
/ 

.=ir~anc;; Organiz3tion Charts 

Below Is !he bailie: strudure ol the Oll'lce ol the Chief Financial Olllcar. To view lha 
coneapondlng o~aniZatlonal etlan, dldtl on ~he related lln~t~. 

Chl.t Flnanc:lal otncer - Christopher O'IMITI 

Globallnfnaalructure Controller· John ~mbroe• 
• Corporate • Mon& Adler 
• Acoountlno SeMeN. John Tuoato 
• Support & Control/Real Estate Controller· Robert Wharam 
• IT Co ntrollel' • Mike McBride 
• CIO/Speclal Projacu • Tim 

Global lnv"tor IWiatiOM • Sheun Butler 
• Investor Rallrtlona • Elllabelh e-n 
• Investor RelliltiOne • Mini)' Ne41er 

Monq.ge Cap~ CPO • Dan COl-o· 
• MCO Controller • Lonnie Rolhbort 
• CFO US Residential • John Skobll 
• CFO • SBF • Ronald WI/Wick 
• CFO • CepitaJ O'oAing • Nanty Coyle 
• CFO • Campus Door • ANt'j Folmer 

Global Ol~or of To. John OeRota 
• America• Tax· Mlhony Taranto 
• Euro~ TIll • Antony Rut/1 
·Alia Tex • Melcolm Lawn 

j:Jnanel .. Controller- l!dward Grieb 
( . Flr\lilnclal Managemel't - Robert Azerw 
, · • IMO COntrollltr • Stephanie Dolan 

• Comi'IGTSIGPS Controller-~ Em~ 
• l.egal EnUty COnii'OIIet-~ 1..H 
• Aat&ttil'll Control\et - Stephe<'l RoAI 
• Ao::oun~ng Polk:y -Marte S~ 

Capital MarUts Controll..-- GefT)' Reilly 
• lBO Cornroller • Gery Fo• 
• FlO Contt'OIIer • T80 
• Equ!Uu Controller- Jon Neeve 
• OroaniUidonlill Strllti!Qy & Pfojec;tl • TSO 
• MCO Controller • Lonnie Rolhbori 
• Capital Market.IIMIS - l.en SoiC!Jtella 

Glob_. TrMturer- Paolo Tonu!O\d 
• Financial Planning & .Amlysle • M Axei!Od 
• Globel Network Management • Jane1 Blm.y 
• L.lltlman Brolhe~ Commordsl S.nk • Julie Soyle 
• GlObal Creditor Relatlont- Jennff« Fl1%glbbon 
• Global Caah & Collateral Management - Oanl-" Fleming 
• Global Treasury Controller· Krb~ne Smlltl 
- Global Head of AL.M - NahiM Younla 

Chlaf Admlnlatr-.tlvt Offl~r • Erik Umlauf 
• Global Sy,tems & ProjeCts • RenaUd Foumier 
• PI'IXIud Con1rol Systems • Mark Lee 
• India Mlg111tlon • Char1es Sima 
• Lohman India· lain McCoo 

'It CFO- Enrtco Cor&allnl 
A&ia Capital Mar'<ela Controller - Er1k Addington 

• Asl8 Depuly CFO - Tomoya Kaloh 

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

Related Links 
• CFO High l...eYel 
• F\nancill Canttohr 
• lntemaOoMI CFO • E.l.l"ope 
• lntemational CFO • Alia 
• Gloll8! Trauy 
• CaPital M8riletl Controll« 
• Globel lnfnlltn.ldl.n Fklai'IDI 
•COiponltttT.x 

Contacts 

',. 

'• .. 

812912007 
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Finance Division 
Financial Controller- Legal Entity Control 

He••lillu lr•w• 
AuiltVic:cPm 
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I--

Aa~t~dated May-~ ;0;7] ~ 

I ~iMAN BROTHERS 
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c •• ..,,...w 

Lq•lllollly 

llllko "'····· Vic:e Preaidmt 

J•~• MortlooW 
Auiu Vic:ePra 

Se•• aeello 
Roulin& Anolyol 

w .. •T•• ...... ,v.,.r,... 

Moric Mikulioo 
A11111l VEe Prn 

S.ckb A•••ri 
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ktiadll Nollla 
AQiyat 

TIID 
An ill Vice Pra 
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I 

L-
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So•o•tko Lo• 
Vic:ePraolcnl 

GroaMeDeookl 
Auiol Vic:cPra 

A•7 Fl•& 
AIIOC~Le 

I Ado• Lo~inaky I 
AIIOC::I&IC 

Allo11Zoehr 
Au•t Vice Pres 

Tro<7 Tno~o 
AIIOCiata 

[ 

Moll~o..-I.Ao 

ScnioJ Vice Preoidml 
c-••i••li...A.q•l Edf' .t 

Dolly••'••c.S-

U•e lrluaw 
Admiru•lrolivc Aaaoolonl 

KoaeHouuloaJ 
Vic:e Paaidcnt 

TID 
Au is l Vice Pses 
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Doo•il Cloco• 
Vic:e P•esident 

Jodi Ll 
Auilt Vice Pres 

LlaoCutolclo 
AssoeiaiC 
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Vice Prn:ideol 

D•lll••'••.,.s-

Moltlocwa PloiUpo 
Vic:e Pmident 

No•er Holo 
V ic:c Preaidml .. , .. .,.~ 

A«NoiA•oll}ooir 

l Allklluok JooiiHPo~lry 
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,. ••• c~ .. , 
Cloriotitoo c~ ••• I AIIOCiatc 

Rotauol\11 Anolyu 

A71 .. Abudoo• 
Aaoilt Vice P•a 
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SdLoll1• 
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TIID 
Auoeiate 

Rlc~o ll~ooul 
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\ . 

I. 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! 
3. Can you clarify what you mean by the difference between what the daily amounts 

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

Q2 - Substantiation Process 

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

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

. I' l ., 

. I 

( 
} 

Q3 Val fA .~ ... ~JI~~u\.-~ ~ ~_f 
- ueo ssets ~d)/~la\'·~~..,.~-$(16-~~1 ~'-P 
6. ~ you a~ of any specific product/trading books that are priced ;:: &" uv~ '! ~ 

mappropnately · un ) ~ ~ 
7. What do you believe management is lacking in valuing its assets? ~ f!1;f ~ k..U- ~ 1 
8. Do you believe LehmaD is different from others in tbe market? '="f ~ <;,o.dz ~ 
9. Do you believe this is because of the current market conditions or a longer ~~ u-- ,.p,. 

history? . . 'tt\il .-+u A ( -. 

l 0. What assets or products do you believe do not take concentration or volwne into · ~ 
account within theinnarkct values? 

II. From what standpoint do you derive yoW' amount of tens of billions? 
PA:r1 Ltb ~ u...p. r"~~ t.s.. .. • ._.J. .. l ~ 

Q4 - Infrastructure Investment 0 , 

12. Is there a specific area or areas that you believe need more attention than others? . 
)lt'~,~~-K£ ~~t...lA@. ~ t..u-J...u' *'Ot1.~- ~urj.<H-J 

QS- India Operations ~ <~ ~ ~,..\-J / i ~ "'-o""" ~ ..u ... 
J. (u..,...l ~ '?J* ~ J:_ .\-'4 Y<~ 

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 controll~ what changed or 

might be.misrepresented? ~ 
·-l~·~\r-(_ ~ < 'c»~~-4. ~ .~......,) ~~ ~ 

Q6-Intem8.1AUch~ .. ~'-I , ~ j~ ~ (.i..Cu~ 

16. Can you be more specific as ~ what you believe is lacking in ~pertise from the -\<-
department. . f'-0\- llt'-ll L~ 1 ~ rr pp•..-; ~ ~ ,._.....- --.J ~ 

17. Do you believe Internal Audit can be objective in conducting a review of this ~.c..( 
issue? --,t\o\.J. t.v\.u -to ~ .etc 

- d.N"\'-t ~ ..v~ ~ ~v ~ 
- fVO k- J~ ~ EY-LE·LBHI-KEYPERS 5826869 
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M 't e /) ;t, W\1 1.s & .-j[j- - D&S - "J \- '""'"''"" ~ 
k.r.a~J IAJ~ ~~ 1) 'b ._ ~ ~~ (~ 

~' ~j1" ( 

~ "b 'ulr .-k>· ~-< ~ ... . ~{.5 ~ (-/L 0 b~ ~ > . ~ 
vJA.~ ~\ ·1-o ~~ . 

S~ <1\..~.0V.L- ~ f3ft-t ~~ ,.~ ({S ~ 
~f 5 lfl ~~ l:o:::,~ ~ 1'<.~~ 
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~~ ~ .~{)...~ ~~~~.-b 
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LEHMAN BROTHERS 

lUTE: 

\ kn1hws 111' the ,\11di1 (\lllllllitk~·s ,,r l...:lun;m OrotlH.:rs ll1lldings In~:. and 
l.~:lln1;111 l~rulhLTS luc. 

