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APPENDIX 23: ANALYSIS OF APB, JOURNAL ENTRY, CASH
DISBURSEMENT, AND JPMORGAN COLLATERAL

This Appendix 23 was prepared by Duff & Phelps and presents a summary of
the Duff & Phelps’s analysis of certain accounting and trade detail regarding potential
avoidance actions belonging to LBHI and LBHI Affiliates. First, Duff & Phelps
analyzed certain trade detail recorded in Lehman’s APB system (“APB”), which was a
central repository for data relating to several Lehman trading systems. Second, Duff &
Phelps analyzed certain manual journal entries affecting the Debtors” balance sheets,
which were recorded in Lehman’s corporate general ledger system (“DBS”). Third,
Duff & Phelps examined certain payments presented in the Statement of Financial
Affairs (“SOFA”) 3(b) schedules that the Debtors filed with the Bankruptcy Court.
Fourth, Duff & Phelps analyzed certain trade detail recorded in APB and corresponding
pledged account records, which were provided to the Examiner by Lehman, relating to
specific pledged collateral accounts. This final category of the analysis intended to
address whether counterparties may have seized assets held in certain pledged
collateral accounts without a corresponding cash payment or securities trade.

Duff & Phelps’s analysis in this Appendix provides a basis for certain of the
Examiner’s conclusions regarding potential avoidance actions belonging to LBHI and

LBHI Affiliates, discussed in detail in Section III.B.3.g, of the Examiner’s Report.



MEMORANDUM

To: The Examiner

From: Duff & Phelps, LLC

Subj ect: Avoidance Analysis - Review of APB Reporting System Data
Date: February 1, 2010

l. I ntroduction

This memorandum presents a summary of the procedures and findings of Duff & Phelps, LLC’s (“Duff &
Phelps’) analysis of certain trade detail recorded in Lehman’s APB trade reporting system (“APB”). The
objective of the analysis was to identify trades that Duff & Phelps believed present the greatest
probability of including avoidable transactions. The APB analysis discussed herein is one of four
complementary approaches for identifying potentially avoidable transactions. The remaining three
approaches, discussed in the attached exhibits, include (1) a review of certain manual journa entries
impacting the balance sheets of the Debtor Entities; (2) areview of payments presented in the Statement
of Financial Activity 3(b) (“SOFA”) schedules filed with the U.S. Bankruptcy Court by each of the
Debtor Entities;, and (3) an analysis of pledged collateral accounts subject to lien that may have been
seized by certain counterparties without a cash payment or asset trade. See Exhibits 1-3, respectively, for
additional details.

[1.  Executive Summary

Duff & Phelps's results consist of a pool of trades that are believed to represent a reasonable probability
of including avoidable transactions, a summary of which is presented in Table 1 below. To date, Duff &
Phelps has identified approximately 5,100 such tradesin APB that Lehman initiated from August 1, 2008
through September 19, 2008." A more detailed summary of these selected trades is presented in section
I X. Findings of this memorandum.

1The APB dataset was made available to Duff & Phelps on September 23, 2009, which provided alimited time
period to analyze the trade activity for the purpose of the Examiner’s objectives. Duff & Phelps focused the review
on trades occurring during the period August 1, 2008 through September 19, 2008. Duff & Phelps believesthat the
date range sel ected represents a period with a greater likelihood of avoidable trading activity due to Lehman’'s
perceived viability and the state of the overall financial markets at that time. Asaresult, it is possible that extending
the period to encompass 90 days or greater may not increase the occurrences of avoidable activity.
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Table 1 — Overall Summary of Findings

Grand Total for the Selected Counterparties Trade Count Principal Volume ($ millions)
Buy Sell Buy Sell

Principal Trades - Non Government Agency 106 116 1,517.6 1,907.2
Principal Trades - Government Agency 1,836 2,162 17,521.9 17,889.0
Loan vs Cash Trades 24 25 4575 4855
TBA or Unlisted Option Trades 456 398 37,487.3 41,695.4
Reverse Repo Trades 10 15 62.3 147.7

Total Selected Trades 2,432 2,716 $57,046.6 $62,124.8

Duff & Phelps performed an analysis of the executed prices for the approximately 5,100 trades
selected for additional review. See Exhibit 21 for a description of the protocol for and the
findings from this analysis.

