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RE: Time Sensitive - LEH Survey 

I. Do you think Lehman will have to raise additional 
capital? What sort of :size in shares? Dollars? What is the sense on 
timing? 

While Lehman's management yesterday said tJ1at it does not expect to have 
to raise capital in order to reach its destination of being a "ne\v" LEH 
(sale of NEU, spinoff of CRE/CMBS, etc), we are skeptical. Our work in 
ow· Monday piece implies that LEH would have to raise $7.5 billion in 
order to capitalize this spin off adequately and maintain a 20x levcmgc 
ratio. 

Given the fact that LEJ 1 is on ratings review from S&P (with negative 
implications) and Moody's (with direction unknown), they will have to 
convince them (more than anyone else) that they are adequately 
capilali;!ed as an A/A2 fi1m. 

The number of shares they would need to raise all depends on the share 
price. We think that if LEH can gel successfully implement its strategic 
initiatives, its valuation should improve. 1 \.vouldn't expect a capital 
raise until the spin-off occurs. LEil will certainly have an easier go at 
raising capital (or even being taken over) post the spin off... 

Lehman is optimistic abut not needing capital but we are skeptical of 
this claim -- the real decision makers on the issue of capital are 
the rating agencies and the lawyers and the auditors especially if there 
are more write-downs on the CMBS portfolio, we bclie,·e the firm will 
have ro raise additional capital as the credit rating agencies may force 
the firm to do so in an effort to thwart a downgrade. In terms of the 
size, that would completely depend on the amount of writcdowns lbe 
.fitm would take, but we believe a loss in Q4 would certainly prompt a 
capital raise. We believe a sale of NEU offsets the loss this quarter 
and could provide enough equity to put into the spin-off. We note that 
while the fiJ1TI says it doesn't need to raise additional capital, their 
comments seem to suggest this is based on regulatory standards and 
unfortunately for a brokerage firm it's not about regulatory stondnrds 
but credit rating agency standards. 

2. What sort of Book Value multiple will Lehman trade at after U1e 
effect of the CMBS spinoff, Blackrock UK RMBS sale and 55% IJ\.ID sale? 

This all depends on the amount of capital they may need to raise if 
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lh~:re are fW1hcr murk!; on thctr assets. As::.-,uning lhe firm 
return~ In nnnnnh;oc.!d <!f1mmgs m 2009 ond 2010, we helieve 

If Lehmon can gcnerntc ROEs mime" ith tts cost of capital, it would 
demand a market \'oluc ol I Ox tnngtble book. The problem JS that Jts 
cost of capttul has been increasing steadily over time as its Beta rises 
(and has been rising fuster thtm peers) . . ·o. right now. its cost of 
capitaJ is closer to 17% vs. the 13% for the rest of the group. 

3. Whot do you thml. the ultimate si1.c or losses will be on 
Lehman's portl'olto'' What ts the timmg on them? Of the total loss~ 
cx~-cted ho\\ many ha\'e alrcnd) been provisioned? 

Unfortunate[). thts is an) lxxl) 's guess ns ''e don't kno\\ ho\\ the finn ts 
hedgang th~ postuons or ha\c an) mstghtmto how they're mark tog 
them WI! I.. no\\ that lhC) nrc marking thetr CMBS portfolio at $0.85 
on the d(,Jlur und thC') onl) took 1 70 billion of writedowns on th s 
e:-.-posurc thts quun..:r 's 5 30 on n.~tdentiaJ 

Jt appears liHll they ''ill hn\'c to take additional marks on 11s CRE/CMBS 
exposures, c.spcctall) tf they nrc looking to spin lhem off. I have 
trouble helicvmg thut audttors would sign off on the current value of 
these assets were lhcy (() he spun orr tomorrow. 

IJl our call ~m Mmulnv. we estimated the finn would have to take an 
additional $Sbil of '~·itcdowns on this hook. They took $1.3 billion 
yesterday, so '"c could sec another $3 .3 billion. 

As \\ c stud, tf the linn continues to take markdown- on these assets, 
the) rna~ hU\ c to nusc addtttonal capital Remember, if the CtvtB ' 
portfolio gets murkcd dO\\ n further. Lehman wiU lake the hit throuth the 
income stotcm~.:m but that\\ 111 mean they\\ ill need less equit) capllal 
in the new =-1>in-off ~o:nttl}' lo rcachtts goallc\·crage ratio. 

