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Highly Confidential New York Fed Information 

P ( 0 ( resentation ·verv1evJ 

~ leverage and Capital (slides 3-7) 

* Liquidity (slides 8-11) 

& Risk Management (slide 12) 

f<i Conclusions (slide 13) 

I! Appendix {slides 14-16) 

· · StrictiyConfldr.mtiaf 
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Highly Confidentlal New York Fed information 

Four Vievvs on Leveraqe 
~~ 
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Highly Confidential New '{ork Fed !nfonnation 

Gross Leverage Ratios (FRBN')l Calculation) 

Le\'t-tage Ratios* at the Large Securitie~: Fil."m'~ Lt,ventge Ratios* at tf1<: Lal'ge St(;Urltie;; Firms: fndf:Xcrl to 2tlll2-
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High!y Confidential New York Fed Information 

Adjusted Leverage Ratios (FRBN\( Calculation) 

A1ljusted Leverug.: Ratio~* at the Large Se.:uritb Firm~ 
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Highly Confidential New York Fed lnforrnation 

Illiquid Assets Comprise a Larger Portion of Balance Sheets 
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Highly Confidential New York Fed Information 
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Highly Conffdentiai New York Fed Information 

A r~rarnevvork for Setting Liquidity Stctndards 
it Economic Capita! is the capital needed, then Economic Liquidity is the liquidity needed to support 
business activities: 

Liquidity Sources 

> 100°/o 
Economic Liquidity 

., An Economic Liquidity model must specify Rlsk Tqlerance (or desired survival probability) and Ttm.~ 
Horizon. 

Current rnode!s for Credit and Ops risk: 99JY:% .. over 1 year; Market risk: 99°/r; over 10 days. 

" Current conHngency funding plans (CFPs) for Liquidity risk~ no firm has explicitly stated a desired probability of 
survival {though they do target a credit rating). 

Pre-Bear: CFPs assumed "no access to unsecured funds over a 1-year horizon" {i.e .. a slow bleed), 

,, Post-Bear: CFPs now mode!lng a "run on the bank over a 2- 4 week horizon." 

" Economic Liguidity modeling is scenario driven and does not lend itseif . .!J_gturally to a statistical 
approach. 

• CFPs are similar to internal models, like Market R.isk (~~llRA) and Ops Rlsk (AMA), as well as to Interest rate and 
liquidity risk treatments under Pillar 2. 

·· There is enormous heterogeneity across firms, so a regulatory "one size fits all" approach is likely inappropriate. 
CSE liquidity risk guidelines by the SEC are a series of scenarios, including: 

2~notch ratings downgrade, no unsecured funding for 1 year, deterioration of secured funding environment 

' !n an lnterna! models approach to Economic Liquidity, stress assumptions and choice of scenarios can be guk.ied by 

statistical analysis and form the basis for discussion \Vith supe!visors. 
A similar approach, with perhaps sorne different (and some of the same) scenarios, could work for banks. 

FRBNY to Exam 000024 
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Highly Confidential New York Fed information 

Liquidity F·rame,work: ~iBear'l and f~Bear Lighf' Scenarios 

" The Liquidity Stress Analvsis, which is sumrnarized on slide 10, provides a preliminary analysis of 
"Liquidity Sources" versus "Liquidity Required'~ (i.e.l Economic Liquidity) in two scenarios: 

" ''Bear" 
A run on the bank in a!! business areas: no rollover of secured funding except OMO eligible collateral; no 
rollover of unsecured funding; withdrawal of free credits; increases in margin requirements and on·boarding of 
asse~s c;tue _to co!lat~ra! triggers and customer actions; and delays in receipt ot operating cash flows (rnarg!r1 calfs 
and (lenvattves rece1pts). 

" "Bear Light" 
Same as Bear except s~verity is 3_5% of th~ Bear scenario. G?~H.:eptua!ly, this scenario could be lnterpr~ted as 
a) the sc;::ope of the run ts pnly 35";~ qf the clients. (verf?uS 1 CH}'!o m Bear), o~ b) a run (";ould be _prevented 1f the 
market 1s aware that the firm rnamtams enough hqutdlty to withstand a 35°/o nm .. or c) contag1on from a run on 
another investment bank. 

