
8 

review of this presentation before this 
Any suggestions are welcome. 

<<Audit Committee- balance sheet - 7-22-08 b.ppt>> 

Thig message is intended only for the personal and confidential use of the 
designated recipient(&) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, di•aemination, 
distribution or copying of this meeaage is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication !including any attachments) is not intended or written to 
be used and cannot be used for the purpose of {i) avoiding u.s. tax related 
penalties or Iii) promoting, mar~eting or recommending to another party any 
transaction or matter addressed herein. 
(attachment "Audit Committee- balance sheet - 7-22-08 b.ppt" deleted by 
Hillary D. Hansen/NewYork/AUDIT/EYLLP/US] 

Any U.S. tax advice contained In the body of this e--mail was not Intended or written to be used, 
and cannot be used, by the recipient for the purpose of avoiding pGnaltles that may be Imposed 
under the Internal Revenue Code or applicable state or local tax law provisions. 

The tnlormation contained in thls message may be privileged and confidential and prot&Cted lrom 'dlsdosur.. It th• reader of this 
mu$age is not the intended roclp•ent, or an employee or agent re.sponalble lor dtllveri~ thit menage to the Intended recipient, 
you are hereby noti11ed tllat any dissemination, distribution or copying of this communication Is strictly prohibited. If you have 
r.,ceived \his communication in error, please notify ua immediately by replying to the meauga and da~tlng it from your computer. 

Notice requtrtd by law. This e-mail may constitute an advertisement or sotlc:it8tlon under U.S. law, If its prmary purpose is to 
advertise or promote a commefcial product or service. You may choose not to reeelve advertlllng and promotional mess~ea 
from Ernst & Young LLP (except for Ernst & Young Online and tht ay.com weblllt, wllleh track e-mail preferences through a 
separate prouM) at this e-mail address by forwarding this message to no-moi'IHT!aiiGey.com. It you do so, the Hndor of thlt 
mes$age w1tl be not1fied promptly Our principal postalad<lresa Is 5 Times Square, New York, NY 10038. Thank you. Emst & 

Young LLP 

- - - - - - - - - - · - - - - - - - - - • - - • - - • - - • • • - - • - • • - • - - • • This message is intended only for 
the personal and confidential use of the designated recipient(s) named above. If you are not the 
intended recipient of this message you are hereby notified that any review, dissemination, 
uistribution or copying of this message is strictly prohibited. This communication is for 
intormation purposes only and should not be regarded as an offer to sell or as a solicitation of an 
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lll'!'er to huy any tinnncinl product. nn official confirmation of any transaction, or as an official 
st\lt~munt of Lehman 13rotht!rs. !::mail transmission cannot be guaranteed to be secure or 
t."rror-th:e. There tore. we do not represent that this information is complete or accurate and it 
:-;hould not be relied upon as such. All information is subject to change without notice. --··-·-· 
IRS Circular 230 Disclosure: Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or written to be used and 
..:unnot be used for the purpose of (i) avoiding. U.S. tax related penalties or (ii) promoting, 
mmkt.!ting or recommending to another party any transaction or matter addressed herein. 
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( 

"Rudofker, Beth" 
<brudofke@lehman.com> 

0712212008 10:19 AM 

To "Polizzotto, Joe" <jpolizz@lehman.com>. "Kelly, Martin" 
<martin.kelly@lehman.com>, "Bopp Flynn, Kathy" 
<kOynn@lehmen.com,., <willlam.sehlleh@ey.com>, 

cc "Aponte, Yolanda" <Yolanda.Aponte@lehmen.com> 

bee 

Subject Updated Employee letter Audit Committei! Presentation 

History: c~ This message has been forwarded. 

Attached is the latest updated for comments received and balance sheet 
substantiation details in the appendix. 
'thanks! 
B 

~<Audit Committee- balance sheet - 7-22-0Bc.ppt>> 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Smail eransmiseion cannoe be guaranteed to be 
necure or error-free. Therefore, we do,not represent that thie information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding u.s. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

Jj 
;. ~~n •:o•T1m.ttH· balance Jhut. 7-22·C8c.opt 
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William 
Schllch/NewYorkJAUDIT /EYL 
LPIUS 

05/23/2008 05:25 PM 

To Hillary D. Hansen/NewYork/AUDIT/EYLLP/US 

cc 

bee 

Subject Martin 

I found out why the other day at Lehman was so tough. Martin alluded to the fact they were having an 
issue • a major whistleblower letter. Very bad been on the phone with Beth all day. 

Ernst & Young 
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"Rudofl<er, Beth" 
<brudofl<e@lehman.com:. 

