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OATH OR AFFmMATION 

I, Erin Callan, swear that, to the best of my knowledge and belief the accompanying financial statements and 
supporting schedules pertaining to the ftnn of Lehman Brothers OTC Derivatives Inc., as ofNovember 30, 2007 
are true and correct. I further swear that neither the OTC derivatives dealer, nor any partner, officer, or director 
has any significant interest in any counterparty or in any account classified solely as that of a counterparty. 

__ ~ ..... e:_----~-r-~--'----=-=~ ..... - -=~c:-:__----
Signature 

Chief Financial Officer 
Title 

Subscribed and sworn to before me this Z2_ day of J\ c. i)IAG! 1 J(t)F$' r I 

·J jl 

CINDY S. BUC"HOLZ 
Notary Public, State of New York 

No. 01BUG030825 
Qualified in Bronx Coun~ 

Certificate Filed in Newt¥~~ 
CommiSSion Expire-.• ~"'?'+!..!!J~+-.w.A• 

L4·Ylt-"-t-3 .. &ucJJt~O 
NOTARY PUBLIC 
New York, New York , 

In ancl for the S 

Residing in~f-'o,/'4......,.~'-"--'--P>-t-~-

NOTARY PUBLIC 
Expiration '1 f~l 1 .2ct)/ 
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Lehman Brothers OTC Derivatives Inc. 

In thousands 
Year ended November 30, 2007 

Revenues 
Principal transactions 

Interest 

Total revenues 

Interest expense 

Net revenues 

Non-Interest Expenses 

Compensation and benefits 

Brokerage, clearing and exchange fees 

Professional fees 

Occupancy and other expenses 

Total non-interest expenses 

Income before taxes 

Provision for income taxes 

Net income 

See Notes to Financial Statements. 

Statement of Income 

-2-

$185,926 

131,548 

317,474 

105,430 

212,044 

104,538 

827 

235 

238 

105,838 

106,206 

45,050 

$ 61,156 
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Lehman Brothers OTC Derivatives Inc. 

Statement of Financial Condition 

In thousands except per share data 

November 30, 2007 

Assets 

Cash and cash equivalents 
Financial instruments owned (including $283,535 pledged as collateral) 
Securities purchased under agreements to resell 

Securities borrowed 

Receivables: 
Affiliated broker dealer 
Customer receivables 

Other receivables 

Other assets 

Total assets 

Liabilities and stockholder's equity 

Financial instruments sold but not yet purchased 
Securities sold under agreements to repurchase 
Securities loaned 
Advances from Holdings and other affiliates 

Payables to customers 
Short-term borrowings 
Subordinated indebtedness 
Compensation payable 

Income taxes payable 
Accrued liabilities and other payables 

Total liabilities 

Stockholder's equity 
Common stock, $1.00 par value; 100 shares authorized; I 00 shares issued and outstanding 
Additional paid-in capital 

Retained earnings 

Total stockholder's equity 

Total liabilities and stockholder's equity 

See Notes to Financial Statements. 

-3-

$ 3,382 

1,640,444 

88,453 

169,335 

3,605,488 

25,528 

130,973 

4,364 

$ 5,667,967 

$4,140,276 

23,749 

28,276 

306,810 

204,434 

382,660 

250,000 

104,051 

41,526 

5,339 

5,487,121 

100,000 

80,846 

180,846 

$ 5,667,967 
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Lehman Brothers OTC Derivatives Inc. 

Statement of Changes in Stockholder's Equity 

In thousands 
Year ended November 30, 2007 

Additional paid-in capital, beginning and ending balance 

Retained earnings: 

Beginning balance 

Cumulative effect of accounting changes <IJ 

Net income 

Ending balance 

Total stockholder's equity 

1'> The adoption impact of SFAS No. 157 is retlecred for the year ended November 30,2007. 

See Notes to Financial Statements. 

-4-

$100,000 

19,498 

192 

61,156 

80,846 

$180,846 
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Lehman Brothers OTC Derivatives Inc. 

Statement of Changes in Liabilities 
Subordinated to Claims of General Creditors 

In thousands 

Year ended November 30, 2007 

Subordinated indebtedness, beginning of year 

Issuance of subordinated indebtedness 

Subordinated indebtedness, end of year 

See Notes to Financial Statements. 

-5-

$100,000 

150,000 

$250,000 
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Lehman Brothers OTC Derivatives Inc. 

