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+ Capital Markets Controlie
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- Corporate - Mons Adlar + Corporate Tax

- Acounting Services - John Tuosts

- Support & CorttrolRes] Estats Controlter - Robert Wharam
« [T Controker - Mike McBride Contacts
- CIO/Special Projacts - TBD

Jecqueline 8. Rencagliola | Profile
Giobal Investor Relxtions + Sheun Butler +1 212 529 0804 9 i

» investor Relations - Eltzabeth Basen ]rmm.m

- investor Relations - Mirey Nedler

Morigsge Capital CPO . Dan Colao-

- MCS Controlier - Lonrda Rothbort

« GFO US Residental - John Skoba

« CFO « SBF . Ronald Warwick

- CFO « Capital Crosaing - Hancy Coyle
« CFO - Campus Door - Andy Folmer

Global Director of Tax - John DeRosa
- Americas Tax - Anthony Taranio

+ Europae Tax - Antorry Rush

« Asta Tex - Maicalm Lawes

. Financial Controlier - BEdward Grieb
{ Finencial Management - Robert Azers
.« IMD Controlier » Stephanie Dolan
+ Comp/GTS/GPS Controlier ~ James Emmert
- Legal Entity Controlier — Matthew Laa
- Assiatant Controlier — Staphen Ross!
« Accounting Policy - Marte Stawarnt

Capital Mariats Controiter » Gay Ralily
- IBD Controliar - Gary Fox

= FID Controliar - TBD

- Equities Controiller - Jon Neave

« Organizational Shm& Projects - TBD
+ MCD Controlier - Lo Rothbort

« Capital Markata/MIS — Lan Scicutells

Globs! Treasurer - Paolo Tonued

« Financial Planning & Analysle - At Axelrod

« Gigbal Netwark Managemeni - Janet Birmney

« Latwnan Brothers Commercial Bank - Julle Bayle

« Gitbai Creditcr Relations- Jennter Fizglbbon

« Global Cash & Colateral Mansgement - Daniel Fleming
« Glabal Treasury Conlroiler - Kristing Smith

- Global Head of ALM ~ Nahill Younls

« Global Systens & Projects « Renaud Foumier
- Product Control Systams « Mark Les

- India Migration - Charles Sims

+ Lahman Indla - iain McCoo

Chisf Administrative Officar » Ertk Umisut alf
ﬁ/&/o’;

| sla CFQ = Enrico Corsalln veoa e
Asia Capital Marketa Controller - Erfk Addington o
- Asia Deputy CFO - Tomeya Kaioh V-

httip://my.lehman.com/LL/compositetemplateCode=MYC_AOJB 8/29/2007
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— LJ.M - ROtk ¢ Coaardy POV VTS, V. S ¥
Q1 - Daily B/S : (
1. Do you see the reconciliation of management’s daily balance sheet to the books )
and records (ultimately the public financial statements) as a primary control
within the organization?

2. Do you believe this break to be a true write off?

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 seec a $5B
change or it is the difference between the daily BS and the financial statements?

et

Q2 — Substantiation Process

4. Can you clarify the meaning of “not substantiated™.
5. Do you belicve that the firm’s assets are truly understated by those
balances/accounts that are labeled “not substantiated” or “exception™?

_Value o m’ WE:%L&.W Cardhor” § ;
@ - Value of Assets Ropo IDSI%IQ-MM%‘@M»W‘ﬂ‘Héﬁ

6. Are you aware of any specific product/trading books that are priced (4 qu@t 2 b
inappropriately ' " S d‘“‘]’ et

7. What do you believe management is lacking in valuing its assets? L?f BEP Gatnie b . g
8. Do you believe Lehman is different from others in the market? wbady
9. Do you believe this is because of the current market conditions or a longer U
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?

| FAT Mo don ap - pni oty [suandan wirbeb
Q4 - Infrastructure Investment - Vnﬁ“a)\“ ,

12. Is there a specific area or areas that you believe need more attention than others?
Wb+ s Mg Aolade @ Ludbacy s TIOHH - s cofF <~
Q5 — India Operations > 171/-0 w-} Cindia wows do -
b ol A WE Ploph VL N vt :
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?