I1l. Background

The Examiner requested that Duff & Phelps assist in determining whether certain transactions or transfers
made by Lehman are eligible for “avoidance” by the Lehman estate (the “Estate”). One of the primary
elements to be considered in an *“avoidance analysis” is whether Lehman received less than “reasonably
equivalent value” in a transfer with a third-party. As such, a primary objective of this approach to the
Avoidance Analysis was to identify trades that presented a relatively high probability of involving
possible mispricing that could have been detrimental to the Estate.  Another primary element is to
identify transfers that may be avoidable on the basis of the occurrence during a period of insolvency of
the Lehman entity. Hence we maintain the date information for such transfers pending a determination of
insolvency.

Relevance of the Avoidance Analysis:

Generally speaking, section 547 (Preferences) and section 548 (Fraudulent Transfers and Obligations) of
the Bankruptcy Code provide that a bankruptcy Trustee (“U.S. Trustee”) may nullify certain transfers
made by the debtor. Of particular interest, section 548 (Fraudulent Transfers and Obligations) specifies
that the U.S. Trustee has the right to “avoid” certain transfers made within two years of the petition filing
date if the debtor “received less than a reasonably equivalent value in exchange for such transfer or
obligation.”” Duff & Phelps sought to identify any such transfers which potentially left Lehman with less
than “reasonably equivalent value.” The purpose of this analysis is to identify trading patterns, trades of
interest or other activity with particular Counterparties that may warrant further investigation for potential
fraud or other avoidable activity.

One of the investigative duties of the Examiner, as ordered by the Bankruptcy Court, specifically relates
to the “avoidance” analysis presented herein. Namely, to investigate whether, “[t]he transactions and
transfers, including but not limited to the pledging or granting of collateral security interest among the
debtors and the pre-chapter 11 lenders and/or financial participants including but not limited to,
JPMorgan Chase (“JPMorgan”), Citigroup, Inc. (“Citi”), Bank of America (“BofA”), the Federal Reserve
Bank of New York and others.”

211 U.S.C. 8548(a)(1)(B).

® Order Directing Appointment of an Examiner Pursuant to Section 1104(c)(2) of the Bankruptcy Code, at p. 4,
Docket No. 2569, In re Lehman Brothers Holdings, Inc., No. 08-13555 (Bankr. S.D.N.Y. Sept. 18, 2008).
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Multiple Approaches to Avoidance Analysis:

In the pursuit to identify potentially avoidable transactions or transfers, Duff & Phelps undertook multiple
approaches, which are briefly summarized below. For further information regarding the methods
presented below, see Exhibits 1-3 for additional details.

1. APB analysis
For a financial institution such as Lehman, transfers of assets often involve trades of securities

(stocks, bonds, etc.). Institutions are required to keep systematic records of these trades, and the
transfers are observable in the firm’s trading systems. This memorandum focuses on data housed
in “APB,” which is a database that consolidated the trade records of multiple Lehman trading
systems. Further description of APB is presented below in section V. Introduction to the APB
System.

2. Journal entry analysis
In the ordinary course of business, a transfer of assets will be accompanied by one or more
journal entries. As such, it is possible to identify possible transfers or transactions of interest via
an analysis of the debtor’s journal entries. See Exhibit 1 for further discussion regarding this
approach.

3. Cash disbursements analysis
In the ordinary course of business, a transfer of cash out of an entity will be observable in the
company’s cash disbursement records. Given access to a firm’s cash management systems, it is
possible to identify transactions of interest by analyzing the cash payments. See Exhibit 2 for
further discussion regarding this approach.