Statement of Cash Flows 

In thousands 
Year ended November 30,2007 
Cash Flows From Operating Activities 

Net income 

Adjustments to reconcile net income to net cash provided by operating 
activities: 

Deferred tax benefit 

Net change in: 

Financial instruments owned 

Securities purchased under agreements to resell, net 

Securities borrowed 

Affiliated broker dealers 

Customer receivables 

Other receivables 

Other assets 

Financial instruments sold but not yet purchased 

Securities loaned 

Advances from Holdings and other affiliates 

Payables to customers 

Compensation payable 

Income taxes payable 

Accrued liabilities and other payables 

Net cash used in operating activities 

Cash flows from financing activities 

Repayment of other secured borrowings 

Issuance of short-term borrowings 

Issuance of subordinated indebtedness 

Net cash provided by financing activities 

Net change in cash and cash equivalents 

Cash and cash equivalents, beginning of year 

Cash and cash equivalents, end of year 

Supplemental Disclosure of Cash Flow Information 

Interest paid 

Income taxes paid 

See Notes to Financial Statements. 

-6-

$ 61,156 

7,364 

14,410 

445,369 

(169,335) 

(2,940,912) 

51,100 

(130,973) 

(3,305) 

2,180,760 

28,276 

59,959 

204,434 

83,119 

37,928 

(59,735) 

(130,385) 

(400,000) 

382,660 

150,000 

132,660 

2,275 

1,107 

$ 3,382 

$ 126,539 

$ 18,658 
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

Note 1 Summary of Significant Accounting Policies 

Description of Business 

Lehman Brothers OTC Derivatives Inc., ("LOTC" or the "Company,") a Delaware Corporation, is a wholly owned and 
fully guaranteed subsidiary of Lehman Brothers Holdings Inc. ("Holdings"). The Company is an over-the-counter 
("OTC") derivatives dealer regulated by the Securities and Exchange Commission ("SEC''). The Company's trading is 
limited to certain equity and fixed income derivative products (including options on emerging market bonds), and related 
hedge transactions which have been approved under rules established by the SEC. As required by the SEC, the Company 
clears its business activities through an affiliated registered broker dealer, Lehman Brothers Inc. ("LBf'). 

LBI maintains the Company's account on a margin basis consistent with the requirements of New York Stock Exchange 
Rule43l. 

Basis of Presentation and Use of Estimates 

The financial statements are prepared in conformity with U.S. generally accepted accounting principles, which require 
management to make estimates and assumptions that affect the amounts reported in the financial statements and 
accompanying notes. Management estimates are required to be used in determining the valuation of trading inventory 
particularly in the area ofOTC derivatives. Management believes the estimates used in preparing the financial statements 
are reasonable and prudent. Actual results could differ from these estimates. 

Revenue Recognition Policies 

Principal Transactions Financial instruments classified as Financial instruments owned and Financial instruments sold 
but not yet purchased (both of which are recorded on a trade-date basis) are valued at fair value, as appropriate, with 
unrealized gains and losses reflected in Principal transactions in the Statement of Income as incurred. 

Interest Revenue/Expense The Company recognizes contractual interest on Financial instruments owned and Financial 
instruments sold but not yet purchased on an accrual basis as a component of Interest revenue and Interest expense, 
respectively. Interest flows on derivative transactions are included as part of the mark-to-market valuation of these 
contracts in Principal transactions in the Statement of Income and are not recognized as a component of Interest revenue or 
expense. The Company accounts for the secured financing activities, other secured borrowings and subordinated 
indebtedness on an accrual basis with related interest recorded as interest revenue or interest expense, as applicable. 

Financial Instruments 

Financial instruments owned, and Financial instruments sold but not yet purchased are recognized on a trade-date basis 
and are carried at fair value. See note 3, ••fair Value of Financial Instruments." 

Derivative Financillllnstruments. Derivatives are financial instruments whose value is based on an underlying asset (e.g., 
Treasury bond), index (e.g., S&P 500) or reference rate (e.g., LIBOR), and include futures, forwards, swaps, option 
contracts, or other financial instruments with similar characteristics. A derivative contract generally represents a future 
commitment to exchange interest payment streams or currencies based on the contract or notional amount or to purchase 
or sell other financial instruments or physical assets at specified terms on a specified date. OTC derivative products are 
privately-negotiated contractual agreements that can be tailored to meet individual client needs and include forwards, 
swaps and certain options including caps, collars and floors. Exchange-traded derivative products are standardized 
contracts transacted through regulated exchanges and include futures and certain option contracts listed on an exchange. 