Slnt 4 ke <bol£~‘~k.rw“j‘dtr4nq Wuas | Liknoai LAY
Q6 - Internal AU S Tan e SR TS |

16. Can you be more specific as tg what you believe is lacking in expertise from the
department. . "OF veny Chfce st | ok i g ANy et e = Ly
17. Do you believe Internal Audit can be objective in conducting a review of this re
| issue? Aod W D6 LA oA
- AN AP Y A '

- ok e { ¢ N EY-LE-LBHI-KEYPERS 5826869
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LEHMAN BROTHERS

DATE: Uctobuer 3, iy

Tee Members o the Andit Comaritiees of Lelinan Srothers Holdings e, ol

Lchaving Brothers e,

FIROM: NMadeline L. Shapira - Assistant Seerclary [{' i ,’{
PR

RE: OCTOBER 7, 208 MEETING OF THE AULDIT COMMTTEES OF
LEHMAN BROTHERS HOLDINGS INC. ("IHOLDINGS™ AND

LEUMAN BROTHERS INC. ("LBI™)

Pnclosed please find an Agenda Tor the October 7, 2008 meeting ol the Audil

Conmittees ol loldings and LBl and seccompanying malterials,

The weeting is scheduled W be held telephonically from 11:00 am. - 12:00 p.m. Lustern
Pime, Please note that Management will sneet in Conlerenee Room 1) localed in the

g lesst voraer un the 45th Floor, 1271 Avenue of the Americas.

e vall i anmber is Domestic 866-339-0643, tnternativnnl 33432314511 ~ 1D # s
S3TT2HU3 7, Please imake certidn to dind the « hefore and after the TD number,

I nsteibutinn:
wir, Michael L. Ainshic
M Roger S, Berlind
Mr. Thaosnas 1, Cruikshustk
Sir Christopher Gestt

Copy to:
M Dasvid Coles A lviires & Marsal)
M Williom Fox tAlvarez & Marsal)
Mr Richard 8. Fuld, .
Mr Muartin Kelly
Mr Asdrew Bevander (Dechert LY
e evan Marsal A vz & Marsil)
M Rod Miller 1W Uil Gutshad & Mesges Ly
My Thontas AL Risse
A Aettiey A, Welikean
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AGENDA

LEHMAN BROTHERS HOLDINGS INC.
LEHMAN BROTHERS INC.

AUDITCOMMITTEE MEETING
October 7, 2008

1271 Avenue of the Americas - 45 Floor —-Room 45D
11:00 2.m, - 12:00 noon

AUENDA .
ey DESCRIPTION RESPONSIBILITY TaB ¥
i Approval ol Minutes of the July 22, 2008 Meeting Audit Committee A
2, Discussion regarding SEC Reporting Weil Gotshal
), Status of Frnst & Young David Coles
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HOLDINGS
10/07/2008 AUDIT COMMITTEE MEETING

TAB A
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Hohitingy
Audit Camnitiey
708

RESOLVED that the NMinates vl the meeting of the Audit Conemitee hebld on
fals 220 0 are bereby approved in the Jonn sobiitted b this mecting, ond g o vopy
vl sl Aimtes e placed in the appropriaie Misute Baok o the Corpurativan.
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LEEHMAN BROTIERS NOLBINGS INC,
NMinutes ol the Audit Conunitiey
July 22, 2uog

A mecting s e Andit Camminies of Lehian Brothers Flobdings tae, tthe “Corporation™,
“Huddings™ e, callectively with ins subsidiaries, the “Firmn™) wis held jainly with o neeting wi’
the vudit Coanmittoe ol Ledmum Beathers Ing, (5L in the Execmive Conlvrence Roanm, 3181
Flaag, 18 Seventh Svenaes New Yark, New Yok oo July 22, 2008, a0 FEOH oo, pursin o

wrilion notive.

PRESENT - COMMUTTER MEMBERS

Nlussrs, Shchoe! 1 Ainsbie

Roper 8. Berdnd

Thamuas B, Crukshank (Chytram)
Sir Chinswpher Gient

ALSO PRENENT BY INVITATION

Sossrs, Juhin Akers
Clement Bermord
Neenij Chopra
Martin Kelly
find Laowwitl
Gerard Rellly
Als, Buth Rudutker
Messrs, Thunmas A. Russo
William Schiich (Frnst & Youny)
Jetlrey AL Welikson

APPROVAL OF AHNUTES

Flie Lirst vder of business was the spprosal of the Mindes of the mecting beld on duly 8,

2008 Upmorsnonon duds o and sovanded, it was ymaninnisly

RESCLYED, that adie Minutes ol the meeting ol the Andat Comailiey
Debd v duly 8, 2008 are herehy approved it the Jonn subnitted at s mecting,
annd st o cupy o such Mimees be placed in the appropriste Minute Bunk ol the

Carparitisgt,
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VALEATION REVEFAY

Mo ey inrduead the Vaduation Beview, stiting that £ swonbd consist ol an overview {
ol the Meadiet Controd Tunetion, mchsding valuation comtral; o veview vl the kev lanctions
pertirmed by the Valuation ad Controd gronp sithin Product Contral, inchinding price tvsting
s the determinatian of Bne value level hierarchys a review ol mark tomaek adiustoents during
the second Tiscad garter and the nyarkel events ar trsagtiing which drove thase adjpushmeints;
aned e review nf e resalts ol th vibustion testing (o residentiad and commercial muortgiges and
b eriged s at the end nd the secund Fiscad guarter.