4. Pledged collateral accounts analysis

In the period prior to the bankruptcy, certain counterparties that provided clearing services for
Lehman requested increases in pledged collateral as a prerequisite for continuing providing such
services. Such pledges of collateral often involved cash disbursements, which are subject to the
analysis described above. However, in circumstances where assets were seized from accounts
subject to lien, no cash or trade record exists. Given access to a firm’s pledged collateral
accounts, it is possible to identify seized assets and trace the assets back to the original legal
entity that provided the assets used for collateral. Duff & Phelps was provided with limited
access to certain Lehman pledged accounts at JPMorgan. See Exhibit 3 for a summary of
findings relating to tracing certain securities believed to be held in pledged accounts at JPMorgan
at September 12, 2008.

IV. The APB Approach

Procedure Overview:

Duff & Phelps’s study essentially entailed two distinct analyses: (1) systematically identifying trades that
appear to represent a high level of pricing risk; and (2) analyzing the executed prices to market value
prices for the flagged trades.* The results of the first analysis are summarized within this memo and
accompanying Exhibits 7-20. For the pricing analysis, see Exhibit 21 for details.

* Pricing risk denotes the possibility that a party to a trade could pay (receive) a price which is higher (lower) than
the fair market value. “Fair market value” is generally defined as the price at which a willing buyer and a willing
seller, both free from undue pressure, would arrive.
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Role of Lehman Brothers, Inc. in the APB Analysis:

Most of the trades that Duff & Phelps analyzed were initiated by Lehman Brothers, Inc. (“LBI”). Duff &
Phelps understands that LBI is not an LBHI chapter 11 debtor subsidiary or affiliate (“LBHI
Affiliate(s)”), and as such would typically be excluded from this avoidance analysis. While LBI is not a
debtor entity of interest, it was one of the two broker-dealers through which Lehman conducted its
trades.’> LBI is therefore included strictly for its role as an intermediary, and not as a debtor entity subject
to avoidable transactions.

Focusing the Analysis:

Duff & Phelps’s aim was to focus the analysis on trades that are most likely to be avoidable and which
were most likely to have had a significant impact on the Estate. To further these goals, Duff & Phelps
considered the following in its selection process:

= Date range of analysis

Duff & Phelps focused the review on trades occurring during the period of August 1, 2008
through September 19, 2008. Duff & Phelps believes that the date range selected represents a
period with a greater likelihood of avoidable trading activity due to Lehman’s perceived viability
and the state of the overall financial markets at that time.®

= Relationship between Lehman and its trading partner

There are always at least two sides to any trade. Intuitively, in order for one party to buy a
security, another party must sell it. When a trade is observed from a given entity’s vantage point,
the party on the other side of the trade is referred to as the “counterparty.” As such, for each trade
that Lehman enters into, there will be at least one counterparty to Lehman for that trade.’

It was assumed that transfers leaving Lehman with less than “reasonably equivalent value” were
more likely to occur when Lehman had a close relationship with its trading partner (i.e. related
parties). Intuitively, it makes more sense for Lehman to off-load value and provide benefit to a
partner with whom it has a well-established relationship, rather than a party with whom it has had
few dealings.

= Type of asset traded

It is more difficult to estimate the fair market value of certain types of assets than it is for others.
In financial reporting terms, “Level 1” assets are relatively easy to value because they have
readily observable prices. In contrast, “Level 2” and “Level 3” assets do not have readily
observable prices in the market. As such, they are more difficult to reliably estimate than Level 1
assets.

For example, determining a fair market price for U.S. Treasury Bonds, especially those that are
“on-the-run” (i.e. the most recently issued bond of a given maturity) is typically straightforward

> LB International — Europe (“LBIE”) was the other Lehman broker/dealer.

® The Barclays trades were analyzed for the two week period prior to its purchase of LBI on September 19, 2008.
This two-week period was selected for analysis in order to capture trading activity between Lehman and Barclays
that occurred during a time when it was heavily rumored that Barclays was a likely buyer, and the apparent risk of
potential fraudulent conveyance was considered “high.”