05/2712008 11 :35 AM 

-----Original Message----
From: Sabia, Cindy 

To <william.schlich@ey.com> 

ce 

bee 

Subject FW: Matthew Lee 

Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

~ 
Oocument.pdf 
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MATTHEW LEE 

May 16,2008 

PERSONAL AND CONFIDENI'IAL 

Mr. Martin Kelly, Controller 
Ml'. Getard Reilly, Head of Capital Markets Product Control 
M!. Erin Callm, Chief Financial Officer 
Mt. Christopher O'Meara, Chief Risk Officer 
Leh.tmn Brothers Holdings, Inc. and subsklia.ries 
745 71h Avenue 
New York, N.Y. 10019 

Gentlemen and hUdam: 

I b.ave beeo employed by Leh.truul Brothers Holdings, Inc. llJld subsidiaries (the 
"Firm") Bi.oce May 1994, cw:rcntly in the position of Senior Vice President in charge of the 
Firm's consolidated and unconsoli~ted balance sheets of over one thousand legal entities 
worldwide. During my tenure with the Finn I W.ve been a loyal and dedicated employee 
and always hs.vc acted in the Finn's best interests. 

I have become awsu:e of certain conduct and practices, however, thlLt I fed 
compelled to bring to your atteOtion, as required by the Finn's Code of Ethics, as Amended 
February 17, 2004 (the "Code") and which requires me, as a Firm employee, to bring to the 
attention of management conduct and actions on the pan of the Finn that I consider to 
possibly constitute unetbial or unlawful conduct. I therefore bring the following to your 
attention, as reqUired by the Code, "to help maintain a culture of honesty and 
accountability". (Code, fi.r3t paragraph). 

The second to last section of the Code is captioned "FULL, FAIR, ACCURATE, 
TIMELY AND UNDERSTANDABLE DISCLOSURE". That section provides, in 
relevant part, llJ! follows: 

"It .is ctucial that all books of account, financial stlltemeots 
and .records of the Firm reflect the underlying tnnuctions 
a.nd any disposition of usets in a full. &it, accurate and timely 
IIWlner. All employees ... must endeavor to ensure that 
inforo:12tion in documents tlu.t umm:an Brothers files with or 
submits to the SEC, or otherwise disclosed to the public, is 
presented in a full, fair, accurate, timely and underst.a.ndable 
nunner. Additionally, each individual involved in the 
ptepuation of the Fittn's fuwlcial statements must p.repate 
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those statements in accordance with Generally Accepted 
Accounting Principles, consistently applied, and any other 
applicable acc:outlt:iJlg standards and rules so that the fioanc:W 
statements preSCDt fairly, in all tru~.tecial respects, the financial 
positio~ results of operations and cash flows of the Firm. 

Furthco:nore, it is critically important th2t financiAl statements 
IUld reb ted disclosures be free of tru~.te.rW eaors. Employees 
IUld directors ll.1'e prohibited from knowingly malcing or 
causing others to make a materWly misleading, incomplete or 
false statement to an accountant or an attomey in connection 
with an audit or any filing with any govemmental or 
regulatory entity. In that connection, no individw.l, or any 
person acting under his or her direction, slull directly or 
indirectly take any action to eoette, manipulate, mislead or 
fraudulently influence any of the Finn's intet:IW auditors or 
independent auditors if he or she knows (or should know) 
that his or her actions, if successful, could result in rendering 
the Finn's financial statements materially misl~ding" 

In the course of performing my duties for the Firm, I have reason to believe that 
cetUio conduct on the part of senior nwugement of the Finn may be in violation of the 
Code. The following is a surn.nwy of the conduct I believe may viola.te the Code and which 
I feel compelled, by the temlB of the Code, to bring to your attention. 

1. Senior Finn management tnan:.~.ges its baLtnce sheet assets on a d.:Uly basis. On 
the last day of each month, the books and records of the Firm contUn approximately five 
(5) billion doll.a.r:s of net a.ssets in C:XCCS3 of what is ~ on the l.a.st day of the month. 1 
bd.i~e this pat:tem indicates that the Fion's senior tn.arulgCtneOt is not in sufficient control 
of its a.ssets to be able to establish that its firuulcial .stlltements ll.tt presented to the public 
and govemmental agencies in a "full, &ir accurate and timely manner". In my opinion, 
respectfully submitted, I believe the result is that at the end of each month, there could be 
approximately fiV'e (5) billion dolla.rs of assets subject to a potential write-off. I believe it will 
take a significant investment of personnel and better control systems to adequately identify 
and qWUltify tbde discrepancies but, at the minimum, I believe the ~c.r in which the 
Finn is reporting these assets is potent:Wly misleading to the ·public and vuious 
govemmenml agencies. If so, I believe the Finn .ma.y be in violation of the Code. 

2. The Firm has an est:abwhed pmctice of substantiating each lnl:wce sheet account 
for eAch of its worldwide legal entities on a quut.er1y basis. While substantiation is 
somewhat subjective, it appears to me that the Code as well as Gcner:illy Accepted 
Accounting Principles require the Pion to support the net dollar amount in w account 
balance ia a meaningful way supporting the Finn's stated policy of "full, fllir, accurate and 
timely ID2nner" v:alwl.tion. The Firm w tens of billions of dolla.rs of unsubstantUlted 
h1Uances, which may or m.ay not be ''bad" or non-perfo.aning assets or .te:l.lliabilities. In any 
event, the Finn's senior management rm.y not be in a position to know whether all of these 
accounts are, in fact, described in a "full. £air. aecurtte and timely" manner, a.s reqaired by 
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the Code. I believe the Finn needs to make an additional investment in personnel and 
systems to ~dequately addre5s this func:hmental flsw. 