" The data for the Liquidity Stress Analysis is drawn frorn CFPs developed by Morgan! Lehman and 
Merrill in response to an $E.C request to est~mate liquidity requirements in a "Bear St~arns_" ~cena~_i9. 
Goldman has yet to submtt tts CFP under thts scenano. so FRBNY adapted Goldman's extstlng CFP tor 
the analysis. 

~ Caveats: 
• The Liquidity Stress Analysis is very crude. FRBNV adjusted the Bear scenario submitted bv the CSEs and 

Goldman's current CFP to make the projections more consistent across institutions. Time horizons and as of dates 
are different for each CSE. · 
Finns provided nc input into the Bear Light scenario, That sald, scaling the run on the bank to 35tYQ is not ditticu!t to 
conceptualize or calculate. 

FRBNY to Exam 000025 
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Highly Confidential New York Fed Information 

Surnrnary of Liquidity Stress Analysis 
• For each institution, the table below compares the size of the current ''Liquidity Pool" to the amount of 

"Liquidity Requiredj' in the Bear and Bear Light scenarios {see Appendix for details). 

$in billions liquidity Pool vs. Liquidity Required: (Deficit)/Cushlon 
{"Additional Funding Sources," red bar, not included in {Oeficit)/Cushion calculation) 

Lehman 
Bear (84) I Bear 

Bear Light { 15) f Bear Light 

:i:l}U. 

17.5 

~sc 

!~S 

;:)C 

75 

GC 

8::; 

M:·q:.J":((:'!-:1· & 1\~Xk;~n,::,J S:~,.;:-1-_::ui(<?:J · 
::~:..KI!'t.es tt;ea: B<&w. :3e;:,r L<..ihl I Sowc"" &,;,, S<.x..!r-:.;0:: f?.('l.;"}:· 

~·)t:.;'93f: t ~h~~'¥1~ f...i:}r'!'~f J'_:.r;.kt-.-.. '(o< 

c Uqukf.ty Po::!~ «=. N..klittona! S<Y.;:t:es ~ Secur~d Fvn·j:~'~1 t1 C(~n1n-!tt(m:.'f1tS, (Jt::f!t Ua;);l~t!~:5.. ~r:d C·<-i:-}1'": Hn).)(::;. ::; l;r:s~-~-~t:(t.'<J ~:vrH.:;;;;-q 
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Highly Confidential New York Fed rnfonnation 

;;C~r;,:·-,rl~ ~r---d :.;r'B.· /_:);a~ r'! i"_;Jf11~< Sce'l-0 ''"!,0<:'' O,...,..at ,, ... ~. L ,.,.d.::; 1 ~ ...... l.. ~ ! .cd ...,, 
~ 

pi'' n ~ !' ~-rl t n -:':':1 r-_ t { c< 0 ~-'"'<:("> l iU" s; 0 !>'\f.". anal t~ l1QQ' cs+_:r.~a" A""'· P'"_' fV'u•"') a· c-<n'. , < > ..... d 11 u !:(.;!.< y l lvl: . ! 1 ~~ · · "-""' 4 t. l.v · : r'' ' ~ 

~- Lehman's deficits in the two scenarios, $84 billion and $15 bil!on, are large in relation to the size of its 
Liquidity Pool. 

• ~e.hrnar.has plans to improve its Liquidity Pool by $19 bHlion by the end of June 2008, including the sale of $16 bH!ion 
ln !ll1qwd assets. 

"' Suggested Near~ Term Apwoach: Refine and bring consrstenc:y across institutions to the scenarioN 
5ased methodology or esttmating Economic Liquidity. 

Work wi1f1 each institution to bring consistency to tr1e Bear sct~nario in terms of calegorles used and seventy of 
assumpt1ons. 