"It is possible to have more than one counterparty to a trade. For example, “tri-party” trades involve three parties,
where one entity acts as custodian or clearing entity.
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with very little variance between deals. This is because of the large volume of U.S. Treasury
Bonds sold on a daily basis. In other words, U.S. Treasury Bonds are highly liquid.® Conversely,
illiquid asset types that are highly customizable and/or trade infrequently, such as Residential
Mortgage-Backed Securities (“RMBS”) and Collateralized Mortgage Obligations (“CMO”), often
require the use of confidential sophisticated models to estimate value. Moreover, the estimates
that different parties arrive at may vary greatly depending on differences in model specification
and input assumptions.” Such securities are viewed as illiquid.

It was assumed that trades involving assets which are relatively more difficult to value (i.e.
illiquid assets) were more susceptible to manipulation by Lehman and/or its trading partners.

= Type of trade conducted
Lehman would have transferred out its own assets through trades conducted on its own behalf
(i.e. “Principal Trades”) and not those initiated on behalf of a Lehman client (i.e. “Agency
Trades™). Agency Trades were therefore not included in this analysis. Trades conducted with
subsidiaries (i.e. “Intercompany Trades”) were also not analyzed. These selection criteria are
discussed in greater detail in later sections of this memorandum. Examples of the types of trades
which could have facilitated Lehman off-loading value include, but are not limited to, the
following:
» Principal trades, trades in which Lehman sold a security and collected cash or other liquid
assets, bought a security and paid out cash or other liquid assets;
» Reverse Repo or Buy Sellback trades involving illiquid assets where the second leg of the
transaction (wherein Lehman would return the security and regain the related cash) was
not consummated before Lehman filed for bankruptcy.

= Dollar value of the trade

Trades involving larger dollar values are viewed as having a greater likelihood of having a
significant impact on the Estate. Moreover, the larger the value of the trade, the more room there
may have been for Lehman to off-load value and accept less than “reasonably equivalent value.”

V. Introduction to the APB System

The APB database is essentially a collection of hundreds of tables of data. In order to get a clear
understanding of a particular trade, Duff & Phelps needed to piece together information from various
tables using Structured Query Language (“SQL”) queries (this process is discussed in greater detail in a
later section). For example, one table would contain the unique trading account identifiers used by
Lehman, referred to internally as “Account REF IDs,” (“Account ID”), along with other descriptive
information regarding the trades associated with each Account ID. That information would be cross-
referenced to another table containing product information, which more fully describes the security being
traded, and yet another table containing counterparty information.

® Liquid assets are typically straightforward to value because, by definition, they are easily converted into cash, the
value of which is precisely known.

° For example, one assumption that is often needed for models used to estimate the value of Mortgage-Backed

Securities is the discount rate, which is often not readily observed in the market. All else equal, small changes in the
assumed discount rate can lead to very large differences in estimated value.
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APB is the system used to report trade information, but it is not the system into which trade information is
initially entered when a trade is enacted. Based upon Duff & Phelps’s extensive discussions with
Barclays, it is Duff & Phelps’s understanding that five back-office trading systems feed into the APB
reporting system. The five source systems are briefly described below. These source systems are
mutually exclusive, so the same trade cannot be observed in more than one trading system. While not all
counterparties are represented in each system, most are in MTS, and almost all are in ITS.

1. MTS Source System:
MTS is Lehman’s U.S.-based trading system containing fixed-income transactions.

2. ITS Source System:
ITS is Lehman’s international trading system that contained non-U.S. trades of both fixed-income
and equity transactions.

3. TMS Source System:
TMS is a U.S.-based system similar in nature to MTS, but which includes only equity
transactions involving LBI.

4. GL1 Source System:
GL1 (or Global 1) is a U.K.-based system which records stock/loan transactions. This source
system is of interest because stock/loans are a way to send assets off the books without receiving
cash in return.’® Duff & Phelps has petitioned PWC-UK for assistance to understand the system,
but this request has not yet been granted.