3. The Fum ~ trns of billions of dolW: of inventory that it probably cannot buy or 
sell in any recognized market, at the cw:r:endy recorded current market values, particuhrly 
wheo dealing in ~sets of this nature in the volume rod size as the positions the Firm holds. 
I do not believe the manner in which the Finn values that inventory is fully realistic or 
re2sonable, IUld ignores the concenttatioa in these assets and their volume size given the 
current state of the tm.rket's ove.rallliquidity. 

4. 1 do not believe the Finn has invested sufficiently in the required and reasonably 
necess&tj financial systems and personnel to cope with this increased balance sheet, 
specifically in light of the incr~sed number of accounts, dollar equivalent balances and 
global entities, which have been cteated by or absorbed within the Finn as a result of the 
Firm's ta.pid growth since the Firm became a publicly tndccl company in 1994. 

5. Bl.Sed upon my experience and the years 1 have worked for the Firm, I do not 
belkve there is sufficient knowledgeable management in pb.ce in the Mumbai, Incfu. Firuwce 
functions and department. There is a very real possibility of a potential misstatement of 
material factS being efficiently distnbuted by that office. 

6. Fi.nilly, based upon my personal observ:~.tioas over the pn.st years, certain senior 
levd. intema.l audit personnel do not have the professional expertise to properly exercise the 
audit functions they are eo trusted to tn.a.nage, all of which have become increasingly complex 
as the Finn b11.s undergone rapid growth in the international twrketpb.ce. 

I provide these observations to you with the knowledge tlut all of us at the Firm are 
enttustcd to observe 2.0d respect the Code. I would be h11ppy to discuss any details 
regarding the foregoing wirh senior ~ent but I felt compelled, both morally and 
leg:illy, to bring these issues to your attention. These ue, indeed, turbulent times in the 
economic wodd and detna.Od, more than evtt, ow: adheience and respect of the Code so 
th.at the Finn may continue to enjoy the investing public's trust and confidence in us. 

ex:: Erwin J. Shusmk, Esq. 
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William 
Schllch/NewYorklAUDITIEYL 
LP/US 

05/27/2008 02:44PM 

To "Beth Rudofker" <brudofke@lehman.com> 

cc 
bee 

Subject Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out of town 
tomorrow and thurs but can change that if we need to. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/27/2008 11:35 AM 
To: <wi1liam.schlich@ey.corn> 
Subject: FW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16 1 2008 4:13PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above, If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that ·this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding u.s. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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"Rudofl<:er, Beth" 
<brudofke@lehman.com> 

05127/2008 07:23PM 

To <william.schlich@ey.com:. 

cc 

bee 

Subject RE: Matthew Lee 

Just tried you back. I'd like to call Tom C. (agreed to do this with 
Tom R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 

-----Original Message-----
'From: william.schlich@ey.com (mailto:william.schlich@ey.com] 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thurs but can change that if we need to. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of 
the designated recipient{s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 
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IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (l) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law prov1sions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended re9ipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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William 
Schllch/NewYork/AUDIT/EYL 
LP/US 

To Robert Schirling/NewYork/AUD!T/EYLLP/US@EY-NAmerica 

cc Hillary D. Hansen/NewYork/AUOIT/EYLLP/US 

05/28/2008 07:08 AM bee 
Subject Fw: Matthew Lee 

Bob 

Here is the letter we discussed yesterday. If we need to discuss with GC I 
would like to do it today. Who should I contact. I can talk to them and then 
catch you up tomorrow. Have a great time at the graduation - where does the 
time go? And say hello to the wife for me. 

E'rnst & Young 

----- Original Message -----
From: uRudofker, Beth" (brudofke@lehman.com] 
Sent: 05/27/2008 11:35 AM 
.To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and conf1dential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy ahy financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

~ 
Ooeument.p<l f 
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MATTHEW LEE 

May 16,2008 

PERSONAL AN]) CONFIDENTIAL 

BY HAND 

Mr. Mucin Kelly, Controller 
Mr. Gerard Reilly, Head of Capital Markets Product Control 
Ms. Erin Callan. Chief Financial Officer 
Mr. Cb.Wtopher O'Me2.01., Chief Risk Officer 
Lehmul Brothers Holdings, Inc. and subsidiaries 
7 45 7~ Avenue 
New York, N.Y. 10019 

Gentlemen and Madam: 

I ~ve been employed by I..e.lumn Brothers Holdings, Inc. and subsidiaries (the 
••Finn') since MAy 1994, cu.ttcntly i.o the position of Senior Vice President i.o ch.atge of the 
Firm's coowli<kted and unconsolidated balance sheets of over one thousand legal entities 
worldwide. Duting my tenure with the Finn I have been a loyal and dedicated employee 
and always have acted in the Finn's best interests. 