Mo Redily then presented an averview af the Prduet Cantrold Innetivn, deseribing ifs
respunsibititics for business anadysis, business control, valuation contml, and reveinie transaction
cintrod, The Committee direvied guestions o management regarding the Pradoct Control
function, including its responsibifities, structure, reporting lines and independence tram businesy

LIS,

Mr. Chapra then deseribed the Valuation and Contral gronp. e deseribed the graup as
consisting ol techiicat sut who are very Bimiliar with the pruduers they eover and who are
resprnsible fae cerilving prives for assets and diabidities. bath on and of1 balunee sheet. My,
Cliopra sited that prices are veritied ihrough dula providers, vinsensus pricing services,
extrapudatint from simibar instruments, and recent trading activity, He also noted thist signilicant
varianees are then excalited o senior wanagement lor arther cunsideration. Mr. Chopra
deseribed the model control process and she revicw of complex derivatives trunsactions, The
Committee divected uestivns o managemem regarding the use of ¢onsensus pricing services
and the rule of Entst & Young in auditing the valuations. {

Mr. Chupra tiwen discussed the responsibilitics of the Valuation and Control group lor
assigning Lair value hicrarchy levels o the assets and liabilitics and for completing the related
disclusure requiirements. Mr. Chopra provided a description of how the fair value hicrarchy leved
tur o particudur asset is determined and outlined the relevant guidelines. The Committee direeted
questiuns o osuigement about the Tair vadoe hicrarchy, including the Jetermination ot the
appropriute level Tur assets sand the movement ol ussets between levels,

Mr, Reilly continned the presentation by discussing write downs and inurket cuents
redated to rexidential murtgages. He noted that gross write dawns lor residential murigages in the
second yuarter were 52,4 hillion campared o 33 biltion in the liest guarter. e deseribed the
Pehon delaull, a Jarge won perhiaming foan sube by the Fino, the Joss reliated 1o swapping
stbpritie secnnbies el ol 0 Finsapoasored investnent fund, and fosses fonn pone credin
perbmaiey s spread widening in the quarters Nec Reilly and M Cliepesien presained an
anntitsis o e Babnee sheet pesition b e cad ol the second Gseal duanier. i tiens Which
vevired during ihe gquarter, and the results of e price testing by Product Congtrol, 1or e Finn's
s md orepean residential mortgages,  The Comnittee directed questiong b putiageihent
regarding the Firnd's sabwation ol residendat mortgages and pricing desclopiuents in ihe third

Viscatd guarter b,
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M Reilby then disenssed the write downs and onacket events i lave taken plice with
respect o deverged laang, He noted that the Fiem wok gross srite dawis of $3U0 millin on
levernged Toans during the secand guarter campared ta 3700 million in tie Grst quanier. N,
Beilly deseribvd the Fiem's bulk sale af Home Depot Supply and Iosses based on price
wanspareney fomm the syadication process on several ather issues, Ve alsa provided a roll
forard analvsis ol the Finm's leveraged aeguisition linoancing Tar the Best twa lseal guanters aff
NI

Mo Chopra then detailed price verificuion methods Tor acquisition facilities ad
deseribed hove the Fivm anilizes Pour hasic price verification metinds: 11 estwernal quotes; 123
trading acvivits: F3 CDS matnin: and (41 CR matrix, P provided detaily on the atoresientivned
maliods and wther price verilivation ethods, including the price Hiex methad applicd 1o
Archstone. Mre Chapra thwen presented the tesulls of the vidaation wsting B seguisition Juan
Cacilities at e ond al the second ynarter, Phe Commitee directed guestians o smanagement
rearding the resnlts ul’ the valuation wsting lur the seeond guarter,

Mr. Reilly contimied the presentation by diseussing the write duwas and market evems
during the seeund guarter with respect 10 commercial real estate, [le noted that 1he Firm ok
grss write downs of $900 million in (ke second guarter compared w0 $1.4 billion in the first
quarter.  He noted thut Noating rate canunercial assets continued w© weaken with spread
widening heading o o loss ol 3400 million in the quarter. Mr. Reilly stated that the Firm ook
wrie downs of $300 miltion an Archstone and the SunCal portfolio. The Archstane write down
wats largely onthe bridge equity, which has not been syndicuted. The SunCul porttolio cunsisis
ul’ 24 residemial land Jevelopment projects. primarily loeated in Southern Californiu, and he
write down wiy due o the weakness in the residential market in that urea,  The Commitlee
Jdireeted yuestions 10 management regarding a recent press article on the Firm's investment in
Sundal