5. CDY Source System:
CDY is a system for commodities and foreign exchange transactions. Consistent with the type of
trades contained in CDY, the principal value for each trade therein is zero. Since trades with
principal value equal to zero represent no net impact to Lehman from the perspective of its
general ledger, to date Duff & Phelps has not analyzed data from the CDY system.

VI.  Accessing and Extracting Meaningful Data from the APB Database

Obtaining Access to APB:

Duff & Phelps contacted Barclays Capital Inc. (“Barclays”) regarding Lehman’s APB system. Since the
APB system houses an inordinate amount of data, approximately five terabytes, it was not made readily
available for Duff & Phelps to query. Rather, Duff & Phelps was limited to working through channels at
Barclays to access the needed data. Finally, on September 23, 2009 Duff & Phelps was granted access to
a database containing APB trade records dating back multiple years, enabling Duff & Phelps to perform
this analysis.

Collaborating with Barclays to Identify Principal Trading Accounts:

Duff & Phelps collaborated with the Barclays Global Accounts group to identify Principal Trading
Accounts for each of the selected counterparties. These Principal Trading Accounts were used for trades
directly with the counterparty on the counterparty’s own behalf. Duff & Phelps’s understanding is that
Agency Trading Accounts were used when the counterparty was trading on behalf of yet another party.

19 BI could have off-loaded value via stock/shorts if it lent a security to a short seller and did not receive that asset
back from the third party prior to filing for bankruptcy.
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This analysis also did not consider Intercompany Trading Accounts. Duff & Phelps has separately
assessed Intercompany issues. Based upon discussions with knowledgeable Barclays' professionals, Duff
& Phelps was able to identify Principal Accounts for specific counterparties using Account REF IDs,
which are unique trade account identifiers, and confined the sample to trades initiated with these
accounts.

Identifying Necessary Fields:

By explaining the purpose of APB’s numerous tables and what many of their fields signify, Barclays
professionals helped Duff & Phelps gain an understanding of which fields were necessary to extract from
the various data tables. Since data for a given trade was extracted from several distinct tables in APB, it
was of particular importance that Duff & Phelps use the appropriate identifying fields to extract the data
correctly.

The discussions Duff & Phelps had with Barclays regarding field definitions was also helpful from the
perspective of determining which fields might be relevant to this analysis. A discussion of the fields
included in Duff & Phelps’s analysis is provided below. Note that as of the date of this memorandum,
Duff & Phelps has not been provided with a comprehensive resource that describes all fields found in
APB. See Exhibits 4-6 for a glossary of relevant known terms/types.

Developing Queries:

Duff & Phelps had to ensure that each query captured all the relevant data necessary to analyze the trade,
which was an iterative process. The final syntax that was used to run the queries was tested by
reconciling trade data extracted from APB to similar queries in the source feeder systems (e.g. MTS) to
ensure that the output was identical or that any differences were fully understood.

Running Queries:

As stated above, the APB database is essentially a collection of hundreds of tables of data. Using SQL,"
Duff & Phelps was able to extract the relevant information through a series of queries.”? For technical
reasons, running queries on APB is a time-consuming process. While there is a wide variance in the
amount of time necessary to run a single query, the process can require multiple days if the queries are not
carefully constructed.