Ask each institution to develop a second scenario, largely specified by the regulators, with a severity similar to the 
Bear Light scenario. The ins111utions wouid be required to dernonstrate thev could survive this scenario without PDCF 
or ott1er central bank support. · 

" Such an approach could be the first step >n moving to a multiple scenario approach, 

Strlctly•Cohlide.rJUai 
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Risk fv~lana~;Jernent 

Risk Appetite J 

Economic Capital 

Balance between 
Risk Taking and 

fllsk Management 
Culture 

Senior 
Management's Rote 

in Undatstand!ng 
and Acting on Risks 

Liquidity liisk 
Management 

Credit aM Market 
Risk Management 

Overall Assessment 

Highly Confk:lentia! New York Fed inforrnation 

lEHMAN 
• Have a new equily allocation 
!rarnevvork geared io balance 
slle~t reduction. 

• Senior management is 
aggfessively involved ln ri::;k 
management Ht tr:<::. (l!.l<l!itative 
and quantitative l~'ml~>. 

• Trea~wry managem~nl appeam 
strong. 

• k:volved In vlrt~;ai!y aH uspecls 
of fnaf."<et·basad and cc;rpomtt: 
!ina nee activities. 

• MlS on counterp;;;t!y uedit 
i'lppBars generally rabusL 

Aclive manap,en:<mtfmm the to,,, 
capable of quickly imp10iT1ent:ng 
change 

FRBNY to E~:am 000028 



() 

co 
Ol 
CD 
0.. 

~­
~ 
:::J 
0 
< 
Ol 
""0 
0 
"Tl 

""0 
~­
:::J 

CD ...... 
~ 

I~ 
!~ 
!< 
iw 

125 
i"T1 

I~? 
~ 
""0 
co 
Ol 
(J) 

CD 
...... 
CD 

(Q 

Ui 
CD ...... 

0 
...... 
CD 
3 
0 
< 
CD 

~ 
Ui" 

3 
CD 
(J) 
(J) 
Ol 

(Q 
CD 

Highly Confidential New York Fed Information 

Conclusions: Capital, Liquidity, and Risk i\~anagernent 

Goldman 

Morgan 

Lehman 

Merrm 

Liquidity Overall 

~ lehman: Reasonable capital ratio; poor. but improving liquidity position; moderate risk appetite; no 
view from FRBNY on deoth of controls. 
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Highly Confidential New York Fed information 

Appendix: Li~=tuidity Stress Analysis, Assumptions 

Assumptions are given below for the "Bear" scenario. ~'Bear Lightn scenario assumes a 35°/~ 
severity compared to ·~sear.'' 

" SECURED FUNDING MATURING WITHIN 2-4 WEEKS (lines 1-6) 
,, Fixed,lpcome: aU maturing OMO Eligjbte securities can be rolled at an in9re_a;;ed haj(cut of 4°/o. /\H Less Liquid 

secunt!es cannot be rolled. No cash mrlow from n:verse repos of Less L.1quKl secunt1es. 
Equity: all maturing equity financing either does not roll or is subject to increased haircuts. 

·" UNSECURED FUNDING MATURING WITHIN 2-4 WEEKS (lines 7-13) 
, All maturing unsecured funding is nat roi!Etd over and no new unsecured funding :s available. 

* COMMITMENTS1 OTHER LIABILITIES AND CASH FLOWS {lines 14-22) 
Various assets are brought on balance sheet due to contractual commitments and ratings downgrades . 

, Operating Cash Flows: the Prime Brokerage business experiences 100% withdrawal of Free Credit balances; in 
the Derivatives business1 c9unterparties delay payments under swap obligations INhi!e margin requirements 
1ncrease due to co!latera1 tnggers. 

-~ LIQUIDITY REQUIRED/PARENT COMPANY LIQUIDITY POOL (Jines 23-24) 
kiquidity Required is the sum of Secured Funding, Unsecured Funding and Commltmr:~nts, Ot!:er Liabilities and 
Gash Rows. 
Liquidity Pool is the actual Parent Company Liquidity Pool as of the date of the CFP. 

" ADDITIONAL FUNDING SOURCES (lines 25-29) 
The CSEs draw on available bank lines and affiliates to provldo casil. In addition, moderate amounts of assets 
are sold. 