FIW.\'1: \lalkliu~· l. ShupiTil • ,.\s~isl:lllt s~.·..:r ... ·t;lr)' f.t: !.. . .."{ 
I , v 

I~F: O('TOBEit 7, ~IIOH ~IEETI;"\{~ OF TilE .-\lii>IT (.'0.\·lo\IITn:Es OF 
I.EII~1:\~ IUWTIIEitS IIOI.UJ:"J<;s INC ("IIOLUI:"-JWS") .\:"1:1> 
I.E II ~L\i'i UIWTIIF.ft~ 1:'\C. ("L HI") 

I ·:nL'Iu~cu rl..::l~C lind an A~;cnda lor the October 7, 2008 mcctinl:! ul' I he Auuil 
t 'ummillcc~ ur lloii.Jings nnd LBI uud ~~~companying materials. 

l'hc nlc~.:tinlj. it> ~chcduled lo bt.l hdd h:h:phonically from 11:00 a.m.- 1:'!:1)0 p.m. E:tstcrn 
l'im~.:. l'll:asl! nntc that M;mag~.:mcnl "'ill meet in Cvnli:rcm:c Koom D luc;ll~·d in lh~ 
''ltllhca~t L'Llr!\L'r 1111 thl.! -15th Fluor. I :!71 ll.wmu: ul'th~: t\mcrkns. 

lin: L·all In lllllllbcr is l)om~:~tic IU16·JJ4J.(I6~J. lntcrnaHonul JJ~·.\23·1 H II - IIJ ~ I~ 
•.nn~u;;•, l'lc<~sc m;~kc ccr111in lu •.JIIll tltc • hcrun• und dt~r the ll> numhcr. 

I )lstl'i h\lti.m: 
~lr. ~·lio.:h:h:l L. Ainslie 
;vir. Rolg~:r S. Bcr/inJ 
;>.-!r, TholllU;o; II. Cruibhullk 
Sir Chri:;lnphcr Ucut 

('up) to: 
,\lr. I );I tid (',,lcs t ,\h ;m:z & Ylarsal) 
.\k \\'ill inm Fox 1 :\lv:1rcz & f\.l;1rsal) 
\lr. l<idwll S. FuiJ. Jr. 
~lr, ;>.Jartin Kelly 
\lr . .-\11d~·'~ J.~:vandcr tlk..:hcrt l.ll') 
\ lr. I h~ >Ill~ 1~1rsal1. \lnro.:z & :'<.l;lr.;:tl) 
\lr. RnJ \lillo.:r 1\\',·il. (j,,t,l~;ll ~'\: ,\1:111!-!1:~ l.ll't 
\ lr. IIWIIIOI~ ;\. l{us-,;u 
\ lr .. k lfn:~ . \. \\'clil-..~·•11 
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AGENDA 

LF.HMAN llROTHERS HOLDINGS INC. 
LF..liMAN BROTHERS INC. 

.'\UOIT COMMITTEE MEETING 

Oclobn 7, 2008 
1271 t\vt!nue or the Americas- 4S1

'- Floor -Room 450 
11:00 ~.m. -12:00 noon 

!J.!;M ll!!:SCR!PTION RESPONSIB!l.ITX 

1. Appnwat tJf Minutes of the Jul)' 22, 2008 Meeting 

., l)ist:ussiun n:ganJin~ SEC Reporting 

Status uf Emst & Young 

Audi1 Committee 

Weil Gotshal 

David Coles 

A 
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HOLDINGS 

10/07/2008 AUDlT COMMITTEE MEETING 

TABA 
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I J ultlilll!.:l 
.\u1lit ('uu11uitl\'\' 

1111117/IIX 

Ulo:SOI.\'JO:J), 1h:1t lh~· :\linuh:s 111" the n•~·clin~ til' thl.' .\11di1 t 'unuuilk.: h~·ld 1111 
lnl\ .~;_ ~1111~ .1r~· 11~·1vh~· appr11wJ i1\ the li1nn suh111ith.:tl .11 this ~~~~·.:ting. ;u1d lllilt 01 ~·11py 
.. r ~11d1 \1 iuuto::- h~.: pl;t.:cJ in th~· :1pprt11Wi;tl~: r-.limlll.' 1\tltJk 11f the Cllrptlr:ui~~n. 
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( 

I.Eli:\IA~ BHOTIIJms IIOLIH~t;s l:'liC. 
\1 iuuk!i 11J' the 1\udit t'tlllllnin..:~o• 

.luly 1:.! . .:!Ull!l 

. \ lllo..'o..'lillb! II r tho: r\ildit ( 'llllllllill~·~· I If Lo:hlll:lll Hwtho..TS llnldings I m:' llhl: "( \ ll'j)lll"OJiion ... 
··J l11ld.,u~s" ,,r, ~·~~IJ...o~·ti\o.:ly with its SHhsi\li;1ri1.'S, lho: "l,.irtll") \\iiS hdd _jnintly \\ilh \1 11ll.'l..'ling. ••I' 
11!..: .\11dit ('nnullilll.'e \1rl . .:lnu;111 Brnth..:rs In~. (''I.JU"l inlh<: l·:;o.;..:..:tniv..:l't,ukl\.'th.:~.· J{,,,qn, Jlsl 
I· I"''~'· 7-15 s .... ,.:lllh .\\1.'11W. 1\;,:\\ Ynrk, N0:\\·1\,rk. un July 2:!. ~IIIIX, ;1L II :llll :1.111 .. J~III'S\I;Iut In 

11 rilk1• lll•ti~.· ... . 

I'HI·:SEYI' • < '0.\1:\UTTJo:l·: \IE.\IHEHS 

\lid1:11 . .'1 1.. ,.\inslk· 
J{o~~~·.r S. lkrliud 
llwuws II. Crt1 iksh;mk ( Ch:1irman) 
< 'l1risturlwr t i~.·nt 

:l!...:.t':O l'JU;:s.:~·r UY INVITATION 

\lcssrs. 

!\h. 
1\lc,srs. 

Jnhn A kcrs 
t'kmcnt lkrnard 
N o..·o..·r:lj l'hopru 
1\-h•rtin Kdly 
l;ul l.uwitl 
Uo:mrJ Rdlly 
Beth Rw.Julkcr 
llwnw:> /\. Russo 
William Schlkh (Ern~! & Yuun~) 
.kl'l'r..:y A Wclik:iun 

.\PJlitOV,.\l OF \IINliTES 

l'h..:lir:o.l,ll'lkr Pi'husiu..:ss was tho..• :•ppr11\al \ll'thc \linuks 11i'lhc uw..:1iug hi.'IJ 1111 .lnly :i, 
.:'Ill IN l ·1~"11 Hh>llllll duJ~ lll:ak ;IUJ ~1.'1.'\llll..led. it \\';1~ Jlll:UlilliiiUsl~· 

IU:!'\OLVEI>. lhal Ill~: \li11111~·s ul' the llll.'cling 1•l' tho..• :\uJit t'IIIIUIIillo..'o..' 
ho..·ld 1111 .hd} N, 2tltJX mi.' lh.:ro..·by :~ppl'l>\~.:J in the Ji•nn snh1nitt.:d ~11 \hi:; n~o..· ... ·till~. 
;111d that a ~,.·,,p~ 111' ~t1~.:h \linuh:s b..: plal·~:J iu tile ••rpr<1pria1~ \limn~.· lht11k 111' tit~.· 
l \orp11rali1111. 
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\'.\I. 1: .\'1'10~ IH:V II·:W 

.\ lr. l{~·d I~- illlrlldllwd tl11.· \ 'alu;Hi1111 l~~.:,·io.:w. :-;t;lting tll~1t il \\I 111ld 1:1 •nsist 111' an 1 1\'l.:n icw ( 
111' IlK· l'r••dll~'l t 'u111nd r1111di1111. in~.·Judin~:t \ alu;1tiu11 •.:111111'111. a 1'~'\ i~'W ni' till.' h·~· l'un~·1i11IIS 

JK'rli•nnl.'d h~· I he \'alllati11n .111d ( 'ontrol J,!I'IIIIJl "itlliu l'rud11~'l t \•ulnd, in•.:lndiug prin: l~·still!,! 
:111d th~.· 1kt~.·rmin;11iun 11f l;ur ,.<~1111.: k\..:1 hkrarchy: a rcricw 11!' mark Ill 111:1rk ;ldjustnl .. 'lllS durin!; 
1 h~· '~'1:1•11d I hell q11;1 rk'r ;uu.l the 111mkcl 1.:\'ClliS 11r I r;m:;a~o·thlllS wh i1.·h drv\'C 1 hus~.: ;ldjliSIIllCiltS; 
: 111d a rc' il'\\ 111' 111..: r~.·:mlts 11 r 1he raluatinn te..;ting li 1r r~.·siJ..:uti;il anJ 1:1 lllllllcrd;ll llhlrt~ag~·s anJ 
1..:' ~·ra[,'1.'d loi:IIL!'i at lhe cnJ 1 11' th..: :SI.'I:LIIlll li:il'itlllllartcr. 