Given APB’s structure and the fact that Duff & Phelps’s focus was limited to Lehman’s Principal Trading
Accounts, the most efficient manner in which to extract data was by counterparty. Analyzing by
counterparty allowed Duff & Phelps to look for the trades by Principal Trade Account. In other words,
this type of search is conducted in a controlled environment where the trades are known a priori not to be
from the Agency or Intercompany Trading Accounts. From a feasibility perspective, it was important that
whatever process Duff & Phelps adopted minimize the amount of non-Principal Trading Account activity
that would be captured by Duff & Phelps’s queries. For example, if Duff & Phelps had extracted trade
data solely based upon asset type, the query would not have been able to return only trades from Principal
Trading Accounts. Some queries of this sort could not even be run because the computing power needed
was too great. Moreover, even if the query could be run, Duff & Phelps would have been required to
filter down the data “manually,” which would have been an additional time-consuming step. The

1 SQL, or “Structured Query Language,” is the standard computer database language used to organize, manage, and
retrieve date. See JAMES R. GROFF & PAUL N. WEINBERG, SQL: THE COMPLETE REFERENCE GUIDE 4 (McGraw-
Hill, 2nd ed. 2002) (1992).

12 Query denotes the process of requesting, and consequently receiving, specific data from a database. See id.
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difficulty in querying APB required a number of days working together with knowledgeable Barclays'
personnel in order to generate meaningful data for further analysis.

Furthermore, given the time-consuming nature of running APB queries, it is more efficient to extract all
of the fields for a trade that might be needed at one time, rather than through a series of extractions. As
stated above, Duff & Phelps does not have a resource which provides descriptions of all fields available in
APB. Duff & Phelps therefore selected a number of fields that had not yet been defined, some of which
may ultimately prove to offer no value in the analysis of the trades for avoidability. A summary of the
dataset Duff & Phelps extracted eventually included over 140 fields, but the analysis utilized
approximately 25 percent of these fields. See Exhibit 4 for a listing of the fields Duff & Phelps identified
as most relevant for the purpose of this analysis.

VII.  Sample Selection Process

Counterparties of Interest:

Duff & Phelps analyzed trading data for a total of 14 entities, which served as counterparties to Lehman
trades. Duff & Phelps initially chose 11 entities for its sample, and the Examiner requested that an
additional three entities be included.”® Counterparties that satisfied the following criteria were chosen
(See Table 2 below for a listing of the analyzed entities):

= Large banks / Clearing houses
An entity was considered to be a “large bank / clearing house” based upon the services provided
to Lehman and/or its level of trading activity. Also included in this group is the Federal Reserve
Bank of New York (the “Fed”). Duff & Phelps thought it important to review accounts of large
banks / clearing houses for a number of reasons. For example, the volume of trading an entity
engages in is likely to be positively related to size of the entity (by assets). Furthermore, the
dollar value of the trades is probably positively correlated with the entity’s size (by assets). As
such, it is likely that the larger banks would have engaged in a more frequent number and a
higher dollar volume of trades.

= Potentially related parties
Other counterparties that are potentially a related party with Lehman were also selected. The
Examiner selected certain counterparties of interest that had the appearance of being affiliated
with Lehman. The possibility of improper activity is greater with possibly affiliated
counterparties, which may have lead to opportunistic trading activity involving off-loading value
to related parties at the expense of the Estate.

= Counterparties trading in illiquid assets
Entities which were counterparties to trades with Lehman involving illiquid assets were selected.
Duff & Phelps selected these counterparties since Lehman would have been more likely to off-
load value when the fair market value of an asset is difficult to estimate, as is the case with
illiquid assets. A discussion of which assets Duff & Phelps considered to be illiquid and why is
further discussed below.

3 The Examiner requested that Duff & Phelps add HSBC, Standard Bank, and Barclays to the preliminary list of
selected entities.
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Table 2 — Selected Counterparties

Large Banks/Clearing Houses Potentially Related Parties Illiquid Asset Trading Partners
Bank of America Corporation R3 Capital Management, LLC Fortress Investment Group
Barclays Plc One William Street Capital Management Blackrock, Inc.
Citigroup, Inc. BlueMountain Capital Management LLC
HSBC Holdings Plc Stark Investments LP

JP Morgan Chase & Co.

The Bank of New York Mellon Corporation
The Federal Reserve Bank of New York
Standard Bank

Period of Interest:
For the full year prior to Lehman’s petition filing (September 1, 2007 through September 19, 2008), APB
contains more than five million trades between Lehman and the selected 14 counterparties.