Derivatives are recorded at fair value and included in either Financial instruments owned or Financial instruments 
sold but not yet purchased in the Statement of Financial Condition. Derivatives are presented net-by-counterparty 
when a legal right of offset exists; net across different products or positions when applicable provisions are stated in 
a master netting agreement; and/or net of cash collateral received or paid on a counterparty basis, provided legal 
right of offset exists. 

-8-
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

We adopted Statement of Financial Accounting Standards ("SFAS") No. 157, Fair Value Measurements ("SFAS 
157'') effective December 1, 2006. SFAS 157 defines fair value as the price that would be received to sell an asset or 
paid to transfer a liability in an orderly transaction between market participants at the measurement date. When 
observable prices are not available, we either use implied pricing from similar instruments or valuation models 
based on net present value of estimated future cash flows, adjusted as appropriate for liquidity, credit, market and/or 
other risk factors. For further discussion of our adoption of SFAS 157, see "Accounting Changes and Other 
Accounting Developments - SF AS 157" below. 

CoUateralized Lending Agreements and Financings 

Treated as collateralized agreements and financings for financial reporting purposes are the following: 

Repurchase and resale agreements. Securities purchased under agreements to resell and securities sold under 
agreements to repurchase are collateralized primarily by government and government agency securities and are 
carried net by counterparty, when permitted, at the amounts at which the securities subsequently will be resold or 
repurchased plus accrued interest. We take possession of securities purchased under agreements to resell. The fair 
value of the underlying positions is compared daily with the related receivable or payable balances, including 
accrued interest. We require counterparties to deposit additional collateral or return collateral pledged, as necessary, 
to ensure the fair value of the underlying collateral remains sufficient. 

Securities bo"owed and securities loaned. Securities borrowed and securities loaned are carried at the amount of 
cash collateral advanced or received plus accrued interest. We value the securities borrowed and loaned daily and 
obtain additional cash as necessary to ensure these transactions are adequately collateralized. When we act as the 
lender of securities in a securities-lending agreement and we receive securities that can be pledged or sold as 
collateral, we recognize an asset, representing the securities received and a liability, representing the obligation to 
return those securities. 

Cash and cash equivalents 

Cash and cash equivalents include highly liquid investments not held for resale with maturities of three months or less 
when the Company acquires them. 

Customer receivables 

Customer receivables represent amounts due from counterparties in connection with cash collateral posted on derivative 
transactions. 

Other receivables 

Other receivables primarily represent trade date accruals related to financial instruments sold but not yet purchased. 

Income Taxes 

The Company accounts for income taxes in accordance with SFAS No. 109,Accountingfor Income Taxes, ("SFAS 109"). 
The Company recognizes the current and deferred tax consequences of all transactions that have been recognized in the 
financial statements using the provisions of the enacted tax laws. Deferred tax assets are recognized for temporary 
differences that will result in deductible amounts in future years and for tax loss cany-forwards. The Company records a 
valuation allowance to reduce deferred tax assets to an amount that more likely than not will be realized. Deferred tax 
liabilities are recognized for temporary differences that will result in taxable income in future years. Contingent liabilities 
related to income taxes are recorded when probable and reasonably estimable in accordance with SF AS No. 5, Accounting for 
Contingencies. 

See "Accounting Changes and Other Accounting Developments-FIN 48" below for a discussion ofF ASB Interpretation 
No. 48, Accountingfor Uncertainty in Income Taxes-an inte1pretation ofFASB Statement No. 109 ("FIN 48"). 

-9-
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

Accounting Changes and Other Accounting Developments 

SF AS 158. In September 2006, the F ASB issued SF AS No. 158, Employers' Accounting for Defined Benefit Pension and 
Other Retirement Plans ("SFAS 158"), which requires an employer to recognize the over- or under-funded status of its 
defined benefit postretirement plans as an asset or liability in its Statement of Financial Condition, measured as the 
difference between the fair value of the plan assets and the benefit obligation. For pension plans the benefit obligation is 
the projected benefit obligation; while for other postretirement plans the benefit obligation is the accumulated 
postretirement obligation. Upon adoption, SF AS 158 requires an employer to recognize previously unrecognized actuarial 
gains and losses and prior service costs within Accumulated other comprehensive income/(loss) (net of tax), a component 
of Stockholders' equity. In accordance with the guidance in SFAS 158, Holdings, as the sponsor of the defined benefit 
pension plan in which all employees of Holdings participate, adopted this provision of the standard for the year ended 
November 30, 2007. Holdings adoption of SFAS 158 had no impact on the Company's Financial Statements at November 
30,2007. 