\lr. lkilly 1lwn 1ues~.•nh:J an uwrview 11!' th~ PnH.Iuct l\1ntrol l'nncti11n. de:->~:ribing ils 
r~·sp11nsihili1i..:s fnr h11sincss ;m;ilysis. business control, valu:Jtilln cnntml. and re\'l.'ltll~ transal.'tiun 
~·11ntruL Th1.· t'llllllllilll.:~.· llirccacll 1.1Uesti1111S 111 nHmagcnwnt r~.:gan.lin!:\ the Pruuu~:t Cuntml 
h111di1111. induding it:; n:sp1111sihilitks, stnll.'lun.:. r~·purting line:s and inucpciH.Ien...:c l'n11n huSIIll'S~i 

IIIli IS. 

\-lr. Clwpril then lk·s~·rih~li the V;llu:Ltillll ;md l\mtniiU.Wllp. lie d-:s~:rihl.'d the gn111p ;1s 
1.'1•11sis1ing 111' t.:dmk;ll s1:1ll' \\hll ;~rc very J:mtiliar \lllth the prud11e1s th~.:y CIIVI.'r ;111d \\lhl an; 
r~·spo111Sihlc li1r lCI'i(llll!,'. prkcs l~lr :ISSI!tS and li;1hilitics. bttth on :111d uJ'J' baJ;me\.' shCi.'L 1\lr. 
t 'llnpra ~1;111.·d lhat priws arc writi~li lhmu~:;th dat;l IHMili~.:r.;, l:llllScnsus pricing s..:rvkcs, 
e.xtr:1pulati1111 l'r11111 similar inslnllll~nts. :111,1 r-:c~.·nttnllling :11:Lh•ity. lie aiS(l llQt~,.•J that signilk:1nt 
vari:1n~:e:-; ar..: lh .. ·n I.'SI.'Idat~d tl) senior nHmugemcnt liJr lilrthcr eunsiJ .. ·ratitln. tvlr. L'hopru 
d..:s~:rihcll the mmkl ~.:uulrvJ pm~.:cs:1 and 1hc rcvh.:w 1.1f complex Jcriv~lli\·cs tran:mction:s. The 
t \unmittec Ji1WtcJ q 11cslivns to mnnatBemem n:~:;ardin~ 1 he us.: of con:scnsus prkiny. servk~.::s 
:111u I he nile 1•t' Emst & Y1HIIll:\ in auditing the valuations. ( 

Mr. Chupra then llisl:llsscJ the rcspun:sibilitics of the Valuation ;md Cuntrul group l'ur 
;~s:-;ignlng 1:1ir vnlw hkmn:hy levels to the <~ssccs ;.md liabilities and JiJr compkting the related 
dis..:lli.~Urc re'J'Iir~.·nients. Mr. Chnpro.~ pmviJcd a Lk~criptinn of hnw the f:1ir v;Jhl¢ hkmrd1~· lcvd 
ti1r :1 pur1i..:ul;1r a:o;:-;..:1 is J~tcrmincd and <Jutlinl!li the rd~vant guiJdim:s. Thl! Clllllmittcc liirl.'\:ted 
qu~.·sli,lllS to 111al1:1~cmcnl :1buut the fair valne hil.'rarchy. incluui111;1. the Jet .. ·rmiiHitiLm 111' th~: 
;~pprvpriutc k\·cl J'ur ass~·ts :lllJ thL: mO\'L:nlenl OJ' :LS!:i1.'t:! betWI.'eO levi!Js. 

1\ !r. l~o:illy cuntinucd thl! prcs.:ntution by Jiscus:sing write down::; anu lllJrkct o,.'l'elllS 
r...:l;~t~,.·ll to r~.·:-;kh:ntiul nwrtgng~s. II\! notcod that gr(,SS write Ju\Hls lor rcsitkntiul mung.ag~.·s in 1hc 
s..:~.·11nJ 'lll>lrl~·r "~r.: S::!A hilli1111 1.'11111pun:J kl $3 billiun in the lir~t yu<~rlcr. II~ d~,.·:o;~Tih~·J the 
l'd111un ,k•IJull. :J l:1r~1.' llllll p~.·rtimning. luan s~dc h~ the Firm. the l11:;s rl'lal ... ·d ll• ~,~.1pping 
-.lll'prilllo,.' ,,,·~"lllllio,.'S ''Ill ur ol l:i l'lll•"P•JilSurl,.·d i 11\'C~IIllo,.'lll l'un,l, :llld lo ·~~~·s i'r· •Ill I'' tl•r ~·rcdil 
l'l.'rlttllll.IIIW .llhl !<ol11'l':ld l\ idcllill>; in lh~.· •l'l:lrler. \lr. Rdll~· ollld \Jr.(. 'llt•pr:l 1111.'11 l'r~·:·o,.'lli~·J :ul 
o~11.d~ ~~' ,,f 111~· l';d.ml.' ... ~ll ... ·..:t J11t~lli1111 .11 tile cud ,,J' the .;,_·~·"11d li~..:;d IJII.IIh'r. lr:lll">~..:littll~ Hhkh 
"l'~'llll'd duri11g 1h1.• qu:11h.'r •• 111d lhc re:-;ults IJ!'th~.· pri..:~.· tl.'~ling. b~ l'nJd\11.'1 t't•111rul. 1;1r llio,.• l·in11's 
I :-.. :u1d I ur••p ... ·an r..:~id~·n1i:1l lllurlg.:1ge~. ll1c t'11111111iltcl' Jir ... ·~:kJ •IIIC.~IiHIIS ho 1110111;~:,:..:111..:nt 
f•'i!"Hiin~ 1h1.· hnu's \;~lnalillll 111' r .. ·siJ~.·u.ld lllllrtg<~g .. ·:s ;u1J 11rkiug JI.'H'IIIJlllll'llts in 111~· third 
li~..:aJ 'Ju.ll't~:r 1t1 d:1lo,.'. · 
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\lr H~·ill~' 1h~·11 dis~:usscJ the \~trite \h)\vns illl\lln;u·k..:t '-'\enls tllat haw lah·u place with 
r~'"l'~·d In k·r~·ra\.!I.'J luans. lh: nutcJ that the Firm tunk gross \\rit..: duwu~ \lf $.WOmillinn till 
1\·l·~·r;l!;~o:d lu:111s dmin~ the s~:cum.l ~ll"lrl..:r C\1mp:1n.:u tu $700 mi llhm in the lirst qmtrh:r. :-.Jr. 
~~~·ill~· d..:~t:rih\'J the Firm·.~ IHIIk S<lk ui' !lome Dcptll Supply aml h1ss~·s ha.~..:J 1111 pril.:c 
tr;u,sp:il'l,'lli,'Y l'nun lh..: sym.lkutinn prnwss 11n sewwl nth..:r is~ws. lie alsu prp\·id..:J " r111l 
lo'n\ ;ml :111:d~·si~ ul' lhl.: !-'inn's l..:wr:lb!\.'d :lC~Illisilhlll linum:ing rur I he llrSl l\\'tl list.: a I lJli:lrlt:r:i u f 
.~llll:o;, 

~lr. 1 'lu1pr:1 1hcn d..:1aikJ pri'-'1.' wrilk;11i1111 m~·thuds l'tlr <K~IliiSillun !lll.'iliti..:~ ;u1J 
•ksnit,~·J hnw tho: Firm 111ili1e:; limr h:1sic 111'1!.:1.' Yl.'rilh:alit'n 1111.'th11ds: 11 f c.'>;lo.Tmll qutH~·~: 1~1 
ll'.1di11~ :u.:li\·it~·: t>) l'l >S matrix: auJ (41 ( 'R m:1lrix. I k' provido.·J dl.'l:lils on llu.! :ili'r~·llll.'lllilllh:d 
~~~~·lllt•\ls ;111d 11tho:r prk·c 'cri lil.'atinll llll.'lhnJs, inl.'luding tho: prio:~: I k;.; m..-th,,J 01ppli~·J _1,1 
,\rt:hsh'il'-'· Mr. t'hupm 1hcn pn:so.:ntcJ tlu: r~'.~111ls of 1hc valu;lliun lo.!~lling lilr '''-'I.JUi~iliun loan 
r:~~·il iti\.':i ;II tlw l.'llJ lll' the s..:cunJ \.jmlrter. The C'ummiucc Jircctcd \jUestiWIS tn 11101lill:!l.'lllCnl 
rq;ardi ng the n:snlls o I' 1 be vnluntinn t\.'stiny li.1r th~: s..:cunu 411ur!~:r. 