·strictly Confidential · 
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,A})pend,ix: ;'Bea(~ Liquidity Stress Analysis 

f\;;:ur~s 1""~~~-hh.g}~ft-c:l :i.:.: y~~·!k!W i.:;:dkctt~ wflt'=t'<-'= •.~;;r,: i:-:$tir~~li.Jn :;aku~a~e:'! a 
··' ~.,:.t~tl<.~'>/ t·r H"sf;ow, bur_ ~xher~· drr u<.:~ hhvt"= :J!': ~<~:s.:;.u:t1.1;~;;~s; ~i'>~ ~h~~: 

~~.!·~~-~h~;,:-:, 1~R.B}.lY prOYid~~ ar: e2t~mm.e fo-;; tht..-1¢ cxtl;':g")i·~¢.~. t:.'l.t<\~kt: the 
t.c:tU~ ffV'(~: :;,:::.i~~~;j~:~t:at :.<<t.,;~-~:; lhttit:' •. H:_;{}n:~, 

Op<>r:olht~ Cash F"lsw>, T<:4a! 
p,-;,·,l<' r,,-;,kaa;?;<, f>'>:C Cw:lit:l 
.br:-~·J·.::1<i~·t': C:hh Flow .K,1isrmt~cM~. Tv~a1 

C<!ntt~::t5i2J Payr.ry::nts (P;!:y fi.1HY~~ Rc:..:..-;:h•¢ ~NJ':0~ 

CASH FLOWS 

C:MD ... ".&~:N ~h.;:~t ::~::'vritk-~; ftv:>.~: !...xi.•}:• .. '~\'~::~.: tJ:.:~1~~ (:~·t(: ;!~~v~:<: ·t.~f:-::1 c;:;MlJW} Mo>J}...;!~. (:,_.J~:.,:.;Y.~·::., t.;:~ .. ;;: . .iY-1•1:<: h::.:.:i~. Mr:c.:r::!;;:.J;., 

----------------------~ 

•Sttic.tt:v Con.tidenJiai 

FRHNY to £XiHYl 00003-1 
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Appendix: '(Be<ar Lighft Liquidity Stress Analysis 

Fi_gm):!S t~~g~-!;~_gTitg.d: i.t: ;'f:!k:w \.t'.~.ii>:.::~M: ~ .. t.··h~re (lt9!- ins:tin.:.ci.o:.:: :::a.i:..-ui..at-..:::: ~ 
·.:..}-:.:.:.nc~">/ '-'1 tnfk'::>.>..-, ·rvt txhers ,:!t1 tK~- ;H:~(t': :~H :::s~:nn.'t~'r~_i\..~n ·k¢ th!3t ~:a:.sgf:Yy . 

. J.!f>S!tible:.l~P,J}NYpr~>v~dt.: . • ~r~ t-Sth~tiJ:tt fnr t;·!e-~Y.~ :..:.a~r:.g{!r!-t.:$1:"> mst.~ fhC 

!"'"''~ !law>; rage, Fro:: (}cd;~,; 
t'e;iv:Jrh-'~:- C;,:;f~ Ft~.,;;." ~t~s1.:1a!che~. 7:-?.-xl 

C:">!':tftK~tw>·; Payment~ {Fay t·OO~X:. R';'ccn:-.:~ i'iY?~<; 
.M.!u·~n .Paytr!c·:~t~!C<;fi;:~ot~r~:t C;~!~::. 

:.~::.~~f: A:~~:;x~,_. CVlO, A~.::(.l :E1::c:...kt.:i :::!~x:;ri!ic:>. :k.r:~ ;..<..,"!·:-•;;:._ \\~,,.:.:.: 1..·-r..·<, (,'! .. ~0 P:·:·::~~.:: t.6k:. (':?'.<l'>.1,,;1~~ :\~r..:t::;.•:. ~·~::ff':!{:·:{:'X. ~~:N·::~~u~'!::.:~: n:·:t.J.~·:S. &1.\J.:.:.f:.::~:-•. h: 

.•strfc.UyCo.nUdential 
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