SFAS 157. In September 2006, the FASB issued SFAS 157, which defines fair value, establishes a framework for 
measuring fair value, outlines a fair value hierarchy based on inputs used to measure fair value and enhances disclosure 
requirements for fair value measurements. SFAS 157 does not change existing guidance as to whether or not an 
instrument is carried at fair value. 

SF AS 157 also (i) nullifies the guidance in EITF 02-3 that precluded the recognition of a trading profit at the inception of a 
derivative contract, unless the fair value of such derivative was obtained from a quoted market price or other valuation 
technique incorporating observable inputs; (ii) clarifies that an issuer's credit standing should be considered when 
measuring liabilities at fair value; (iii) precludes the use of a liquidity or block discount when measuring instruments 
traded in an active market at fair value; and (iv) requires costs related to acquiring financial instruments carried at fair 
value to be included in earnings as incurred. 

The Company elected to early adopt SF AS 157 beginning of its 2007 fiscal year. As a result of adopting SF AS 157, we 
recognized a $192 thousand after-tax ($273 thousand pre-tax) increase to opening retained earnings. For additional 
information regarding our adoption of SFAS 157, see Note 3, "Fair Value ofFinancial Instruments." 

FIN 48. In June 2006, the F ASB issued FIN 48, which sets out a framework for management to use to determine the 
appropriate level of tax reserves to maintain for uncertain tax positions. This interpretation of SF AS 109 uses a two-step 
approach wherein a tax benefit is recognized if a position is more likely than not to be sustained, and the amount of benefit 
is then measured on a probabilistic approach, as defined in FIN 48. FIN 48 also sets out disclosure requirements to 
enhance transparency of an entity's tax reserves. The Company must adopt FIN 48 as of the beginning of its 2008 fiscal 
year. The adoption of FIN 48 will have no impact on the Company's Financial Statements. 

FSP FIN48-I. In May 2007, the FASB directed theFASB Staffto issueFASB Staff Position No. FIN 48-1,Definition of 
"Settlement" In F ASB Interpretation No. 48 ("FSP FIN 48-1 ''). Under FSP FIN 48-1, a previously unrecognized tax 
benefit may be subsequently recognized if the tax position is effectively settled and other specified criteria are met. The 
adoption of FSP FIN 48-1 will have no impact on the Company's Financial Statements. 

FSP FIN 39-1. In April 2007, the FASB directed the FASB Staff to issue FSP No. FIN 39-1, Amendment of FASB 
Interpretation No. 39 ("FSP FIN 39-1"). FSP FIN 39-1 modifies FIN No. 39, Offsetting of Amounts Related to 
Certain Contracts, and permits companies to offset cash collateral receivables or payables with net derivative 
positions under certain circumstances. FSP FIN 39-1 is effective for fiscal years beginning after November 15, 2007, 
with early adoption permitted. FSP FIN 39-1 does not affect our Financial Statements because it clarified the 
acceptability of existing market practice, which we use, of netting cash collateral against net derivative assets and 
liabilities. 

-10-
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

Note 2 Financial Instruments 

Financial instruments owned and Financial instruments sold but not yet purchased were comprised of the following: 

In thousands 
November 30, 2007 
Financial instruments owned: 

Equity derivative contracts 
Corporate equities 
Governments and agencies 

Financial instruments sold but not yet purchased: 

Equity derivative contracts 
Corporate equities 
Governments and agencies 

$1,288,364 
342,481 

9,599 
$1,640,444 

$1,445,678 
2,666,996 

27,602 
$4,140,276 

Cash collateral received and paid is netted on a counterparty basis against derivative contracts, providing a legal right of 
offset exists. Assets and liabilities at November 30, 2007 were netted down for cash collateral of approximately $860 
million and $203 million, respectively. 

OTC derivative contracts contain credit risk for unrealized gains. With respect to our OTC derivative contracts the 
Company views its net credit exposure, net of affiliate derivative receivables and collateral from third parties to be 
approximately $262 million at November 30, 2007. This credit exposure represents the fair value of the Company's OTC 
contracts in an unrealized gain position, after consideration of collateral, and is primarily comprised of amounts owed 
from corporations, financial institutions and affiliated entities. Counterparties to the Company's OTC derivative products 
primarily are high net worth individuals, financial institutions, universities, and affiliated entities. Collateral held related to 
OTC contracts generally includes corporate equities. 