The dataset was made available to Duff & Phelps on September 23, 2009, which provided a limited time
period to analyze the trade activity for the purpose of the Examiner’s objectives. Given the time
constraints, for the purpose of this analysis, Duff & Phelps focused the review on trades occurring during
the period August 1, 2008 through September 19, 2008." Duff & Phelps believes that the date range
selected represents a period with a greater likelihood of avoidable trading activity due to the state of
Lehman’s perceived viability and the overall financial markets at that time. As a result, it is possible that
extending the period to encompass 90 days or greater may not increase the occurrences of avoidable
activity.

Determining Trades of Interest:

In order to identify trades of interest, Duff & Phelps first removed trades with a number of characteristics
indicating that avoidability was unlikely. After trades with the following characteristics were culled, the
remaining pool consisted of trades representing, what Duff & Phelps believes to be, a selection with a
high probability of containing avoidable transactions.

= Cancelled trades were removed
Duff & Phelps removed all cancelled trades from its analysis.

= Exclusions based on ‘Principal Value’
Duff & Phelps removed all trades involving a principal value of $0 from the analysis.® These
observations were not included because they have a net zero impact on the firm’s general ledger.
Duff & Phelps also removed all trades with principal value less than $1 million from the sample.
This criterion was applied to reduce the sample size for review to a more manageable level with
an eye toward more significant amounts.

4 As previously noted, the Barclays trades were analyzed for the two week period prior to its purchase of LBI on
September 19, 2008. This two-week period was selected for analysis in order to capture trading activity between
Lehman and Barclays that occurred during a time when it was heavily rumored that Barclays was a likely buyer, and
the apparent risk of potential fraudulent conveyance was considered “high.”

15 Stock/loans contained in GLI 1 have a principal balance of zero. Due to the nature of GL1 transactions, these

trades have not been excluded from this analysis; however, as of the date of this memorandum, information relating
to these trades has not been provided to Duff & Phelps.
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= Exclusions based on ‘Trade Type’

Duff & Phelps removed all types of trades which could not have facilitated the transfer of value
out of the Estate. All “Agency Trades,” which can arise in Lehman’s Principal Trading Account
when a trade between a Lehman customer and a third-party goes through Lehman, but is not with
Lehman, were removed. “Cross Trades” were also excluded. Similar to Agency Trades, Cross
Trades involve a trade between two Lehman customers, where the trade goes through Lehman.
All Repos and Sell Buybacks Trades, wherein Lehman was the borrower of funds, were removed.
Finally, all Reverse Repos and Buy Sellback Trades where the “second leg” of the transaction
(wherein Lehman would return the security and regain possession of the cash) had been
consummated before Lehman filed for bankruptcy were eliminated. See Exhibit 5 for a
descriptive listing of the APB Trade Types.

= Exclusions based on ‘Asset Type’
Generally speaking, Duff & Phelps removed all Level 1 and certain Level 2 assets from the pool
since mispricing is unlikely in a highly liquid market. In other words, trades involving Level 1
and certain Level 2 assets were excluded because Lehman would not likely have been left with
less than “reasonably equivalent value” in the absence of significant mispricing.

In particular, Duff & Phelps removed all U.S. Treasuries (Bonds and T-Bills) and U.K. Gilt
Bonds. These securities were eliminated because the vast liquidity of their markets makes the
possibility of mispricing remote.

All investment grade corporate debt was removed from the sample, again because mispricing is
unlikely. Corporate bonds rated BBB- or higher and commercial paper rated A2 or higher are
generally denoted as investment grade. Debt of major utility companies was excluded, even if the
bonds were unrated. Foreign government bonds for developed countries were removed, as were
municipal bonds of investment grade or better. See Exhibit 6 for a descriptive listing of the APB
Asset Types.