I have become aware of ccrtllin conduct and practices, however, that I feel 
compelled to bring to your 2tteoti.on, as required by the Finn's Code of Ethics, as Amended 
February 17, 2004 (the "Code") and which requites me, as a Finn employee, to bring to the 
attention of tllllnagement conduct and actions on the part of the Finn that r consider to 
possibly constitute unethical or unawful conduct. I therefore bring the following to your 
attention, as reqUited by the Code, "to help maintain a culture of honesty and 
accounbiliility". (Code, fi.r:lt paragraph). 

The second to last section of the Code is captioned "FULL, FAIR, ACCURATE, 
TIMELY AND UNDERSTANDABLE DiSCLOSURE". Th.at section provides, in 
relevant put, as follows: 

"It is crucial thAt all books of account, financial statements 
lllld records of the Finn reflect the underlying tran.sactions 
and any disposition of assets in a full, fair, accurate and timely 
manner. All employees ... m.ust endeavor to ensure that 
information in documents that uhman Brothers files with or 
submits to the SEC, or otherwise disclosed ro· the public, is 
presented in a full, fair, acC\U'ate, timely and understancb.t-le 
muulet. Additionally, e:lch individual involved in the 
preparation of the Finn's fi.twlcial sb.tements must prepare 
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those statements in :accord2nce with Genenlly Accepted 
Accounting Principles, consistently ~pplied, and s.ny other 
applicable accounting standards and rules so that the fin.mcial 
sutements present Wrly, in all material respects, the financial 
position, results of operations and cash flows of the Firm. 

Furthc:tmore, it is critial.ly important that fimncigj st2.tement:s 
and .rekted disclosures be free of .m.a.terial er:rors. Employees 
and directors are prohibited from knowingly m.a.king or 
01using others to m:ake a materWly misleading, incomplete or 
false statement to an accountant or an attorney in connection 
with an audit or any filing with any governmental ot 

regulatory entity. In that connection, oo individwl, or any 
penon acting under his or her direction, shall directly or 
indirectly ta.ke any action to coerce, manipulate, mislead or 
fraudulently influence any of the Firm's intenul auditors or 
independent auditors if be or she knows (or should know) 
tbt his or her actions, if successful, could result in rendering 
the Finn's financial statements trultet:ially misleading" 

In the course of performing my duties for the Firm, 1 have re:~soo to believe that 
certAin conduct on the put of senior rru.n.agement of the Fi.rm tru~y be in viob.tion of the 
Code. The following js a SWD.lDU)' of the conduct I believe r.ru.y violate the Code and which 
I feel compelled, by the tettns of the Code, to bring to your attention. 

1. Senior Finn ~ent ~ its bllhnce sheet II.SSets on a cbily b:Ws. On 
the last day of c:ach month, the books and records of the Fitm contain approximately five 
(5) billion dollars of net assets in excess of what is ~ oo the last day of the month. I 
believe this p2ttttn indicates that the Finn's senior nwugemeot is not in sufficient control 
of its assets to be able to establish that its fuwlcia.l statements are presented to the public 
~d govemmental agencies in a "full, &it accurate and timely manner". In my opinion, 
zespect:fully submitted, I believe the result is that at the end of c:ach month, there could be 
appro:dtnately five (5) billion dollArs of £ssets subject to a potentkl write-off. I believe it will 
take a sigcifi.cant mvestmeot of personnel and better control systems to adoquately identify 
and qusntify these discrepancies but, at the minimum, 1 believe the manner in which the 
Firm is reporting these assets is pot.ent:Wly misleading to the public and vanous 
govemment21 agencks. If so, I believe the Finn may be in viob.tion of the Code. 

2. The Firm las an established pl:llctice of substanrillting each balance sheet account 
for each of its worldwide legal entities on a quuterly basis. While substlUltiation is 
somewhat subjective, .it appeatS to me that the Code as well as Generally Accepted 
AccoWlting Principles reqUire the Finn to support the net dolliu amount in an account 
bwce in a~ way supporting the Finn's stated policy of "full., fair, aCCUiate and 
timely nwmer" valwttion. The Finn has tens of billions of dollirs of unsubst:an.Uted 
bahlnces, which truty or may not be "bad" or oon-perfotm.ing assets or real liabilities. In any 
event, the Fitm's seruot management may not be in a position to know whether all of these 
accounts are., in fact, described in a "full, f.aiJ:, accurate and timely" manner, as roquited by 
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the Code. I believe the Firm needs to tmke an additioMl investment in personnel and 
systems to lldequately address this funcLunental fulw. 

3. The Firm lw tens of billions of dollar of inventory that it prolnbly cannot buy or 
sell in any recognized market, !l.t the ctttrently recorded cunent rru.rk.et values, ~c:ululy 
when dealing in asse~ of this nature in the volume and s.ize as the positions the Finn holds. 
I do not believe the manner in which the Finn values thAt ioventor:y is fully realistic or 
reaso112ble, o.nd ignores the concentration in these assets aod their volwne size given the 
current state of the tnuket's overall liquidity. 