Mr. R..:illy cunlinued thc prcscntu\iun by discussing the writ-: duwns anJ llHirko.:tl.!\'l.!nts 
dul'i ng thl.' so.:~·onu quurtcr with rcl>pcet t;l ;;ommercial r~:al estaH:. lie noted that 1h~.: l,.inn wok 
gn1ss writ\.' Jn,~ns \ll' $1JOO million in lh seeonJ !.JllUrtcr cnmpurcu lu $1.4 billinn in tho.: liNt 
qtlm't..:r. lie nnt..:J lhut lluati ng rule c~mun..:rciul ilsscts !;Untinu..:d to w~.::~k~o:n with sprl.':tu 
\\ id~·uing ll:aJing to il luss or $400 milliun in the !,.JUUrler. Mr. Reilly SlUlcJ thut the Firm look 
wri1..: J~1W1\s of$5110 million nn Archstoue nnJ tht: ~::1\mCul portfolio. The An.:hslon~: wrill.' ,Jown 
\\illi hlrJ;cly 1111 lhc hriJg~: cq\lity. which hns not been synllici!lcd. The SunC.tl purtfulio ..:t,nsisls 
ul' ::!.t rcsiJ~·nli01l l;mJ Jcvo.!lopmcnt projects. primarily loc;lt~J in :O::oulho.·rn l';.~lifornia, ;mu lh..: 
writ~: t.lnwn \\'OIX Juc tn the w..:aknes~ in the rcsiJcntial market in thut un:u. The Commiltct: 
diro.:..:l~.:d yu~,·stiuns to m;JnaJ;.ement rcgarJing a r~:cenl press urtide on !h~o: Fim1 's inwslm..:m in 
SunCal. 

Mr. (.'hupra then dcwiled prk~.: v..:riticution mo.:lhoJolu(Jy with ro.:sp~.:..:t tu commercial n:al 
~.:s1:1ll:. nutinl:,\ 1hut prke wrilkuth>n is p:rfonnctl on a monthly hasis <lOU lhm, gcn~:n.lll)'. third 
J'ilrl}l prking inputs urc 11SCJ wh..:n: uv~dlabk. II~ s!Jt..:J thm the fim1's principal houk is price 
\·•:rilku u~in!J a NPV uppmuch with " signilkaul emphu::oi!l 110 the cn.:Jit ~1uuliti~s or ..:uch 
cull;ll'-'r:ll. ~·lr. l'lwpra Jt:t:dlcu huw the Finn's nwJds usc: 

• l,ropo.'rl,\' lt"\'d inruml;Hinn ilW\ iJ.:J by thirJ pan~· s•:n it:1.'r.S ( l'rimunt anJ 
I,CCPJ 

• l)i:;c.nmt r:~l..:s tlltll arc J..:ri\'O:J !'nun third part)' p11hlications ( lnstilutivrwl 
lmo.·~turs' R..::1l Esl\llc Finmll!l.' & ln\'I.'Sinwntst 

• l'r11Jucl <:ontn1l. \\hi~,;h r..:vkws I RR mPucls Jcvcltlp..:J h•r cw.:h flll~ilinn 
l~•r r~·:.~~,,n;thknc:~s 

\ lr. ! ·h,,pr:~ 11111~·d lh.ll brid)]C o:quil~ i~ ~o:1wrall,v 111;1rh·d lo l:ll'~~·t Ill' ~·~111r ~ idd.; ,;,r 1l11.' 
'l'o.\:i li~,· 1111 ~·~tsu~·111 ;md that Pr1•d11..:t c,,lllr,,J r~·' i~,·ws tho.: ro::l~l•llabl~,·,w~s '•I' 111~· 1 :ilu.n j, on 
,1:-o'•llllll'lh•ll'. \lr. t·h,.pr;t al~,, do.•laill.'d hoJ\\ thl.' ~·'lllllWn:hil r~·al ~·~talc h.,,,J.; i.~ prk..: h'rilkd 
"'i111.: i11t~·ru:il n~o•.ld~ h.,,~·d ''" 'Jlrc;1,b ,.1n:li11~·J l·r11n1 thirJ 1''11'1~ p11hlk.llh'IIS. !,!i' iug '1''-\·i,d 
'"'l'lu·i' 1" r~·,-.·nt ,,d.:s. ,1rd,., .u1d hid~ 1111 lh•l!;~ •• r ~i111il.sr ,lllrthllt'-·~. I k .d~·· ,k,l.'llh~·.r lh,t\ 
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l'r.•,Jau.:l I 'tllllr,J llis~..:nss..:!i "i1l1 husin..:ss :-..:nior 111:111~1g~·m..:n1 prkiu~;;. ,.~lri;mc~s lh:1t ..:x..: ... ~.:d the 
hn 11 's l''ilahl ishcd llm.::-;lwlds. Mr. t'hupr:.~ then llrcs..:nt..:J an au: II ysis uJ' th~ hal an~.:~.: ~hc..:t 
Jlll~ilillll ;11 th..: ~·nd 111' lhc s..:~'l.llhl qu;1rlo:r :.utJ saks ''llidt ncl.:urr..:li durin~ the I.JIIal'l~·r. l'1.1r tlw 
1-'inn\ I 1.S .. l:lln•p\·an a11d :\si;m t.:llllllllcr~..:ial r~..:al ~·state posili1lllS. J'hc l\n11111ill~·..: dir..:~·~~·J. 

qn~·:Hi1111S "' luau:l~l·m~·nt rq;.anlin!,! this anal) sis. thirJ i.Jllilrh:r ,kwh1pmo.·nts. aud nmdili1111S in 
lh~· l·urnpl·;ul ;~,nd :\si:ul ..:~.unnh:rt.:ial rl·al !.!slat~ lllilrkl.'ls. 

\ k~sr~. I krnard :111d Chupra w..:n.: ~·xcus .. ·J lh u 11 lh~.; lllo.·~·tinb,!. 

l·:l'IHWE,\.'1 Jo:Ot 11TY VOL.\TJUTY ltfo:Vti·:W' 

.\ts. l<udnlh·r r\·purt..:d 1111 til~: results ui"tlw in\estig:.~li~>ll and ..:untrol n:Yi~:w relato:J tu lh~· 

'alu;ll i1111 di.~..:r~·p;m..:y in th~: Eururcan h111itk~ V1.1lulilily busi ne~s kknli lkJ durin~=: th~: li rst 
IJIIill'll·r .. \s b:u.:kgnnmd. -h..: nui..:J thut the t.:l>nlml ini'rJstrw.:turc l'nr till.! Equity V\1lalili1y 
busi11~·ss was asso.·ss..:J :.~s ;1 S:lrhmti.!S·( );o; h:y signiliealll J~tkien..:y in ~006 ami :!007. She nntcJ 
I hal 1\.hilc pwl!ro.·ss w:1s uwd..: in 21)07. impruvcm..:nt:s were still re,JuireJ in :!OOX 11.1 :1\·oiu u 
mat~·1·ial weakness :1ss~·ssmcn1. Ms. RLtJulk~:r J..:scrih..:d the !-'inn's respuns~ In the valuutiun 
dis~·r~.·pan~.:y in 11lc i':larupl.'an Equities Vllhllility husiness iJcntil.1cd Jurinl:( tho: lirst lis~.:at \juarler 
nl' 2UIIX. Sht: ro.'pi.ll'led 1h:11 I h..: Fintl imm~·Jiatt:i)' SliSflo.'nJ..:J lh~ s~.:nim W1oJer ;mJ his sup..:rvi:sur. 
I• '..:us..:d 1111 d~·lo.'rmini 11g 1 ho.: ..:mr..:~..:t prking. lllcthl)JI.Ih~~y :mJ ''alu:.~tiun, in li1rmeJ Lmst & Y ~,,ung 
and th..: J.'irm's rel:(ldatllrs lll' the in~.:iJ..:nt, anJ l.!l~ntmcn~..:eJ un in~lcpemh.:nt internal rcvi..:w. Nts. 
R11du1l;..:r r..:port~·J that Curpur:1tc :\11uil has ~..:umpkh:J thi~ revi..:w, re\'icw~..·J th~ lindin~s with 
lll:lll:lgelllelll 0111d :1gre1,,'J Ill U SCI uf' l..:tllllrlll illlpfli\'CillCniS that must UC 11lUJc Juring 201)8 in urJer 
Ill U\ uid ~~ mut..:ri:d w..:nkn..:ss unJ.:r Surbuncs-Uxh:y, satisfy n:~ulntory cxpcclutions. and assist in 
dcalin~:: '' ith r~.:~adulory inquiries. Ms. Rudo!kcr then reported that lh"sc control impnav..:mcnts, 
tng..:th..:r \\'ilh indiviJuul resrnnsibiHty. cumpletion Jmes and stanoJards haw been committo.:J hl 
hy m:magem..:nl nf the Frunt Ollke, Finance, Risk Manago.:ment :md Opcrati~,)nS (MiJJie Ollic..:). 
Slw sl;lleJ th.,tth..: linuings and action pl:1n~ h:1w also bc~n r..:vi..:wcu with Crnst & y~,,ung und all 
ll(ll..'ll :IUJ it lintlillb(S anJ at.: I iun pbns ur..: 11Url U J' l h~ business in lhiSlrlll!tUrl..' i1HprOVI..'l1Wllt prHjC~I. 
Tho: ( ".·nunill..:..: J in:..:teJ i..IU..:sl i1111S 111 an:an:ag~o:m..:nt r..:gurJinl:( th.~: Cllnsequ..:ncl!~ to I h..: ~mplll)'CO:S 
dir~·~·tly in\11h ..:d inth~..: i .... sut:, thdr r~·purtinl!. lin~.!, illtd uthcr mau..:rs. 