At November 30, 2007 Equity derivative contracts within Financial instruments owned included approximately 57% of 
contracts for which a substantial upfront payment was made. 

Concentrations of Credit Risk 

The Company's counterparty exposures at November 30, 2007 primarily include financial institutions, corporations and 
affiliated entities. This concentration arises in the normal course of business. Collateral held for resale agreements 
represented approximately 2% of total assets at November 30, 2007 and consisted of investment grade mortgage backed 
securities, U.S. treasuries, and other government bonds. 

A substantial portion of the Company's securities transactions are collateralized. The Company's exposure to credit risk 
associated with the non-performance of these customers and counterparties in fulfilling their contractual obligations 
pursuant to securities transactions can be affected by volatile or illiquid trading markets, which may impair the ability of 
customers and counterparties to satisfy their obligations to the Company. 

- 11-
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

Note 3 Fair Value of Financial Instruments 

Financial instruments owned, and Financial instruments sold but not yet purchased, are presented at fair value. Fair value 
is defined as the price at which an asset or liability could be exchanged in a current transaction between knowledgeable, 
willing parties. Where available, fair value is based on observable market prices or parameters or derived from such prices 
or parameters. Where observable prices or inputs are not available, valuation models are applied. These valuation 
techniques involve some level of management estimation and judgment, the degree of which is dependent on the price 
transparency for the instruments or market and the instruments' complexity. 

Beginning December 1, 2006, assets and liabilities recorded at fair value in the Statement of Financial Condition are 
categorized based upon the level of judgment associated with the inputs used to measure their fair value. Hierarchical 
levels- defined by SF AS 157 and directly related to the amount of subjectivity associated with the inputs to fair valuation 
of these assets and liabilities- are as follows: 

Level I - Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement 
date. 

Level IT -Inputs (other than quoted prices included in Level I) are either directly or indirectly observable for the asset 
or liability through correlation with market data at the measurement date and for the duration of the instrument's 
anticipated life. 

Level ill - Inputs reflect management's best estimate of what market participants would use in pricing the asset or 
liability at the measurement date. Consideration is given to the risk inherent in the valuation technique and the risk 
inherent in the inputs to the model. 

An asset or a liability's categorization within the fair value hierarchy is based on the lowest level of significant input to its 
valuation. 

Fair valued Financial instruments owned, and Financial instruments sold but not yet purchased at November 30, 2007 
were: 

In thousands 
Financial instruments owned: 

Equity derivative contracts"' 
Corporate equities 
Governments and agencies 

Total Financial instruments owned 

Financial instruments sold but not yet purchased: 
Equity derivative contracts"' 
Corporate equities 
Governments and agencies 

Total Financial instruments sold but not yet purchased: 

Levell 

$ 39,976 
318,492 

$ 358,468 

$ 62,888 
2,666,996 

$2,729,884 

At November 30, 2007 

Level II Level III 

$ 990,602 $257,786 
23,989 
9,599 

$1,024,190 $257,786 

$ 757,774 $625,016 

27,602 
$ 785,376 $625,016 

Total 

$1,288,364 
342,481 

9,599 
$1,640,444 

$1,445,678 
2,666,996 

27,602 
$4,140,276 

<II Derivative assets and derivative liabilities are presented on a net basis by level. Inter- and inn-level cash collateral, cross-product and counterparty 
netting at November 30, 2007 were approximately $32 million and $192 million, respectively. 

- 12-
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

The table presented below summarizes the change in balance sheet carrying value associated with Level ill financial 
instruments during the fiscal year ended November 30, 2007. Caution should be utilized when evaluating reported net 
revenues for Level ill Financial instrmnents. The values presented exclude economic hedging activities that may be 
transacted in instruments categorized within other fair value hierarchy levels. Actual net revenues associated with Level ill 
financial instruments inclusive of hedging activities could differ materially. 

Net 
In thousands Balance Payments, Net Balance 

November 30, Purchases Transfers (Gains) I Losses (I) November 30, 
2006 and Sales Ini~Outl Realized Unrealized 2007 

Equity derivative liabilities, 
net $2,993 $245,951 $178,878 ~$2,9932 ~$57,5992 $367,230 

(I) The current period gains/ (losses) from changes in values of Level III Financial instruments represent gains/ (losses) from changes in values of those 
Financial instruments only for the period(s) in which the instruments were classified as Level III. 