4. I do not believe the Firm has invested sufficiendy in the required o.nd .reaso112bly 
necessary financial systems and personnel to cope w:ith this increased baknce sheet, 
specifically ill light of the increased number of accounts, dollar equivalent balances and 
gloOOI entities, which have been created by or absorbed within the Firm as a result of the 
Firm's ri.pid growth since the Finn became a publicly tra.ded compiUly in 1994. 

5. BllSed upon my experience and the yean 1 hAve worked for the Firm, I do not 
believe there is sufficient k.nowleclgeable tiWlagemeat in pb.ce in the Mumbai, lndi2 Finance 
functions and depatttnent. There is a very teal possibility of a potential misstatement of 
materi21 factS being efficiently distnbuted by trutt office. 

6. Fi.n.ally, based upon my personal observations over the past years, certain senior 
levelinteroal audit personnel do not have the professional expertise to properly exercise the 
audit functions they are eo trusted to ~. all of which hAve become increasingly complex 
as the Finn h11s undergone rapid growth in the intematioll21 marketplace. 

I provide these observaciotlS to you with the knowledge that all of us at the F.irm llCC 

entrusted to observe and respect the Code. l would be happy to discuss any d.etills 
regarding the foregoing with senior t:mrutgemeot but I felt compelled, both morally and 
legnlly, to bri.og these issues to your attention. These are, indeed, turbulent times in the 
economic world and demand. mon: than ever, our adherence and respect of the Code so 
that the Finn may continue to enjoy the investing public's trust a.nd confidence in us. 

cc: Erwin J. Shustak, Esq. 
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'• . 

William 
Schllch/NewYork!AUDIT/EYL 
LP/US 

05/2812008 07:11 AM 

To "Beth Rudofker" <brudofke@lehman.com> 

ee 

bee 

Subject Re: Matthew Lee 

Will be happy to change my schedule. I can be there tomorrow and spend 
whatever time you want. 

Let me know. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/27/2008 07:23 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

Just tried you back. I'd like to call Tom C. (agreed to do this wHh 
Tom R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 

-----Original Message-----
From: william.schlich@ey.com [mailto:william.schlich@ey.com) 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thurs but can change that if we need to. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" (brudofke@lehman.com) 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 
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This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained ~n this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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Robert 
Schlrllng/NewYori</AUDIT/E 
YLLP/US 

To William Schlich/NewYork/AUDIT/EYLLP/US@EY-NAmerica 

cc 

05/2812008 07:46 AM bee 

Subject Re: Matthew Lee 

The person to contact in GC in Ron Hauben. I am trying to read from my 
Blackberry and cannot FYI. 
Robert Schirling 
Partner, Financial Services Professional Practice r==----- -I 

Redacted 
~ L_-~ _-~- ---- _-______,j 

Original Message ----
From: William Schlich 
Sent: 05/28/2008 07:08 AM 
To: CN=Robert Schirling/OU=NewYork/OU=AUDIT/O=EYLLP/C=US@EY-NAmerica 
Cc: CN=Hillary D. Hansen/OUcNewYork/OU=AUDIT/O=EYLLP/C=US 
Subject: Fw: Matthew Lee 

Bob 

Here is the letter we discussed yesterday. If we need to discuss with GC I 
would like to do it today. Who should I contact. I can talk to them and then 
catch you up tomorrow. Have a great time at the graduation - where does the 
time go? And say hello to the wife for me. 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth'' [brudofke@lehman.com] 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
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co~uunication s for information purposes only and should not be regarded as 
an offer to se 1 o~ as a solicitation of an offer to buy any financial 
product; an of icial confirmation of any transaction, or as an official 
statement of Lehman Brothersa Email transmission cannot be guaranteed to be 
secure or error-freea Therefore, we do not represent that this information 1s 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax maccers contained wichin 
this co~~unicaticn {including any attachments) is not intended or written to 
be used and cannot be used for the purpose of {i) avoiding U.S. tax related 
penalties or (ii} promoting, marketing or recorr@ending to another party any 
transaction or matter aoaressed herein. 
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"Rudofker, Beth" 
<brudofke@lehman.com> 

05/28/2008 01:06 PM 

How about 4pm? 
Thx! 

-----Original Message-----

To <wllllam.schllch@ey.com> 

cc 

bee 
Subject RE: Matthew Lee 

From: william.schlich@ey.com [mailto:william.schlich@ey.com] 
Sent: Wednesday, May 28, 2008 7:12AM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Will be happy to change my schedule. I can be there tomorrow and spend 
whatever time you want. 

Let me know. 

Bill 

Ernst & Young 

----- Original Message -----
From: hRudofker, Beth" [brudofke@lehman.com] 
Sent: 05/27/2008 07:23 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

Just tried you back. I'd like to call Tom c. (agreed to do this with 
Tom R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 

-----Original Message-----
From: william.schlich@ey.com [mailto:william.schlich@ey.com] 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thurs but can change that if we need to. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" [brudofl<e@lehman.com) 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 
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subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax-law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 

FOIA Treatment Requested 
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William 
Schllch/NewYork/AUOIT/EYL 
LP/US 

05/29/2008 02:25 PM 

We on for 4 PM? 