\1s. RuJu lkl.!r sunlllHlriz..:J the r..:vbv ~.:ondu..:to.:d in rcsp~~nsc ·tu a h.:Ul.!r that w~as r~.:wi wJ 
hy s..:11i11r Fin:ulcl.' anJ Risk M:m:1~::~ment p..:r.mnnd ~,,f the Firm from an employee in the Fi n:.mc.: 
,kpanm .. ·lH resr~.,nsihk lin· Uloo:al UaJ:mee Sheet anJ Leyul Entity A~·..:u1.1111ing. Tlw cmpln~..:..:':; 
klt~·,. 111di..::1k'J thai Ill.! h~1.d o.'tlll~·..:t'us r..:I:H~·lltu balan..:..: sh..:..:t ;uaJ kg:d ..:mit~ wallnd:-. li•r '' hkh 
hi.' n;1-. a·..:~p1•11'1bk. \b. Rudo1lko.•r 1111kd thai this k•llo.·r \las so.•nt 1111ly :1 1~·\\' ,b: ~ pr1\1r h1 tlw 
hrua·, \La: r~'llll..:li.•n·in·l',u·..:~· and .1t 1lw 11111..: lito.• kll~·r ''as ~enl. a d~·..:i.-;iun Jt.aJ .dr~·.1..!~ b..:o.·ll 
IILld~· Ill ..:Jilllillillo.' lhi;o; 1.:111Jihl~·w';o; ptlSiliun :IS JlUI"I td'the l'l'dlK'Iillll·ill·(lii'W ,111d r~·.,lfll~'llll'~' his 
r11k 111 .addavs~ ~·nh:~u..:~·nl~:uts thai lwJ bc..:n id~·ntili..:d, .\Is. Ru..J\,Iki..!r 'olatcd that .'h..: .uaJ thl.! 
l·mu\ ( i~'llo..'l'ill l'll\lll.'io.'l ollld l':rllSI & Yr~uug h:ld met l\'ith till.' l..'lllpl~.·~..:c lllUlWI'IIli.S tim..:s Ill 

di~~·at~s 1 h1...· Jl11i111s th~· \·mpln~ ..:..: n~.iscJ. in..:luding mcl.!lin~s ho.:t1.w..:n Frnsl & l'HLIIlg a11J th!! 
o.'lupl":~· .. · ;11 \\Inch lll.llla!:!..:IHo.'lll l\:lS not pr~.;senl. Slw r..:p111'tcJ 1ha1 Curpnrat~: .\udit ha:-; laq,:..:ly 
..:. 'lllj'kt~·d. Ill l'·ll'lllo.'l':-h ip \dlh I· in:m..:i.sl l.'tllllflll .lllJ Jo:rn:-.1 & 1\ll.lllg. olll ~·\ .alual j,,ll I'[' I he 
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,·,u.,;,'llls 1 :1i~~·~l hy til~.: o:n1ph)y~·c. ~ 1!l. R11dulkcr ~1:1\I.•J tiH1! nn lll'lll•rial i.~sm·s lwn.• tl..:cn 
i.l..:uti l'•,•d dill' illy th~.· n:view :111J she ~mmm1rizcJ <.'<.'I'! 'lin 111' the linding:> ;mJ rco:utHmcnJati,ms 
:1nd di.~trihukd a d..:t;1ih:J n:pu11. She nuteJ that the ..:mHmls Ji1r \vhh:h this cmph1~1.'C \\;ls 

r~.·spuns,hk- al\' illljl\lrl:lnt sc..:onJ:~ry ..:outruls. h111 ;u·.: tllll rdicJ 11p~m a~ part 111' Sarhaucs-Ux Icy 
:1111lit t..:s1111~ d111.' 1~1 prcvilHISiy i~k·ntiJk·J g:1ps. ~lr. Cruikshank ~'lllJlhH~izcJ thc imrnrtwh.:o: nl' 
1 hul'llllghl ~ iii\O:Stig:ltinl,l o:n·ry o:uno:enl raiscJ hy tho: ~.·mplu>·i:c. · 

I'IU\'.\'1'1-: SFSSrON 

lh<.' t\llwnitk·~.· Ill<.'! pri\'ott~.·ly \~ith l:mst & )\1~mg. ThJ: l\lnHniu~.·l· lhc11111..:t pri\:lldy 
~\illi \h. l~lldlllk..:t. 

l'h,·r~.· l'~·in~ 1111 1i1rthcr bu . .;iiii.'SS, l1p111lll\1lli1•1l 1h1ly maJc ;111J Sl'l.'ulldl'l.l, the mc..:tin~ was 
,1di11urn .. :d. 

R~spc..:tl'ully submitted. 

Jcll'rcy 1\. Wdikson 
S..:..:r.:tnry 
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U:ll:\f..\~ IUWTIIEI{S f~('. 
:\I i1111h:~ ol' Ill\.' . \udil ( ·,unnllth:~o: 

,lql~ ~2. 2tJtJX 

.\ lth;;;lml.! 11l"lh~·.\11dit {'l•llllllilk'•' ,,J'I.dHumJIIrllth..:r~ ln..:. t"I.IH"l•r 1ho..'"! ·.,rp11r;1ti111l .. l 
'';"; lldd j11i1111~. 11ith ;1 111\:..:tiu~ 11t' th~· :\udit C1111l111i!l\.'1.! 111" l.o.:lunan l!wtlwrs I hddiup In~:. 
t"lloldiu~;s" llr l'ldln·till'l~ \\ ith its suhsid!:lril'S. tlw "l .. irm"l inth~o: j.'-;o,'~'lllil..: c.mkn:n··~· Rll\llll. 
; I sl l·l,h•f. 7.J.i s~'\\.'lllh ;\i,\,'1111~. N~:w Y·•rk. ~t:l\ l'lll'k. ··n 1111,1' 22. ~onx. ;II II ;1)1) :1.111.. 

l'llr:-u;mt Ill 11 rill;,'ll tlntil:l.'. 

Sir 
\l.:ssrs. 

~Is. 

\lcssrs. 

l'h1.mus II. Cruikshmtk (Chairman) 

\-1 h..:h:1cl I .. :\i nsl il.' 
J11hn .'\kl.'rs 
ltPgl.'r S. lkrl inJ 
< 'kml.'nt 11crnurd 
N;,·.:r:.~.i ( 'lwpra 
( 'hri stoptwr Ucnt 
.\·1Jr1in Kdly 
bn 1.,11, ill 
t i\.'ntrJ lh·illy 
ll~·th HuJolhr 
l'lnH1m:; .'\. Russn 
\\'illi:un Schlich ( l~m:;t & y,,ungl 
.t .. :!'i'r\.'y A. W\.'likson 

,-\CPROV,\l. Of 7\JI~liTF.S 

lh~:lirsl nrdl.'r nl'h11sin..::os was lh\.' apprvn.al ;,ot'the .\1imlt\.'s ut' lh\.' llh:l'lintt hciJ un .luly X. 
:Dill( t·run nw1inn duly 111:1Jo..' anJ swonJ~·J. it \qls unanimo11sly · 

IU~SOI. \'f:U. tlwt 1h ... :\linllll.'s ,,r th~.· mwting ~ti' I hi.' :\uJit l'PIHIIlitt~·~· 
hdd 1111 .lui~ X. 211t1X arc h..:r\.'h~ ·'I'Pfli\I,'J in th .. · ti•nn "llhlllllh.:J .11 lhi:\ llt~·,·ling . 
. 111d thai a ;.·•·r~ ,,f ~n~:h \Huut~·~ lx· plm:..:J i11 th~· :1rprl•pri~1o.: \linut~: l~n11l.. ,,f 111~· 
( ·,,rp .. r;•lil•ll. 
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V.·\Ll'.\TIO'i HEVIEW 

\lr. lh·illy intrud111.:~·d tlw Valuation R1.•\ i~", ~1;11ing th:ll il ~\1111ld ~·n11sist 111' an o\ ~·n kw 
111· 1lw l'rPdlll.'l ( 'untrul hul~liPn. in~·h1ding. 'alw11inn l.'lllllrol: a r~·' i1.·" nl' IIi~ ~~~ 1'1111dions 
1wrfnrm~d h~ 1h-.: \';~l11:1ti1111 ;11lll t'••llHIII ~rnup ~'it hill l 1 rmh1~:1 { \1111rul. in~o.:h1di1tg. prk-.: h.:sting. 
:111d the ~kiCI'Illill:lllllll IIi' li1ir \ :Iilii." k·\ d hkr;ll'dl~: ;1 fl.'\ k\\' II f lll:il'k hI 111011'1; ;~djll'lllll,.'ltl.o; Juril11:! 
lh~· s~·~·1111d lis,·al qH;Jrll:r ;111d th~ lll;JI'~~·t -.:H·nts 1•r tr:lllsa~·tilllls ~'l1id1 dn•\ ~ those :1J,iu~tm~nts': 
.111d il r~o"\ i..:~\ nl' thl.' r~o")oJilts 111' th-.: \;Jitwti•lll ll.'~ting. liH r~·o;idcnti;JI :mJ t:llnllll~·r~·i:llmurtg:ti;!I.'S auJ 
k~ ..:riiJ:!I."d loans ;n thl.' ~·nd 111' I hi.' :<~1:1•11d li)o~·;ll quartl.'r. 