M, Chuapra then detailed price verification methodology with respect o commercial real
eslute. nating that price verilicotion is perfonned on a4 montbly basis and that, gencrafly, third
party priciog inputs are nsed where available, e stated that the Firm's principal book is price
veritied wsing o NPV approach with s signiliciu emphasis on the credit qualities of cach
calbmeral. Mr. Chapra detuiled how the Finm's wmodels use:

e Prapeny levet inlumaating prosided by thind pany servivers ( Frinnat and
PCCP)

o Discount rates thn are derived fram third party publicauons ¢Instititivna)
Imestars” Real Estate Finanee & Invesiments)

o Produet Contral, whivh reviews IR medels developed for cach pasition
for reasaaahleness

Mro Chopra noted that bridyge ety i generiddy marked Lo rget insestor yiehlds for b
specthic apcestatent and  dune Prodnet Conral vevieves the reasonableness of the salaation
asstunptiens, M Choprac adsos deailed Do the commercial real estate book s price veribivd
sia gl pwsdels hoed on spreads ohiained Gome thind paess publicoanons, gising spegial
ctiphisis o event sales, sirehes and bids v nates v siibar atpbites, e abse descarhad how
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Prodnet Contrd disensses with husiness senior nenggement pricing variotees that exceed the
Fin's established thresholds,  Mro Chapra then presented s analysis al the balimee sheet
puositivg at the cad al the second uarter and sales shich aceurred during the guanter, Tor the
Fien's 1LNL Parepein ad Asian cammerciad real ostate positions. Fhe Comnuiwee direeted,
qreestivats e nggagement regarding this salysis, tird quasner Jevelopments, and conditians in
the Faripean wond Asian commiercisd read esiate inirkets,

Messes. Permard wnd Chapraowery exeused ant the meeting,

EUROPEAN FQUITY VOLATILITY REVIEW

My Rudatker reported on thie results o Ow insestigation and control review relited (o the
vitheition discrepaney in the Burapean Bguities Volatility business identilied during the lirst
guarter, As Puckground, <he mated (hat the control inlrastructure Tor the Eguity Yoladility
business wies assessed as o Sarbanes-Oxley significant Jeficiency in 2006 and 2007, She noted
thit while progress was made in 2007, improvements were still reguired in 2008 0 avoid a
avtterial wenkoess assessmenl. My, Rudolker described (e Fiem's respianse (0 the valuation
diserepamey an e Eurapean Lquities Valatility business identilied during the first lisca! Guarter
nl 2008, Shy reported that the Finm immediately suspended the senior seder and his supervisor,
tocused s determining the carreet pricing wmcthodology and vaduation, informed Lirnst & Young
andd the Firm's eegulitors ol the incident, and conmenced an independent internid review. Ms.
Rudatker reported that Carperate Audit has campleted this review, reviewed the findings with
imanksgenientand agreed to a set of cantral improvements that must be muade during 2008 in order
o usaid a material weukness under Surbanes-Oxley, sitisfy repulatory expediations, and wssist in
desding with regulatory inquiries. Ms, Rudotker then reported thirt these control impravements,
tgether with individual responsibility, completion dites und standards have been committed o
by management of the Front Oflice, Finonee, Risk Management and Operations (Middie Oilice).
She sieted that the Nindings and action plany have also been reviewed with Crnst & Youny and all
apen audit lindings and action plans are nart of the business inlraswructure improvement project.
The Conunilice directed questions 1o management regarding the cansequenees to the vinployees
direetly invnlved inthe issue, their reporting line, imd other maters,

EMPLOVEE LETTER REVIEW

Ms. Rudulker summarized the review conducted in responseto @ letler that wis regeived
by senior Finanee and Risk Management persannel of the Firm [rom an eiployee in the Finange
deparesment responsible for Global Balanee Sheet and Legul Hntity Accounting, The employee’s
fetter mndicated that e baed converns related e halaaee sheet and legal estity conttrols tor which
le wirs respogsible, M Rudotker noted that this letter s sent only o few Juss prioe 1o the
Firs's Moy veduction-i=faree il at b tme e fetter was sent, i decision ftad alecads been
iinde vy elimsitie this comployee™s pasitinn as purt oC the reduction-gg-toree qatd restraciuee his
role o address cnlumeenems that had been ddentitied,  Ms. Rudotker swted i she ad the
Fres Genaral Cowtsel and Erst & Young had met with the emplosee mumerons lines 1o
disguss the poins the employee rased. inchding meetings betaeen Erast & Young and the
cluphs e at which sanagenent was not present. She reported thin Corporate Nindit las largely
complvted, e patoership with Financial Uostrol and Ernst & Young. s evaliadion ol 1he
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ventearns vised by the conployees My Rindelker stted that no siaterial issies hiave been
dentilivd dharing the review and she smamarized certain of the Findings and recommendatiung
and distributed o detailed repurt. She nated that the controls Tor which this cmployee was
esprnsthbe v fypertant secondary contrats, bul are nnt relied upan us part nf Sarbanes-Uxley
andit testing diee o previnosly identilied gaps. Mr. Cruikshank emphasized the importinee nf
tharmnghls mvestipiting every coneem raised by the employee, '