Ernst & Young 

----- Original Message -----

To "Beth Rudofker'' <brudofke@lehman.com> 

cc 

bee 

Subject Re: Matthew Lee 

From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/28/2008 01:06 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

How about 4pm? 
Thx! 

-----Original Message-----
From: william.schlich@ey.com (mailto:william.schlich@ey.com) 
Sent: Wednesday, May 28, 2008 7:12AM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Will be happy to change my schedule. I can be there tomorrow and spend 
whatever time you want. 

Let me know. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/27/2008 07:23 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

Just tried you back. I'd like to call Tom C. (agreed to do this with 
Tom R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 

-----Original Message-----
From: william.schlich@ey.com [mailto:william.schllch@ey.com] 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thurs but can change that if we need to. 

FOIA Treatment Requested 
Private & Confidential 

EY-SEC-LBHI-ML 000123 



Bill 

Ernst & Young 

Original Message 
From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: fW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
Offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

FOIA Treatment Requested 
Private & Confidential EY-SEC-LBHI-ML 000124 



This messag is intended only for the personal and confidential use of 
the designa ed recipient{s) named above. If you are not the intended 
recipient o this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited~ This coro..munication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman BrothersA Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information 1s 
subject to change withouL notice. 

IRS Circular 230 Disclosure: 
-... ' ' • • • •. I 

~Lease oe aav1sed that any discussion of u.s. tax matters contained 
within this co~uunication (including any attachments} is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recofnfnending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recip1ent for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protecced from disclosure; If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
thls co~~unication is strictly prohibited. If you have received this 
corrununication in error 1 please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s} named above. If you are not the intended recipient of 
this message you are hereby notified that any review, a1ssemination, 
distribution or copying of this message is strictly prohibited. This 
corn .. Tf1.unication is for information purposes only and should ·Rot be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error=free. Therefore, we do not represent that this information 1s 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matt rs contained witnin 
this cooonunication (including arty attachments) is not ntended or written to 
be used and cannot be used for the purpose of (i) avoi 1ng U.S. tax related 
penalties or (ii) promoting; marketing or reco~~ending to another party any 
transaction or matter addressed herein . 

.,....._T".t. 1""1!"'\ • ......... • 'I 
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William 
Schllch/NewYork!AUDIT/EYL 
LP/US 

To "Beth Rudofker" <brudofke@lehman.eom> 

ee 

05/2912008 02:27 PM 
bee 

SubjeCt Re: Matthew Lee 

5:30 would be better. Sorry I thought it was for today. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" [brudofke@lehman.com] 
Sent: 05/29/2008 02:27 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

That was yesterday ... can you do 5 today? 

-----Original Message-----
From: william.schlich@ey.com (mailto:william.schlich@ey.com] 
Sent: Thursday, May 29, 2008 2:25 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

We on for 4 PM? 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" [brudofke@lehman.com) 
Sent: 05/28/2008 01:06 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

How about 4pm? 
Thx! 

-----Original Message-----
From: william.schlich@ey.com [mailto:william.schlich@ey.com] 
Sent: Wednesday, May 28, 2008 7:12AM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Will be happy to change my schedule. I can be there tomorrow and spend 
whatever time you want. 

Let me know. 

Bill 

Ernst & Young 

FOIA Treatment Requested 
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Original Message 
From: ~Rudofker, Beth" [brudofke@lehman.com] 
Sent: 05/27/2008 07:23 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

Just tried you back. I'd like to call Tom C. (agreed to do this with 
Tom R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 

-----Original Message-----
From: williarn.schlich@ey.com [mailto:william.schlich@ey.com) 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thurs but can change that if we need to. 

Bill 

Ernst & Young 

Original Message 
From: "Rudofker, Beth" [brudofke@lehman.com] 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 

-----Original Message----
from: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should noc be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 

FOIA Treatment Requested 
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Please be advised that any discussion of U.S. tax matters cor.tained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (iil promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure· or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of u.s. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (1) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law prov1sions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 
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This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should'not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information 1s 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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Private & Confidential 

EY-SEC-LBHI-ML 000129 



''Rudofker, Beth" 
<brudofke@lehman.com> 

05129/2008 02:27 PM 

To <william.schlich@ey.com> 

ce 
bee 

Subject RE: Matthew Lee 

That was yesterday ... can you do 5 today? 

-----Original Message-----
From: william.schlich@ey.com (mailto:william.schlich@ey.com] 
Sent: Thursday, May 29, 2008 2:25 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

We on for 4 PM? 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" (brudofke@lehman.com) 
Sent: 05/28/2008 01:06 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

How about 4pm7 
Thx! 

-----Original Message-----
From: william.schlich@ey.com [mailto:william.schlich@ey.com] 
Sent: Wednesday, May 28, 2008 7:12AM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Will be happy to change my schedule. I can be there tomorrow and spend 
whatever time you want. 