\lr. !{,·illy th,:n pn:scnli.:J an 11\·~·ni~\\ 111' the l'rnJu..:t l'nntrul lllll..:liun. ,ko~..:ribin!; its 
r~·o;pl•nsihiliti..:s li1r hu~i1wss ;lllal~sis. h11si1wss 1.'111\trul. ,.;,lu;.~tiunl.'unlnll. ;mJ r~·\-.:nuc tr:IIIS:II."Iion 
~'tlllii'PI. /"he l'nmmillcc dircct~o·J 'llli.'Siiuns t~1 111anago:mcnt r~.·g:1rJing the l1roJucl Contr11l 
l'un~tion. induJing il s· rcsponsi bi I itics. stru..:\llrc.'. rcrwrlillbl lines :mJ iu~..kpcnJcm:c t'mtn husin~o:ss 
units. 

\\r. t'h11pru _I hen d~o•sc;rihcJ tho: Valu;ni~ll1 anJ l'nntrul grnup. I k Jcs..:riho.•J th~ l[fUllp :1s 
~·pnsisl lilt; of' t~o•t.:htlil::ll st;Jif 1\ hn un: Wr}' lumi lio1r ~~ith the prnuu..;ts the~· ~'U\W nnJ \\ hu an: 
r~·spun:-ihlc !'11f vcril'ying prkcs ll1r ;1sso:ts ;uu.i liul'lilitk•s, hnth ~~n :mcl ull' t"l\llant.:c ~h~ct. Mr. 
(' h• 1pru SI:IICJ I h~lt pr it.:CS :n·~ \ l.'ri n~·J thrnugh J;l\;J pmviJcrs, ~'011SI."IlSI1S pril,: in!J :;cr\'iccs. 
~·' rrapolati1•n I rum simi lur ir1.~1nmwnts. ;mJ r..:wnt 1 ruding i.lcth ity. I II: also lllllt:u lh;.~t signilh:ant 
\ :lri;mws ;!fl." th..:n I.'SI.';tl;.~t.,:J 10 Wlll\lr llHIIlU!;I."IIll.'llt ltlf run her cun.siJcr;.tli~lll. Mr. Chopra 
.io:SI.'rit'i<u tlw lliOUd l:~llltrul rn't.:I!SS anJ the ro:vicw ~~r 1.'\llllpkx Jcrivativcs tnlllStll.'lillllS. The 
t'llnllllitlCC Jin:.,;tcJ l.jllt:Stinns \0 lll;tnagcll\l!lll n.:g;.~rJing the US\!" nf C~lllSI!IlStlS pricing S!:f\'icCS 
anJ the rnk ul' l·:rnst & Ynung in auuiting th·.: valuatinns. 

\tr. Chopra then Jis~'\ISSO:J th!! rcsp~111Sihili1ii!S ur rhc Vuluutillll ;JJlJ (\111\nll lltfllUp for 
:~ssigning 1':1ir \':lhlc hicr;m:hy lo:wls tn 1ho: 0\S:>I.'\S ;md li:1bilitics :~nJ fur ~·umpll:liii!J, tht: r~l;.~tcd 
J isdus11rc r~o'!.lllir~o·nJ~'IIls. ,\ lr. ( 'h,•pnl prm iJ~·J :l lk~..:rirthln uflu1w 1 h~: 1;1ir ';.~I Ul.' hkwn.:h.' lcvt:l 
1'11r a particulilr asset is dcl..:rmincJ ;mJ uutlino:J th..: rclo:,·:lllt guiJdincs. l"hc l"11mmittco: Jirl.'ctcJ 
lJ111.'SI j,ms tu mun;,,gcnh!nt ;.thnut th~ l~1ir \"ill\11." hil:rar~:hy, incluJi 111:1- 1hc Jctcrmi n;n ion ~·I· th.: 
appn,pri;.~lc lc:n:ll"ur •rsscls anJ th<.' nwn·mcnl ol';rsscts h\'1\\CI!n k\'cls. 

Mr. Kcilly ctnHinucJ the pn:scnt;.~tion hy discussiniJ. •Mil~ Jo\\llS und market c\·~nts. 
rd;1ii.'J t~l r~.·sitkntiul murtgag~o•s. I k• nnlcoJ th<~t gmss IHil~ Juwns fur ri.'siJcnlh.tlnwrtg:~~cs in th.: 
:--.:..:1111J I.Jli;Jftt:r wcr~· S:!A hlllion ~o·umpnrcJ 1\l SJ hilli~m in thi.' lirst I.JU;Jrh:r. I k Jc:;~.·rih~o•J lht: 
1\·llltun Jcl'imll, a lmgc llt•n pcrli1rming ln•lll silk hy th..: Firm, lh~o• Ius:; rd.:lll.'u 1~1 ~\\;rprin~ 
'11bpri111~· "~'c11ri1 ks 1•111 ,q· a hrm·'P••ns. •r~·,l ill\ \.')otnl.:ll\ !'unJ. anJ l,ls~o.·o; l·r, •111 P•11•r .; r~·d it 
pl.'ri'.lnn.lll~·~· :111d o;pr~·aJ 11 idcning in 1lw quarl1.'r. \lr. Rl.'ill~ •111d \lr. Cl11•pn1 then l'ro:, .. ·nlcJ .• n 
.111.11~ ~is ••I' the l':thuH:~· .. ho:o:t pn~ilh•n at lh~o· l.'llll,,f'th-.: )oo.'~IIIIJ tht.:;d qll~rll.'f, lr;m .... <~~·til•lb 1d1kh 
,,,·~·lii'I"~·J durin!,! tho.• 'l'"ll'lo.'l'. anJ 1ho: r~·,u!t~; uf lh~· 1~ri~l.' to.•s1i11!,! h~ l'rndl1~t ( ".tilln•l. l;•r tho: hn11's 
t .S. ;~nd l·m"llo.':lll r.:o;hk·nti;ll 11111rt:::1~1.''· 'I h-.: t"11111111ill~·c dir..:..:tt.:J ~~~1-.::Hitlll.' 111 11\;lll:l~~·mcul 
r-.:~arding tlr~· !-"inn's l,1h1ati1111 ol' r~, • ..,j,knti;d 11111rtga!;I.'S and pri~·n1g d~·' dopnwrlh irr rlr~· third 
li,~·.,I.IJI,II't~·r tn ,l;lt~·. 
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\lr. Rc1ll~ tlwn ,\is~·uss~·J tho.: \Hit..: dnwus anJ n1;1rkd ~h·nt:; tlwt h:n ~· ta~cn ph1...:..: '' itlt 
1~'"1"-'~·t h• kwragcd lu;u1s. II..: nnkJ th;1t the I· inn l\1!1k I;!JIISS IHit..: thl\\llS 111' ').\ttU millioll••ll 
k·n:r;~~~·d luaus during the s~·~m1d qual'h'r C1111lpar..:J tn $71111 mill inn in tho.: lirst llll<lrt~·r. ~'lr. 
l{dlly ,ks1.:rihcd tlw Firm's hlllk s;1k• 111' 11111111..' lk•put Supply ;1nJ l11ssi.'S h;~scJ un pri~:e 
H;msp;1r~·11..:~· lr11111 •h..: ~~ ndi~:;ltinn rrn~·css un sc1~·ral 11\h~·r issu~·s. I II.• als11 pnn id .. ·J a. r11ll 
llln\<lld a11;1l' ~is 111' 1hc l:irm's h.:\er••~cd a...:~uisitil1n linano.:iug l'nr thc lir~t \l\11 lis,·"l qumt~·r.~ 111' 
~ t lOll. 