Note 4 Securities Received and Pledged as Collateral 

The Company receives and pledges collateral in connection with its derivatives activities and in connection with resale and 
repurchase agreements. The Company is typically permitted to sell or repledge securities received as collateral. At 
November 30, 2007 the gross fair value of securities received and maintained as collateral in connection with resale 
agreements was approximately $89.3 million. At November 30, 2007, the gross fair value of securities received as 
collateral in connection with derivative activities was approximately $1,405 million and is held in custody through its 
affiliated broker dealer, LBI. 

In addition, at November 30, 2007 the gross fair value of securities pledged as collateral where the counterparty has the 
right by contract or custom, to re-hypothecate the financial instruments was approximately $284 million and are classified 
as financial instruments owned, pledged as collateral in the Statement ofFinancial Condition as required by SFAS 140. 

Note 5 Borrowings 

Short-term bomJwings. Short-term borrowings represent cash received from customers as prepayment on certain 
contracts with future obligations to deliver shares (accelerated share repurchases), all maturing within one year. 

Subordinated indebtedness. During the year ended November 30, 2007, the Company renewed its subordinated debt 
agreement with Holdings and increased its borrowings from $100 million to $250 million This subordinated debt is 
scheduled to mature in July 2008 and is payable to Holdings, with an automatic rollover provision. The Company expects 
to renew their subordinated debt payable to Holdings. Interest on this subordinated debt is calculated and accrued monthly 
at the rate ofLffiOR plus 80 basis points 

Note 6 Commitments, Contingencies and Guarantees 

Derivative contracts. Under FASB Interpretation No. 45, Guarantor's Accounting and Disclosure Requirements for 
Guarantees, Including Indirect Guarantees of Indebtedness of Others ("FIN 45"), derivative contracts are considered to be 
guarantees if such contracts require us to make payments to counterparties based on changes in an underlying instrument 
or index (e.g., security prices, interest rates, and currency rates) and include written credit default swaps, written put 
options, written foreign exchange and interest rate options. 
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

Derivative contracts are not considered guarantees if these contracts are cash settled and we cannot detennine if the 
derivative counterparty held the contracts' underlying instruments at inception. We have determined these conditions have 
been met for certain large financial institutions. Accordingly, when these conditions are met, we have not included these 
derivatives in our guarantee disclosures. At November 30, 2007, the notional value, also the maximum payout value of 
derivative contracts deemed to be guarantees, was as follows: 

In thousands 
November 30, 2007 
Derivative contracts 

Notional! 
Maximum 

Payout 
$4,358,584 

Amount of Commitment Expiration per Period 
2008 2009 2010 2011 2012 2013+ 

$3,364,294 $176,568 $113,146 $74,215 $75,000 $555,361 

For purposes of determining maximum payout, notional values are used; however, the Company believes the fair value of 
these contracts is a more relevant measure of these obligations because the Company believes the notional amounts greatly 
overstate the Company's expected payout. At November 30, 2007, the fair value of these derivative contracts was 
approximately $262 million. In addition, all amounts included above are before consideration of hedging transactions. The 
Company substantially mitigates its risk on these contracts through hedges, such as other derivative contracts and/or cash 
instruments. 

Other. Financial instruments sold but not yet purchased represent the Company's obligations to purchase the securities at 
prevailing market prices. Therefore, the future satisfaction of such obligations may be for an amount greater or less than 
the amount recorded. The ultimate gain or loss is dependent on the price at which the underlying financial instrument is 
purchased to settle the Company's obligation under the sale commitment. 

In the nonnal course of business, the Company is exposed to credit and market risk as a result of executing, financing and 
settling various customer security and commodity transactions. These risks arise from the potential that customers or 
counterparties may fail to satisfy their obligations and the collateral obtained is insufficient. In such instances, the 
Company may be required to purchase or sell financial instruments at unfavorable market prices. The Company seeks to 
control these risks by obtaining margin and other collateral in accordance with regulatory and internal guidelines. 