PRIN ATE SENSTON

M Connnittee met prividely waith Emst & Young, The Conmittee then mwt privately
with My, Bmdntker.

Miere hetng o tirther hasiness, upun motien duly made and seconded, the megting wos
ddtourned,

Respecttully subivitted,

Seflrey AL Welikson
Seeretary
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LENMAN BROTIEERS INC,
Nimates ol the Adit Comnptte
Jaly 22, 200K

Avuweeting of the Nidit Comimittee af Lelsan Bratiers Toe LB or the Carparation™)
was lweld pintdy sith aomectng of the Audit Connpitee ol Lelanan Brothers Toldings T,
trHokdings™ o collevtivelv wirh its subsidiaries, the “Fiem ™) in e Fxeentive Conforence Roan,
st Flosrs 7345 Seventh Aveme. New York, New Yorko on Jule 220 2008, @ 1100 aa.,
parsnand to writen tintice,

PRESENT - COMMITTEE MEMBERS

Messrs, Vhams 1), Cruikshank (Chainnan)

ALSO PRESENT BY INVITATION

Messrs. Michae! 1. Ainsliv
Juhn Akers
Loger S, Berlind
Clement Bernard
Neeraj Chopra
Nir Christopher Gent
NAeasrs, Martin Kelly
i Loaan
Civrard Reilly
A, Heth Rudotker
Nessrs, I'hmis AL Russo
Witliam Schlich (Emst & Young)
tetfTrey AL Welikson

MPROVAL OF MINUTES

Phe irst order ot business way the approval o the Minutes of the miecting held on July 8.
200K, Upon axnion duly made and secanded, iCwas snanimously

RESOLNVED. that the Minmes of the meeting ol the Andit Cranniiee
Beld va by 80 200K are herehy approved inthe Gomm sabimited at s wmccting,
aned it @ enpy alaneh Minates be placed in the approprizie Minate Book i ihe
Curpaaration,
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VALEGATION REVIEW

Mr, Reitly introdueed the Valwtion Retview, stating that it aosuld consist af an overview
ot the Praduet Cantrol fonetion, inelading yvaduation: controlz o review ol the hey Tanctions
performed iy the Valuation and Contend graup aithin Produet Control, inelading price westing
and the determinativon o Bair value level hierarehy oo review of aark e ek asljustments during
e secennd Bscal quaner smd the market evems ar irmsictions: whieh drove those adjustments:
sl i revive ol the resubis o the valmation testing For sesidential and commereil martgiges sud
Teseraged loans anthe el ol the second Baeal quarter. :

Mro Reilly then presented an overview of the Produet Contred Tunction. Jesceribing its
responsihilities fur bosiness analysis, business cantrol, valoabion contral. and revenue tminsaction
cottrol, The Comimittee direeted guestions o management regarding the Produet Contral
function, including ils responsibilities, structure, reporting lines and independence lram business
units,

M. Chopra shen deseribed the Valumtion and Conteod graep. e described the group as
consisting of wwehnieal stV who are very familiar with the produets they cover and who are
responsible fop verilving prices for assets and diabilities, bath on und ofY balunce sheet. Mr,
Chopre stied that prives ave veritied through datd providers, consensus pricing services.
ey trapeution from sioilar insinments, and recent trading activity, 1le also noted that signiticant
vapanees are then escalated 10 senior management tor funber consideratiug, Mr, Chopra
deseribed the model contred process wnd the review of complex derivatives transactions. The
Committee directed questions o managanent regarding the use ol consensus pricing services
and the role al Firnst & Yvung o auditing the vaiuations,

Mr. Chopra then discussed the respansibifivies ol the Vuluation and Contrel grup tor
assigning Fair valie hierarchy levels 1o the wssets and liabilities and for compleiing the relaled
disclosure reguirements. Mr, Chopra pravided a deseription of how the Bir value hicrarehy level
Tor a particular asset is determined and vntlined the relevam guidelines. The Committee directed
guestivns o mamkigement about the fair value hicrarchy, including the determininion ol the
appropriate kevel far assels and the movement ol assets between levels,