\lr. l'lwpr<~ llh'll •ktaii..:J prkc h'rilkatinn nwthuds li•r a~·~llllSIIIIIll l~•..:ilitks ;mJ 
d~o.·s..:rih,·d hnl\ the l:inn \1tili1.~·s 1;111r h:·~i..:: pri..::~· n·rilk;uinn ln~·•hu~.ls: II) c~tcm;ll q11111es; I~) 
tmding al'ltvity; t3) ('I)S nwtrix; anJ (-ll l'R matri'\. lie prmidcJ·J~·taib 1111 the ;lltll'l.'1l1~o.'llli••n~.:J 

llh'llh!Js ;IIlli 11th..:r pri~.·c H'rilkii\llln 1\h.'ll\lldS. in~·luJing th1: rrke !lex lllethnJ (lppli..:J .til 
.-\rd1sto1t~·. ~lr. Ch111'r:J tltcn rrcscnt..:J the r~·s111ts Ill' th~o.• n1luati11n t~·still~ 1~1r ;w~uisitiPil luan 
l':~cilitks at th~o,.• enJ ul' the s~o.·~·onJ quarter. llw t\1111lllitl~"-' Jircct..:J l.jUc:-;li!ltl!i to mana~~·m~·nt 
reg•1rJing the r~·sults ••f1hc 1 ~•ln:.uion \\.'sting li•r 1h..: s..:cnnJ 4uarh:r. 

\lr. Rl..'illy c.•nlinli..:J the prcsent:llh•n hy llis..:ussing the \\fill! Juwns :.~nJ market ..:wnts 
during the SI..'C1111J '-lll:trtcr \\ith r~·spc..:t tll ~:ummcreinl r~o.•al estate. II~· nPt~·J that th< Firm wok 
~r11ss IHit..: d1n\ns 111' '$')1)11 milli1111 in the s..:,:•md lluar1cr cnmpun:J tn Sl.~ hillilln in the lirst 
quart~·r. lie nnleJ that llPHtill~ r<~t~ cummerch1l assels ~:ontinu..:J Ill \l ~·ukcn \lith sp11,•;~J 
l\'[dcning k•;,ding 111 a l11ss ,,f $~0() million in the ljllartcr. fo..lr. R..:illy st.n~o.•J tlmtllw 1-'irm tu<~k 

"rit~ Jm\ns of$5110 million pn .. \n:hst1mc ;md th~ Sun{.':ll pnnl'olin. l'h~: Ar~-hston~o.• nrit..: Jown 
l\Wi l:•rgdy nn the hriJgo: ~o.•yuity. v.hich has 11~11 hwn S)nJi..:at~J. lhc S11n<.'<~l p1•rlt\1lio ..::1m.~is1s 
,,r ~-I rcsiJcnl ial l:mJ lkwlopmcnl prnjcct~. rrimari ly ln~·:1t~:J in Sn11thcrn Cali li1rniu, anJ the 
"rite dlll\'n ""s Juc to the we:1kn..:ss in the residential market in that ar~·u. !'he t'lllmnillce 
di r..:ct~.·J ~~~1~·s1 h•ns In nl;m;•g~mcnt rq:LirJin~ a recent pres:~ articl.: 11n the Firm's \n\'cstm..:nt in 
Sun(' a I. 

lv1r. Clwprn then d~·t:.~ii..:J prke vl..'rilkatiun mclhoJt•lugy with r~·spcL:I to ~·ommen.:ial real 
estate. noting that price v..:rllio:ation is pcrlilnn~o.•J on a nhmthly hilsis ;md th:ll. ~cncrillly. third 
party pridn~ input!~ arc used •~h,..rc- availa~le. lie sta\I.:J that the l:irm's prim;ipal bl•ok is prkc 
wrili..:J using :1 NPV <~PflTll<l..:h with t1 ~ignilkant emphasis nn til~· ercl.lit \jUHiitics nl' each 
cnll;~to.:rul. !'..fr. t'hupra Ul..'tailct.l h~m tltl..' Finn's modd.i usc: 

• l'r••rcrt~ le1cl inli•rmatiPn pn1\ilkJ h~ thirJ party ~o.:n il:l..'rs 1Trim,111 :111J 
Pt'l' Pl 

• l>is~·,111111 raws lh<n ;1r~· dcrileJ frulll lhird part~ puhlk:lli•llls tlnstitutillllal 
111\0.:S\Ilr~· l{.,:;d 1·:)'1011..: l·inaiii.:O.: IJ.; hlH'~llllCiltSl 

• l'r.lli!IO.:I t'nntnd. 1\hidl red~·11s II{R muJds J..:\o.:l11pcJ li•r ~·ad1 p••~ilh•1l 
fnr 1·~·;1.>;1 111ahkncss 

\lr. Clwl'rJ llllll..'d that hri,lgl..' clplil~ is g~o.•n~o.•rall~ mar~~o.·J tu t;1rg~·• iuli..'~I\IT ~i..:IJ~ li•r 1lw 
~~w~-ili~· in~~.·~tnlcut ;1nJ llwt l'rudu'-'t l'uutwl rc1 i..:\\~ tlw r~·,.~un.1hlcnl..'ss nf •h~· 1ahh11iuu 
•• ~ .. lullptilllh \lr. ( "hnpr;1 ;11~11 ,ktailo.:J h1n\ 1lw l'•'lll111~·r~:i.lf r..:al ,•,taw ~.,,.k i-. pncc 1 1.'ri1kd 
il"ill!,! i111~'1'11.11 llll 0tkl-. h.l~~·d ••11 'l'r~·.ld' 1dll;1i1wd 11'11111 tlii1d pari~ jlllhlil.l\1•111'. ~'II Ill~ '1'~·~.·1.11 
~·1111111.1'1' 111 ,,,~·ut ,.,~.-~. ~.·i1d~·, .111.1 h1d" ••n unll'" ,1,- -inul.1r ,ntnhul'-'' I k ,d"1 ,k--nll',·d h,ll\ 
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J;"I)Jtmh rn:wu tSJ!I ·'lll ffupnr P•"U! lli:'IJ'I! SS."'li!SIH.j .\l!l!lllii'A ):,"1!1!"":1 ur.,"'dtun: I ·"'Ill II! .\.\UI!d;IJ ;I~ I p 
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PERSONAl, AND CQNFWENTIA.L 

BY HAND 

Mr. Martin Kelly, Controller 
Mr. Gerard Reilly, Head of Capital Markets Product Control 
Ms. Erin Callan. Chief F"mancial Officer 
M.t. Cbristophc:J: O'Meara, Chief Risk Officer 
Jdun.an Brothca Holdings, Inc. and subsidiaries 
745 7* Avenue 
New Yodt. N.Y. 10019 

Gentlemen and Madun: 

I hAve been employed by Lehman Brotbca Holdinga. IDe. and mbsjdiaries (lhc 
"Fimlj sina May 1994, cum:ntly in the position of Senior V1ee President in charge of the 
PUnts cODSOlidated and u:oconso~ud balance ebcets of ova: one thousand legal entities 
wo.ddwidc. During my t~ with the Fim1 I have been a loyal and dedicated employee 
a.ad alwaya b.ve ~taed in the Fiun's best interests. 

1 have become aware of ce.rtllin conduct and pm.ctices, however, tbst I feel 
oompeUed to bring to your attcotion. as requited by the Pian's Code of Ethics. u Amended 
Febmuy 17, 2004 (the: "Codej and which requires,me, as a Fum employee, to bring to the 
attention of ~ent conduct and actiooa on the part of the Firm that l consider to 

possibly constitute unethical or unlawful conduct. r therefore bring the following to your 
attention, as requU:c:d by the: Code, "to help mainmin a cultwe of ho:ocsty and 
acCOWJ.tability'". (CQC!c, first pan.guph). 

The second to last section of the Code is captioned "FUl.L, FAIR, ACCURATE. 
TIMELY AND UNDERSTANDABLE DISCLOSURE". 'I'bat section JUOVides. in 
relevant part. ll8 foJiows: 

"It i& cruciAl that aD books of accoUDt. 6nancisl statements 
and Ieeords of the Film tdlect the underlying traDUctions 
and any disposjtion of assets ia a fall. &ir, accw:ate and timely 
ID.IIlDCr. AD employees •.. must endeavor to ensure that 
information in dOOlDlcntl! th:at ldman Brothers files with ot 

submits to the SEC. or otb~ disclosed to the public; is 
presented in a full, fair. accurate,. timely and undetstandable 
tll2.DDer. Additionally, each iodividusl involved in tbe 
preparation of the: Firm's £inancW statements must prepare 
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those statements in sccordancc with Genemlly Accepted 
Accounting Prioc:iplcs. consi.staJ.tly applied, and any other 
applicable accounting standuda and rules so that the financial 
statc:mcnta present f:aidy, in an material respects. the financial 
position. twllts of ope:rationa and cash flows of tbe FtmL 

Futthermore, it is critically important that financial statemcntB 
and R1ated disclosures be fr:e of material erroD. Employees 
and directots an:: prohibited from knowiogly making or 
causing otbem to mske a materially m:iskatting. incomplete or 
false statement to an acc:ouoam or an attOJ:O~ c:oonection 
Wltlil an audit or any filiog with any Jj()VPmrncntJil or 
regulatory enti!J. In that CODDectioo. DO individual. ot any 
peuoo acting under bia or her clmection.. shall directly or 
.iodirec:dy take any action to coerce. manipqlate, mislead or 
&audulait:ly i.nfloencc any of the Fmn"s mteroal auditors or 
independeot auditor:a if he or abe knOWI (or should know) 
that his or her actions. if suca:ssfu1. could IUUlt in tmde:ting 
the f'"lml)s financial statemenu materially mideadiug'" 

In the course of petfonniog my duties for the Finn. I have reason to believe that 
certain conduct on the put of senior management of the Fian may be m violation of the 
Code. The following is a SUIJlDla1'Y of the conduct I believe may violate the Code and which 
I fed compe.Ded. by the terms of the Code, to bring to your attention. 