Let me know. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" [brudofke@lehman.com] 
Sent: 05/27/2008 07:23 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

Just tried you back. I'd like to call Tom C. (agreed to do this with 
Tom R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 
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-----Original Message-----
From: william.schlich@ey.com [mailto:william.schlich@ey.com] 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thurs but can change that if we need to. 

Bill 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" [brudofke@lehman.com] 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13 PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any u.s. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
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IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privlleged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email bransmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or wr1tten to 
be used and cannot be used for the purpose of (i) avoidin9 U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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"Rudofker, Beth" 
<brudofl<e@lehman.com> 

05/29/2008 02:29 PM 

No problem. 5:30 is good. 

-----Original Message-----

To <william.schlich@ey.com> 

cc 

bee 

Subject RE: Matthew Lee 

From: william.schlich@ey.com (mailto:william.schlich@ey.com] 
Sent: Thursday, May 29, 2008 2:28 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

5:30 would be better. Sorry I thought it was for today. 

Bill 

Ernst & Young 

----- Original Message 
From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/29/2008 02:27 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

That was yesterday ... can you do 5 today? 

-----Original Message-----
From: william.schlich@ey.com [mailto:william.schlich@ey.com] 
Sent: Thursday, May 29, 2008 2:25 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

We on for 4 PM? 

Ernst & Young 

----- Original Message -----
From: "Rudofker, Beth" (brudofke@lehman.com] 
Sent: 05/28/2008 01:06 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

How about 4pm? 
Thx! 

-----Original Message-----
From: william.schlich@ey.com (mailto:william.schlich@ey.com) 
Sent: Wednesday, May 28, 2008 7:12AM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 
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Will be happy to change my schedule. I can be there tomorrow and spend 
whatever time you want. 

Let me know. 

Bill 

Ernst & Young 

Original Message -----
From: "Rudofker, Beth" [brudofke@lehman.com] 
Sent: 05/27/2008 07:23 PM 
To: <william.schlich@ey.com> 
Subject: RE: Matthew Lee 

Just tried you back. I'd like to call Tom C. (agreed to de this with 
Tom R.) by the end of the week to give him the letter and our 
perspective, but if you need to travel, perhaps we can set up an hour by 
phone. 

-----Original Message-----
From: william.schlich@ey.com [mailto:william.schlich@ey.com) 
Sent: Tuesday, May 27, 2008 2:44 PM 
To: Rudofker, Beth 
Subject: Re: Matthew Lee 

Just read it. let me know when we can get together. Supposed to be out 
of town tomorrow and thurs but can change that if we need to. 

Bill 

Ernst & Young 

Original Message 
From: "Rudofker, Beth" (brudofke@lehman.com) 
Sent: 05/27/2008 11:35 AM 
To: <william.schlich@ey.com> 
Subject: FW: Matthew Lee 

-----Original Message----
From: Sabia, Cindy 
Sent: Friday, May 16, 2008 4:13PM 
To: Johnson, Jack; Polizzotto, Joe; Binkley, Tracy A; Rudofker, Beth 
Subject: Matthew Lee 

Sent on behalf of Steven Berkenfeld. 

This message is intended only for the personal and confident1al use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
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offer to buy any financial product, an official confirmat1on of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any rev1ew, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
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message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended reclpient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of 
the des1gnated recipient(s} named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) is not intended or 
written to be used and cannot be used for the purpose of (i} avoiding 
U.S. tax related penalties or (ii} promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. lf you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of 
the designated recipient(s) named above. If you are not the intended 
recipient of this message you are hereby notified that any review, 
dissemination, distribution or copying of this message is strictly 
prohibited. This communication is for information purposes only and 
should not be regarded as an offer to sell or as a solicitation of an 
offer to buy any financial product, an official confirmation of any 
transaction, or as an official statement of Lehman Brothers. Email 
transmission cannot be guaranteed to be secure or error-free. 
Therefore, we do not represent that this information is complete or 
accurate and it should not be relied upon as such. All information is 
subject to change without notice. 
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IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained 
within this communication (including any attachments) 1s not intended or 
written to be used and cannot be used for the purpose of (i) avoiding 
U.S. tax related penalties or (ii) promoting, marketing or recommending 
to another party any transaction or matter addressed herein. 

Any U.S. tax advice contained in the body of this e-mail was not 
intended or written to be used, and cannot be used, by the recipient for 
the purpose of avoiding penalties that may be imposed under the Internal 
Revenue Code or applicable state or local tax law provisions. 

The information contained in this message may be privileged and 
confidential and protected from disclosure. If the reader of this 
message is not the intended recipient, or an employee or agent 
responsible for delivering this message to the intended recipient, you 
are hereby notified that any dissemination, distribution or copying of 
this communication is strictly prohibited. If you have received this 
communication in error, please notify us immediately by replying to the 
message and deleting it from your computer. Thank you. 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. Th1s 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to. ·another party any 
transaction or matter addressed herein. 
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"Rudofker, Beth" 
<brudofke@lehman.com> 

06/04/2008 08:02 PM 

To <william.schlich@ey.com>, "Kelly, Martin" 
<martin.kelly@lehman.com> 

cc 

b~c 

Subject Matthew Lee Letter and Investigation- Conversation with TC 

Spoke to Cruikshank about the Matthew Lee letter and invest1gation. The 
conversation went well and he agreed with the approach we're taking and 
encouraged us to go through and make sure we can support each part with 
the facts. 