Mr, Reilly ceontinned the presentation by discussing write downs and market events,
reliled to residential mortgiges, e noted that gmss write downs for residential murigages in the
second Juarter were 324 hillion compared to 33 billion in the Brst guaner, 1le deseribed the
Pelpton delinhy, o kirge nun perlosming lean sale by the Firm, the loss related e swapping
subprine seenritivs out of g Firmesponsored nvestiment fund. snd dosses nan poor gredit
perbimmanee and spread wideniog in the quarter, Mre Reills and Me Choprac then presented an
analusis o the Ralanee sheet position it the end ol the secod tiscal guarier, imsactions which
wevtrred during the guarer, and the resulis o the prive testing by Product Comtral, Tor e Finn's
LS amd Furopean residential wortgages. The Conmittee directed giestions we nuamageimnen
rewarding the Firm's cahwtion of residentizad muortgages and pricimg dey clopments inc e tird
sl quuarter tedine,
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Mr Ruslly then diseussed the write dosns and market esents that his e tahen place with
respect e lvveraged Toans. He inted that the Fim ok greess write dusis b S50 milhaig on
foveneed fuans during the second guavter anupared 10 STH million i the fiest guarter. Mr,
Reitly deseribed the Fin's budk sule of Phane Deput Supply and osses hased an price
trimspareney T the syndicatinn pracess an several seher issues, Tl alsie prsaded o il
Barwand amabysis oF the Firnm's leveruged acguisitbm financing Bir the Birst tao syl quiarters of
MILLS

Meo Chopra aben adetaifed price serification methuds e acguisition Lacilities and
describal baw the Finm unbizes funr basic price verificaim nwethods: (1) eaternal quustes: 12)
Prading activitys 3 CDN marix and (43 CR matrixe Fle provided details on the afurcmentivned
wetds and other price serification methids, including the price Tex method applicd '™
Archstnte. Mr Chapra then presented the resibts ol the valuatio testing far aequisition laan
Pagilities at the end ot the secand goarter. The Comminee directed guestions (o management
recarding the results viihe valuation testing furbe second quarter.

A Reilly continued tiw presentition by diseussing the write duwns and market events
charing the scennd wikerter with respect 1o cammereinl real estate, Ve noted that the Firm ook
gross write domns o 3900 millian in the second gaarter compared t $1.4 hillion in the liest
guarter. e noted that Moating rate commercial asses continued 10 weaken with spread
widening leading o biss of $400 mitlion in the quarter. Mo Reitly stiaed that the Firm ok
write dovns of 35U million pn Archstone and the SunCal porttulio, The Archstone write down
aas largely on the bridge equity, which has nat been syndicated.  The SunCal portiblio cansisis
wi® 24 residential tand Jeselopnient projects. primarily focuted in Sonthern California, and the
write duown was due 1o the weakness in the residential market in that area. the Committee
dirceted yuesiions Wy management regarding o recent press article un the Finm's investment in
SunC'al,

Mr. Chupra then detailed price verification methadology with respect to camumercial read
estate, mting that prive verification i perlivmed on o monthly basis and that, generatly, third
party pricing inputs are used where avaitable, e stated that the Fism's principal book is price
verilied using o NPV approach with o significant emphasis oo the eredit goalities ol cach
enllateral. Mr. Chapra detailed how the Firmy's inodels use:

o Properts fevel information priided by third party seevicers vErimnom and
PULCP)

e Phscannt res i are dericed T ihird parts pablications finstiiogionad
Bvestors” Real Fane Eimmee & I estinentsy

o Pradact Controb, which reviens IR modeds deseloped fur cach prsition
tor reasiinableness

Mr Chopra mned that bridge cgnity is generably marked o wrget invesiar viclds lor ihe
specific imvestiient and it Product Contral reviews the seasonableness nf abe vatomion
assuniptions, Me Chaopra s detailed Boos abe commiercial real ostine boek is price veritid
wsing oernad nudels based wnspreads obtained T thind pany publicatmns, goomg special
crphass o reeent sabess cirches ad Bids omtes ot sl anrdioes e abso desenbod hoa

fmd
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MATTHEW LEE

May 16, 2008

PERSONAL AND CONFIDENTIAL
2Y HAND

Mr, Martin Kelly, Controfter

Mr. Gerard Reilly, Head of Capital Markets Product Control
Ms. Exin Callan, Chief Financial Officer

M. Christopher O'Meara, Chicf Risk QOfficer

Lchman Brothers Holdings, Inc, and subsidiaries

745 7* Avenue

New York, N.Y. 10019

Gentlemen and Madam:

1 have been employed by Lehman Brothers Holdings, Inc. and subsidiaties (the
“Figm™) since May 1994, currently in the position of Sentar Vice President in charge of the
Firm's consolidated agd unconsolidated balance sheets of over one thousand legal entitics
woddwide. During my teoure with the Pirm I have been a loyal and dedicated employee
and always have scred in the Firm's best interests.