4 What do vou thml.. nonnah7cd earnings are gomg fomard') I O\\ 

long unul Lehman "1art-; producmg nonnaltzed earnings? 

We think the firm \\ill ultinwtely \\arrant a 10% ROE in 2009 anc.1 13% in 
2010 assuming the Jitm is ahlc to e:-.ccute on the blueprint they provided 
yesterday. I fowcvcr, \\C moy be optimistic here in tenns of the timing. 

It still has a lending global investment banking business and fixed 
incom~.: division, which also suggests the l'inn is a ripe takeover 
candidate once.: U1c • shed these os.<;cls. 

5. What doc~ Lchmun's liqutdil) look like'! Can there be a run on 
the bunk'' 

58-SEC 048151 



Lehman's hqurdrt\ pr~lfi lc nppclli'> fine. ~']l\-~rall) \\itb the Fed 
back ... 1uppm~ the fi nn Aft\..'r r U\..""'0\ .... market close, every mawr brolcr 
dcakr ha" announc'--d Lh\..') ctmtmuc to trade '' ' th the fmn and ''e bchc'c 
11 rs hkeh that the h :d ..., cncourug.mg other firms to continue to 
trade'' uh Lehmun ttl<l \ md n fund mg run. 

6. I low con l.l.lhmun r\:ully blow up'? 

LchmEm'-. -;tuck could foil to $1 or n...c lo $20 and the fmn "ill be ar~lc 
to go ohout hw .. mcss us U'iuol u" long as linns continue Lo lend to it 
The Fed\ facrhtrc ... ore ccrtornh hclpmg l..eeplhese lines open 

But rf n lnr@c C4lUnh.:rpart~ d"'-crdcs to pull I me' and other linns catch 
"md and pullthcrr hnt:s then the J·cd \\ rll ha,·e 10 dectdc \\hat to dl 
becau_.;c I chman \\uuldlt)l)J.. to 11 for fundmg It' a mas::me game thcon 
No Iorge counterpart\ '' onts them to frul. so as long as people lcnd.u 
\\OO'l 

Not c'ccuttnt~- on the frnn':o. strategrc mtltali\'I!S \\Ould like!} be 
dctrimcntnlttl the frrm. ur tlr~: h:d doesn't continue to bncJ...stop 
the linn We do nut tlunl.. tht-. "rll happen as the Fed is domg 
everything'' rthm its rxmer to ovord one of these firms to far!. E' ·cn 
if the cqu1t)' goes tu $2, n., long o-; people nrc trading and lending Ill 
the Jim1, Lchmun sLWVl Vcs 

7 In the CMHS Spm<.:o sccnono: Is there any possibility lhl!y e m 
shaft thcar c'r:..ting th.:bt llr Jll'cf-. tl\ cr to t11e nc\\ entity? 

ln thcon but 11 ~ms hrg.hh unlrlc!l) gt\en lhe new emil) "111 be 
under mL'-'1l~ -.crutm\ fwm rntrng. ag\..'DCII!S. regulators and audrtors 

ht our n.:-.cm l;h llll Muud<J\ \\ c furu:a. ... tcd tlr~ 11~\\ allH\ "uukl m .lll"! uhlc 
to o;pon a lc\ \..'f.tgc nllto ,,j more thon 3-to-1. Y estcrday· the ftnn cone 
out and "Urd that tl C'JX.'CL" tu "l>m otT lhese assets at a rauo of.! or 
5-to- 1 Gr,cn the ...crutrm of tlle mung ngcncies and regulator..,\\ c 
CXJX.'Cilhrs !:!prn<.:o!RIJG (Real E!->Wtc lm·esmtent Group) ' ' ill ba' co' CT'\ 

con~n·oll\ e cuprtol structure 

r:rom our undcrstunding l.chmon d l>CS not have U1e legal authority to 
transfer debt und or prcfcll\:u equity to the spin-off. Why, because 
people bought the debt ontl prcf<.:n·cds r<.:fcmced to Lehman's name, not 
'pinCo'sl 
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