Happy to discuss in more detail. 
B 

This message is intended only for the personal and confidential use of the 
designated recipient(s) named above. If you are not the intended recipient of 
this message you are hereby notified that any review, dissemination, 
distribution or copying of this message is strictly prohibited. This 
communication is for information purposes only and should not be regarded as 
an offer to sell or as a solicitation of an offer to buy any financial 
product, an official confirmation of any transaction, or as an official 
statement of Lehman Brothers. Email transmission cannot be guaranteed to be 
secure or error-free. Therefore, we do not represent that this information is 
complete or accurate and it should not be relied upon as such. All 
information is subject to change without notice. 

IRS Circular 230 Disclosure: 
Please be advised that any discussion of U.S. tax matters contained within 
this communication (including any attachments) is not intended or written to 
be used and cannot be used for the purpose of (i) avoiding U.S. tax related 
penalties or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. 
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Gentlemen, 

William 
Schlich/NewYorkJAUDIT/EYL 
LP/US 

0610512008 06:34PM 

To Carmine 
DiSibio/NewYork/AUDIT/EYLLP/US@EY-NAmerica, 
Stephen Howe Jr/AEB/EYLLP/US@EY-NAmerica 

cc 

bee William Schlich/NewYork/AUDIT/EYLLP/US@EY-NAmerica 

Subject 

Hope all is well. Thought I would give you a quick update of Lehman's status. 

As you have read they are looking for a capital infusion. The strategic international partner they were 
trying to get to invest has fallen through and they have moved to plan B which is an investment by a 
sovereign wealth fund arid or investment by a US private equity fund. They are trying to get this done over 
the next couple of days and are very actively pursuing many different parties. They are looking to raise $5 
billion, which will offset the $3 billion net loss expected in the second quarter and give them some cushion 
for the future. Since they are actively discussing an investment in the US and therefore discussing their 
results with a number of parties they have to provide some level of information to the public via an 8-K 
representing a "pre-press release", which they expect to do on Monday morning. This is almost 2 weeks 
earlier than they usually release anything to the public and as you can imagine has put great stress on the 
team to get as much done as possible. 

The second quarter will represent the first time in the history of Lehman Brothers that they have a 
quarterly loss. The net loss is expected to be $3 billion, which I think will be a big shock to the markets. 
The game plan was to be able to appropriately discuss the loss, but be able to also discuss a successful 
capital investment and a significant de-levering of the balance sheet. While they have decreased leverage 
significantly to about 24X from 31X, and obviously has taken down the BS by over a $100 billion, they 
really need to have the capital infusion in place to help offset the shock/dismay over the loss. 

Carmine as you know we are also dealing with a whistleblower letter, that is on its face pretty ugly and will 
take us a significant amount of time to get through. I am confident from what I have seen it shouldn't result 
in any significant issues around financial reporting, but again there is a lot of work to do yet. This 
combined with some very difficult accounting issues around off balance sheet items is adding stress to 
everyone. 

On the positive side the liquidity position is very good with $44 billion of very liquid assets that could be 
financed at the Fed window if they had to. None of this represents prime brokerage accounts and is more 
than double what Bear had ($18 Billion). The average tenor of the repo book is 31 days, which is very 
good and they have not had anyone pull away from them as it relates to financing committments. 

The real concern is how does the market react next week to the bigger than expected loss and what does 
the market think of Lehman's longer term business model, and opportunities. 

that is it for now. 

Bill 

Ernst & Young® 
Ernst & Young LLP 
William J. Schlich 1 Partner· Americas Banking & Capital Markets Leader I Financial Services 
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Thank you for considering the environmental impact of printing emails. 
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William 
Schllch/NewYork/AUDIT/EYL 
LP/US 

06/10/2008 02:24 PM 

Ernst & Young 
"Polizzotto, Joe" 

To Hillary D. Hansen/NewYork/AUDIT/EYLLP/US 

cc 

bee 

Subject Fw: Invitation: Meeting - Matthew Lee/Joe Polizzotto/Bill 
Schlich (E&Y) (Jun 12 03:00PM EDT in 1271- 44th Floor 
Conference Room TBD) 

From: "Polizzotto, Joe" {jpolizz@lehman.com] 
Sent: 06/10/2008 02:24 PM AST 
To: Lee, Matthew" <matthew.lee@lehman.com>; William Schlich 
SubjQct: Invitation: Meeting - Matthew Lee/Joe Polizzotto/Bill Schlich 

(E&Y) (Jun 12 03:00 PM EDT in 1271- 44th Floor Conference Room TBD) 
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