! have become aware of certuin conduct and pmctices, however, that 1 feel
compelled to brng to your attention, as required by the Firm’s Code of Ethics, as Amended
February 17, 2004 (the “Code”) and which requires me, as a Firm employee, to bring to the
sttention of management conduct and actions on the part of the Firm that I consider to
possibly constitute unethical or unlawful conduct. 1 therefore bring the following to your
attention, as required by the Code, “to help muinmin a culture of honesty and
accountability”, (Code, first paragraph).

The second to last section of the Code is captioned “FULL, FAIR, ACCURATE,
TIMELY AND UNDERSTANDABLE DISCLOSURE"”. That secton nrovides, in
relevant part, as follows:

“It is crucial that all books of account, financial statements
and records of the Firm rcflect the undedying transactons
and any disposition of assets in a full, fair, accurate and tGmely
msanner. All employees...must endesvor to ensure that
information in documents that Lehman Brothers files with ot
submits to the SEC, or otbzrwise disclosed to the public, is
preseated in a full, fair, accurate, timely and understandable
manoer.  Additonally, each individual involved in the
prepamation of the Firm’s financial statements must prepare
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those statements in accordance with Generally Accepted
Accounting Principles, consistently applied, and any other
applicable accounting standards and rules so that the financial
statements present fairdy, in all material respects, the financial
position, results of operations and cash flows of the Firm.

Furthermore, it is ritically important that financial statements
and related disclosures be frae of material errors. Employees
and directors are prohibited from knowingly msking or
causing others 10 make a matenially misleading, incomplete or
false statement to an accountant or an attomey in connection
with an audit or any fibog with any povernmental or
reguistory entity. In that connection, no individual, or any

person acting under his or her direction, shall directly or
mdnecdymhanyacuontncoerce,mmpulne,m:shdoz
fravdulently infloence any of the Finm's internal auditors or
independent auditors if he or she knows (or should know)
that his or her actions, if successful, could result in rendering
the Fiom’s financial statements materiully misleading™

Inthecouxseofpu{onnh:gmydmiesfmthcﬁun,lhxvemsontobdicvethat
certain conduct on the part of senior management of the Fitm may be in vioktdon of the
Code. The following is a summary of the conduct I believe may violate the Code and which
1 feel compelied, by the terms of the Code, to bring to your attention.

1. Senior Firm management manages its balance sheet asscts on a daily basis. On
the last day of each month, the books and ontain approximately five

(5) billion dollars of et assets in excess of what is managed oa the last day of the month. 1

¢ this pattern indicates that the Firm®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 governmentsl sgencics in a “full, fir sccurate and tmaely manner”. In my opinion,
respectfully submitted, I believe the result is that at the end of each moath, there could be
approximately five (5) billion dollats of sssets subject to a potential write-off. I believe it will
take a significant investment of personnel and better control systems to adequately identify
and quantify these discrepancies but, at the minimum, I believe the manner in which the

Firm is. reporting these assets is potentially misleading to the public and varous
governmental agencies. If so, I belicve the Firm may be in violation of the Code.

2. The Firm has an establighed practice of substantiating each balance sheet account
for each of its worddwide legal entitics on a quarterly basis While substntistion is
somewhat subjective, it appeats to me that :heCodcnsweIlqumﬂyAmepwd
Accounting Principles require the Fizm to_support the net dollar amount in an account

balance in a2 meaningful way supporting the Finn's stated policy of ““full, fair, accurate and

timely manner” valmation. The Fitm has tens of billions of dollars of unsubstntiated
balances, which may mmnotmm‘f;ny
cvent, the Fitm's senior management may not be ifl 8 posinod to know whether all of these
accounts are, in fact, descdbed in & “full, fair, accurate and timely” moanner, as required by
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the Code. 1 believe the Fitm needs to make an additional investment in personnel and
systems to adequately address this fundamental faw.

3. The Fimm has tens of billions of dollar of inventory that i@b@gnnm buy or

sell in any recogized market, at the currently recorded curens marker values, particulady

en deating m asscts of this nature in the volume and size as the positions the Firm holds.
1 do not belicve the manner m which the Firm values that inventory is fully realistic or
reasonsble, 2nd ignores the concentration in these assets and their volume size given the
current state of the market's overall liquidity.