Note 7 Regulatory Requirements 

The Company is a registered broker-dealer under SEC Rule 17a-12 and is authorized to compute capital charges for 
market and credit risk pursuant to the Securities Exchange Act Rule 15c3-1 Appendix F ("Appendix F'). Under these 
rules, the Company is required to maintain net capital of$20 million and tentative net capital of$100 million as defined in 
SEC Rule 15c3-l. As of November 30, 2007 the Company's regulatory net capital, as defined, of $369 million exceeded 
the minimum requirement by approximately $349 million and its tentative net capital of $423 million exceeded the 
minimum requirement by $323 million. 

As approved by the SEC, the Company utilizes Value at Risk ("VaR") obtained from its proprietary VaR Model to 
compute market risk capital charges, multiplying the results obtained by a factor of 4.0. At November 30, 2007, the 
Company's market risk capital charge was $49 million. In addition, the Company calculates capital charges for credit risk 
in accordance with several factors prescribed by the SEC, including, but not limited to the credit rating of the 
counterparties and the value of the collateral received. At November 30, 2007, the Company's credit risk capital charge 
was $5 million. Repayment of subordinated indebtedness and dividend payments by the Company are restricted by the 
regulations of the SEC. 
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Lehman Brothers OTC Derivatives Inc. 

Notes to Financial Statements 

Note 8 Income Taxes 

Our income is included in the consolidated U.S. federal income tax return of Lehman Brothers. Our tax provision is 
computed in accordance with the tax sharing agreement between Lehman Brothers and its subsidiaries. In 
accordance with this agreement, the balance due at November 30, 2007 was $37.8 million. Our deferred tax liability 
of$3.7 million relates to reserves and is included in Income taxes payable in our Statement of Financial Condition. 

The provision for income taxes consists of the following (in thousands): 

Current taxes: 
U.S. Federal 
State and local 

Deferred taxes: 
U.S. Federal 
State and local 

Provision for income taxes 

$27,615 
10,071 
37,686 

5,315 
2,049 
7,364 

$45,050 

The provision for income taxes resulted in an effective tax rate of 42.42%, which is higher than the statutory federal 
income tax rate primarily due to state and local taxes. 

Note 9 Related Party Transactions 

In the normal course of business the Company engages in various securities trading and financing activities with Holdings, 
LBI and certain of their subsidiaries (the "Related Parties"). Various charges, such as compensation and benefits, 
occupancy, administration and computer processing are allocated among the Related Parties based on specific 
identification and other allocation methods. 

Related Parties have allocated to the Company the cost of certain employees and space in various New York City and 
surrounding locations. The aggregate of these amounts are classified in the Statement of Income as Compensation and 
benefits and Occupancy and other, respectively. 

At November 30, 2007 the Company had approximately $68.4 million and $20.1 million of Securities purchased under 
agreements to resell, with LBI and Lehman Brothers International Europe ("LBIE''), respectively. For the year ended 
November 30, 2007, the Company earned interest revenue of$48.0 million from affiliates. The Company had $5.4 million 
and $18.4 million of Securities sold under agreements to repurchase with LBI and LBIE at November 30, 2007, 
respectively. 

Receivables from an affiliated broker dealer are approximately $3.6 billion at November 30, 2007. 

Advances from Holdings and other affiliates totaling approximately $306.8 million at November 30, 2007, are 
generally payable on demand. The average interest rate charged on these advances is primarily based on Holdings' 
average daily cost of funds, which was 5.25% at November 30, 2007. The Company also had borrowings from 
Holdings classified as subordinated indebtedness of $250 million at November 30, 2007. For the year ended, the 
Company incurred interest expense of $69.5 million to affiliates. 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART liB 

Lehman Brothers OTC Derivatives, Inc. 11/30/2007 
Name of Dealer As of ( MMIDDIYYY) 

COMPUTATION OF NET CAPITAL AND NET CAPITAL REQUIRED 
(Eiecting15c3-1 Appendix F) 

CAPITAL 

1. Total ownership equity 

2. Deduct: Ownership Equity not Allowable for Net Capital 

3 Total Ownership Equity Qualified for Net Capital 

4. Add: Subordinated Liabilities Approved for Net Capital 

5. other Allowable Cred~ or Deductions 

6. Total Capital and Approved Subordinations 

7. Non- Allowable Assets 

8. Secured Demand Note Deficiency 

9. other deductions and charges 

10. Total Non-Allowable Assets, other Deductions and Charges 

11. Tentative Net Capital (must equal or exceed $100,000,000) 

Cgmpytltipn pf Nat CFjtal Raqui[!DJinls and Excw Ntt Cella! 