1. Scmor F1m1 mao.agemcnt manages its babwcc sheet assets oo a daily basis. Ou 
the last day of each month, the boob and rrond• of th• Fttm contain approxiinately five 
(5) billion dollau n . exC'es.s of what is OD the Jut da of the ontb.. I 

e this pattcm iodic:atea that the rmn•a senior management is not in sufficie:at control 
of its assets to be able to establish that its financial statements an: pieSented to die pu1it1C 
and govcwmcnml agcncicl in a ••fun, 1iUr 'mua~ and timely DliUln.C:r"". In tDf opinion, 
respectfully submitted. I believe the result. w that at the end of each moo~ there could be 
approximately five (5) billion doDats o£ aaseta subject to a poteotilll write-off. I believe it will 
IUe a sigrrificmt iovatmt:nt of pasonnd and better control systems to adequately identify 
and quantify these diec:repan.cic: but,. at the minimum, I believe the manner in which the 
Fum ia . reporting these aaetz is potentiaD:y misleading to the public and various 
govemmc:oal agencies. If so. I believe the F"ttm may be io violation of the Code. 

2. The F"mn has an estahlish..A practice of substantiating each balmce sheet account 
for each of its worldwide legal entities ou a quutr:dy basis. While subst~mtiation is 
somc:wbat subjective, it appeau to me that the Code u well as Generally Accepted 
Accounting Principles require the Firm to support tbe net dollar amount in an account 
balance in a meaningful way supporting the Firm"s stated poligr of "fuD. fair, ~ and 
timely manner" valnation. The Finn bas tens of billions of dollara of unsubsbmtiatl:d 
balances, which ma or not be «bad" or non-paromun.g assetS or i@ iiibilities. In any 
event, e Firm"s SCDior I~Jl~Dll8C~Ilen! may not m a pos~non to ow whether of tbc3e 
ac;;couots an; in fac;t, desaibed in a .. full. fair. accurate and timely" mannUy as tequhed by 

EY-LE-LBHI-KEYPERS 5826886 
CONFIDENTIAL 



the Code. I believe the Fum needs to make an additional invesanc:ot in pcrsoonc1 and 
systems to adequately addras this fundamental flaw. 

eo dealing m assets of tbit nature iD the volume and size as the positions tbe Fum ho,kls. 
I Clo not bdiCVe the ll\IUlDCt in Wbicli 1hc Fum values that inveutory is £u1ly milistic or 
reasonable, and ignoza the coocenttatioo in these assets aod their volume me givc:o tbe 
cunent state of the ttw:kct"s ovemll IKJuidity. 

4. I do oot believe the Firm has invested suflicir:ody in tbe required and reasonably 
necessuy fuwlcial systrms and personnel to cope with this inaaacd 1>Uuxe sheet, 
spc:cificaDy in light of the increased number of accounts, dollar equivalent balances and 
global c:otities, which have been created by or ab&OJbed within the Fum as a result of the 
F'um's rapid growth sinc.e the. F'um became a publicly ttaded company in 1994. 

5. Based upon my apexience and the yean I have wmked for the F~ I do not 
believe there is suffici.eot knowledgeable ~t in pbc:e in the Mumb!i, India Vm•~ 
ftiiicttons and ~t. "'here .is a very real possibility of a potential misstatement of 
mueriil &ctS . g efficiently disttilrotEcl by that office. 

6. Finally. hued upon my peuonal obsantiooa over the past years. certain senior 
level iotemal audit pe.tSOnnd do oot have the professiooal expert:iae to ~ exacisc the 
auait functiom they ate entmlted to manage. *DOf~ beCOii'illl ~ co~plex 
as the F"mn bU ililtiagone t;sptd growt1i m £hi uuanat&OD:al E§JU:tpl&Ce. 

I provide these obsetv.tions to you with the knowledge that aD of ua at the Pian arc 
entruated to obsenre and respect the Code.. I would be happy to discuss arry details 
~ the foregoing wirb scniM DWlSgdDCOt but I felt c:ompe1led. both moaDy aud 
legally, to bJiog these issues to yO'f4 aw:srtioo. These are, indeed. tud>ulcot times in the 
economic wodd and dem•nd, more than ever,. our :adhea:uce and :espect of the Code so 
that the Fum may continue to a:~joy the .illvesting pub.lic"s trust and c:onfideoce .in us. 

V er:y truly yours, 

r7~. 
~~WLEE 
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LI':HMAN BROTHERS INC. 
Minutes ofthe Audit Committee 

June 1 3, 2008 

A tckphonic meeting of the Audit Committee of Lehman Brothers Inc. ("LBI" or the 
'"Corporation'') wns held jointly with a meeting of the Audit Committee of Lehman Brothers 
lloldings Inc. ("lloldings" or, collectively with its subsidiaries, 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 
p.m., rursuunt to written notice. 

PRESF.NT- COMMITTEE MEMBERS 

Mr. Thomas H. Cruikshank (Chainnan) 

ALSO PRESENT BY lNVITATION 

Mes~rs. 

Sir 
Messrs. 

Ms. 
Messrs. 

Michael L .. !~J.Dslic ---~ 
·-RogerS. 13erlind 

Christopher Gent 
Martin Kelly 
lan Lowitt 
Ueth Rudofker 
William Schlich (Ernst & Young) 
Arthur F. Tully (Ernst & Young) 
JctTrcy A. Wclikson 

REVl KW OF EARNINGS PRESS RELEASE FOR THE THREE AND SIX MONTHS 
ENDED MAY 3 L 2008 

The Jirst order nl" business was the review of the Firm's earnings press release !'or the 
thrl.:'c and six months ended May 3 I. 2008. A drat\ of the press release and a potential appcndix 
bud been distributed to the Committee members prior to the meeting for their review. Mr. Kelly 
Jiscuss~:d the cnntents or the press release noting that the income statement infonnation was 
consistent with the;: Firm's pre·announcemcnt. He also pointed out that the balance sheet 
information and the information included in the potential appendix were largely new. Mr. Kelly 
l1ighlighted that asset reductions (both gross and net) were larger than anticipated in the pre­
announc~:ment and that there was no information in the Finn's upcoming release that was 
directionally adverse to the information previously disclosed in the pre.announcement. Mr. 
l.owitt describ<.'ll the plans for the earning contcrence call, which would include himself, Richard 
S. Fuld. Jr. and llcrb~rt H. McDade III, and would cover an even greater l~::;vel of detail than in 
pn~t earnings calls. 

Thl.:' CommiH~:c directed questions tu management regarding marks on rcsilkntial 
mortgage-related assets. including the column "Comparison to others" on page 5 of the pokntial 
appendix, a CN RC allegation about a principal investment being mis-marked. the Fim1· s June 
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perl'ormunec, credit ratings, und counterpurty reactions. The Committee also asked that the lirst 
senknel.! of the press rdeuse be revised to avoid u tone of blaming tlw loss solely on market 
conJitinns. The Committe:~ also asked to recdve Mr. ruld's quote and discussed the potential 
tone of such quote and of the earnings conlercncc cull. 

The Chairman asked Ms. RudotK.er to brief the Committee on u 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 
Firm's General Counsel and Ernst & Young have met with the employee various times to discuss 
the details or his concerns, and the employee has had the opportunity to meet separately with 
Ernst & 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 
issues have been idcnti tii.!d so far or are expected. Ms. Rudotker noted that the employee sent 
lhc letter just t1 few days prior to the J7irm's May reduction~in~forcc. At the time the letter was 
sent, a Jcdsion had already been made to eliminate the employee's position a::; part of the 
rcdm:tion-in- force. 

Therl.! being no further business, tlpon motion duly made and seconded, the meeting was 
adjourned. 

Respectfully submitted, 

JdTrey A. Wclikson 
Secretary 
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