4. I do not belicve the Fiom has invested sufficiently in the required and reasonably
necessary fipancial systems and personnel to cope with this increased balance sheet,
specifically in light of the increased number of accounts, dollar equivalent balances and
global entities, which have been created by or absorbed within the Fitm 35 2 result of the
Firm’s mapid growth since the Firm became a publicly taded company in 1994,

5. DBased npon my experience and the years I have worked for the Firm, I do not
believe there is sufficient knowledgeable munsgement in place in the Mumbui, India Finsnge
functions and depattment. There is a very real possibility of a potendal misstaterment of
matenal facts beng efficiently distributed by that office.

6. Figally, bnsed upon my personal observations over the pust years, certain seniox
level internal audit personnel do not have the professional expestise to propedy excrcise the
audit functions they are entrusted to manage, all of which have become mncressingly complex
a3 the Firth has unterpune raptd growih in the intrmational marketplace.

1 provide these cbeetvations to you with the knowlodge that all of va at the Firm sre
entrusted to ohserve and respect the Code. 1 would be happy to discuss any details
regarding the foregoing with senior management but I felt compelled, both morally and
legally, to bring these issues to your attention. These are, indeed, turbulent times in the
economic wotld aod demand, more than ¢ver, our adherence and respect of the Code so
that the Firm may continue to enjoy the investing public’s trust and confidence in us.

Very truly yours,

Yoo
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LEHMAN BROTHERS INC.
Minutes of the Audit Committee
Junc 13,2008

A telephonic mecting of the Audit Committee of Lehman Brothers Inc. (“LBI” or the
“Corporation™) was held jointly with a meeting of the Audit Committce of Lehman Brothers
IHoldings Inc. (“lloldings”™ or, collectively with its subsidiarics, the “Firm™) in the Board Room,
31st Floor, 745 Seventh Avenue, New York, New York, on June 13, 2008, at 11:00 a.m. ~ 12:00
.M., pursuant to written notice,

PRESENT - COMMITTEE MEMBERS

Mr. ‘Thomas H. Cruikshank (Chairman)

ALSO PRESENT BY INVITATION

Messrs. Michael [.. Ainslic e
77 Roger S, Berlind
Sir Christopher Gent
Messrs. Martin Kelly
tan Lowitt
Ms. Beth Rudotker
Messrs. William Schlich (Ernst & Young)

Arthur F. Tully (Emst & Young)
Jetflrey A. Welikson

REVIEW OF EARNINGS PRESS RELEASE FOR THE THREE AND SIX MONTHS
ENDED MAY 31, 2008

The Iirst order of business was the review of the Firm’s earninps press release {or the
three and six months ended May 31, 2008, A draft ol the press relcase and a potential appendix
had been distributed to the Committee members prior to the meeting for their review. Mr, Kelly
discussed the eontents of the press refease noting that the income statement information was
consistent with the Firm's pre-announcement. He also pointed out that the balance sheet
information and the information included in the potential appendix were largely new. Mr. Kelly
highlighted that asset reductions (both gross and net) were larger than anticipated in the pre-
announcement and that there was no information in the Firm’s upcoming release that was
dircctionally adverse to the information previously disclosed in the pre-announcement. Mr.
Lowitt described the plans for the carning conference call, which would include himself, Richard
3. Fuld. Jr. and Herbert H. McDade 11, and would cover an even greater level of detail than in
past carnings calls.

The Committee directed questions o management regarding marks on residential
mortgage-related assets, including the column “Comparison to others™ on page 5 of the potential
appendix, a CNBC allcgation about a principal investment being mis-marked, the Firm's June

EY-LE-LBHI-KEYPERS 5826888
CONFIDENTIAL



performanee, credit ratings, and counterparty rcactions. The Committee also asked that the first
sentence ot the press release be revised to avoid o tone of blaming the loss solety on market
conditions. The Committce also asked to receive Mr. Fuld’s quote and discussed the potential
tone of such quote and ol the garnings conlerence call, -

The Chairman asked Ms. Rudotker to brief the Committee on a letter to senior
management sent by an employee in Financial Control who raised frustrations and questions
about the Firm’s resource levels and accounting controls. Ms. Rudofker reported that she, the
ffirm’s General Counsef and Ernst & Young have met with the employce various times to discuss
the details of his concerns, and the empioyee has had the opportunity to meet separately with
limst & Young. She stated that Corporate Audit is conducting a detailed review of the
employee’s concerns in partnership with Financial Control and Ernst & Young, No material
issucs have been identified so Tar or are expected. Ms, Rudofker noted that the employce sent
the tetter just a few days prior to the Firm’s May reduction-in-force. At the time the letter was
senl, o deeision had already been made to climinate the employcee’s position ay part of the
reduction-in-foree.

There being no further business, upon motion duly made and seconded, the meeting was
adjourncd.

Respecttully submitted,

Jeffrey A. Welikson
Secretary
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