12. Market Risk Exposure 

A. Total Value At Risk 

1. Fixed Income ( VAR ) 

2. Currency ( VAR) 

3. Commodities ( VAR) 

4 Equities ( VAR) 

1,973,000 13636 

0 (3637 

0 l3638 

15,716,000 (3639 

8,331,000 @401 

oi3500J 

oi361QJ 

12,183,000 136351 

Note: The sum of the value at risk components mav not eoual total value at risk. 

B. Multiplication factor 4136451 

C. Subtotal (If Line 12A is poMive, muHiply Line 12A by 12B) 

D. AHemative Method for Equ~ies under Appendix A of 
Rule 15c3-1 ( if applicable ) 

E. Non - Marketable Securities 

F.Res~uaiPoMions 

13. Subtotal Market Risk Exposure ( add lines 12C and 12D 

14. Cred~ Risk Exposure: 

A. Cred~ Risk Charge ( Counterparty ) 
B. Concentration Charge 

15. Subtotal Credit Risk Exposure (add Lines 14A and 14B) 

16. Net Capital (Line 111ess Lines 13 and 15) 

17. Minimum Cspital Requirement 

18. Excess Net Capital ( Line 16 less Line 17 ) 

Page7 

- Sl-

48,732,000 136551 

o!3665] 
o136751 
o!W6J 

4,660,000~ 
501,000 3650 

180,846,000 l"34iiifJ 

o!349iil 

180,846,000 135001 

250,000,000 [352iO 

of35251 

430,846,000 [3@1 

8,331,000 !36201 
422,515,000 [3640] 

s __ 48=,7..:32::.,ooo=_,.!3ilil...,36 ... 7'-'7 

5,161,000 [3i@l 

368,622,000 (375ii] 

20,000,000 (3758] 

348,622,000 [3770] 
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Lehman Brothers Inc. 

Statement of Assets Deemed Non-aUowable 

In Computing Net Capital Under Rule 15c3-1, Appendix F 

In thousands 
Description of Asset: 
Receivables from customers 
Affiliate receivable 
Other assets 

as of November 30,2007 

- S2-

Amount 

$2,469 
1,498 
4,364 

$8,331 
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Statement Pursuant to Paragraph (b) ( 4) of Rule 17a-12 

There are no material differences between the audited Computation of Net Capital under Rule 15c3-l, Appendix F 
included in this report and the corresponding schedules included in the Company's unaudited November 30, 2007 Part ll 
FOCUS filing. 

- S3-



FOIA CONFIDENTIAL TREATMENT REQUESTED BY LEHMAN BROTHERS HOLDINGS INC. LBEX-DOCID 4512677

Lehman Brothers OTC Derivatives Inc. 
Reconciliation of Assets, Liabilities and Stockholder's Equity to the Regulatory Report 

The financial statements have been prepared on the basis of generally accepted accounting principles and differ in 
certain respects from accounting practices prescribed by the Securities and Exchange Commission's general 

instructions to Form X-17 A-5. 

A reconciliation of amounts reported by the Company at November 30, 2007 on Form X-17A-5 to the financial 

statements is as follows: 

Unaudited 
In thousands Form Financial 
November 30, 2007 X-17A-5 Reclassifications Statements 
Assets 
Cash and cash equivalents $ 3,382 $ $ 3,382 
Financial instruments owned 1,637,160 3,284 1,640,444 
Securities purchased under agreements to resell 88,459 (6) 88,453 
Securities borrowed 169,335 169,335 

Receivables: 

Affiliated broker dealer 3,607,274 (1,786) 3,605,488 
Customer receivables 25,528 25,528 
Other receivables 124,170 6,803 130,973 

Investments in and receivables from affiliates 1,498 (1,498) 
Other assets 11,161 (6,797} 4,364 

$5,667,967 $ $5,667,967 

Liabilities and stockholder's equity 
Financial instruments sold but not yet purchased $4,140,276 $ $4,140,276 
Securities sold under agreements to repurchase 23,749 23,749 
Securities loaned 32,997 (4,721) 28,276 
Advances from Holdings and other affiliates 306,810 306,810 
Payables to customers 204,433 1 204,434 
Short-term borrowings 382,660 382,660 
Subordinated indebtedness 250,000 250,000 
Compensation payable 104,051 104,051 
Income taxes payable 41,526 41,526 
Accrued liabilities and other payables 835,666 (830,327) 5,339 
Stockholder's equi!}: 180,846 180,846 

$5,667,967 $ $5,667,967 
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