= Trades involving exchange-listed assets were removed
Duff & Phelps also removed all trades of securities listed on an exchange, as their placement on
an exchange mitigates price risk. In other words, it is unlikely that Lehman would be able to
significantly misprice an asset on an exchange because the price data would be available to many
other interested parties who are aware of the fair market value.

After the above-specified exclusions were made, the trade types which remained were those in which: (i)
Lehman sold a security and collected cash or other liquid assets, (ii) bought a security and paid out cash
or other liquid assets, or (iii) engaged in a Reverse Repo or Buy Sellback Trade where the second leg of
the transaction was not consummated before Lehman filed for bankruptcy. Moreover, the pool of trades
that remained was populated with Level 3, and some Level 2, assets. Many of the included assets were
illiquid, such as non-agency RMBS.

VIII.  Selection for Secondary Review

The above selection process culminated in providing a pool of approximately 30,000 trades of interest out
of the original approximately 1 million trades extracted from the APB database. A second level review
process was then initiated, wherein Duff & Phelps targeted approximately 5,100 trades with the following
characteristics as meriting potential further review for possible avoidabilty:
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» The security’s “Principal Value’ was significant in size: Any trade in excess of $50 million was
given additional review if it was excluded based on the criteria previously established, unless it
involved a U.S. Treasury Security or a security issued by a large cap publicly traded company
(e.g. Wal-Mart).

= The security was an asset-backed security: RMBS in particular, given the market for such
securities at that time immediately prior to the bankruptcy filing.

= The security was a debt security and would likely be considered “junk” (i.e., not investment
grade).

= Lehman transactions in its own debt or equity securities.

IX.  Findings

Duff & Phelps’s objective was to identify transactions that present a high probability of involving
mispricing detrimental to Lehman. Duff & Phelps’s findings consist of a population of 5,148 trades that
Lehman initiated during the period August 1, 2008 through September 19, 2008, that merited further
analysis.

Duff & Phelps prepared a series of exhibits, one for each of the 14 entities that Duff & Phelps analyzed,
which contain details regarding the trades of interest. These exhibits are attached as Exhibits 7-20. Each
counterparty’s trading activity was carefully reviewed; trades qualified for further analysis in the context
of the avoidance analysis based upon criteria previously presented in Section VII and Section VIII, and a
summary of the findings presented therein, can be found in Tables 3 and 4 below.

Table 3 — Overall Summary of Findings (Same as Table 1 Above)

Grand Total for the Selected Counterparties Trade Count Principal Volume ($ millions)
Buy Sell Buy Sell

Principal Trades - Non Government Agency 106 116 15176 1,907.2
Principal Trades - Government Agency 1,836 2,162 17,521.9 17,889.0
Loan vs Cash Trades 24 25 4575 4855
TBA or Unlisted Option Trades 456 398 37,487.3 41,695.4
Reverse Repo Trades 10 15 62.3 147.7

Total Selected Trades 2,432 2,716 $57,046.6 $62,124.8
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Table 4 — Summary of Findings by Counterparty

Counterparty and Trade Type Description Trade Count Principal Volume ($ millions)

1.  One William Street Buy Sell Buy Sell

Principal Trades - Non Government Agency 2 7 19.5 49.4
2. BlueMountain

Principal Trades - Non Government Agency 1 5 35 20.2

Reverse Repo Trades 5 5 473 473
3. Stark

Principal Trades - Non Government Agency 3 3 23 6.3

Principal Trades - Government Agency 7 1 81.8 0.0

TBA or Unlisted Option Trades 7 8 474.1 384.3
4. R3

Principal Trades - Non Government Agency 19 16 64.0 48.0

Principal Trades - Government Agency 1 - 26.4

TBA or Unlisted Option Trades 26 26 199.2 199.2
5. Fortress

Principal Trades - Non Government Agency 2 16 8.0 78.1

TBA or Unlisted Option Trades 2 2 2538 218.6
6. Blackrock

Principal Trades - Non Government Agency 2 4 76.1 131.5

Principal Trades - Government Agency 643 648 10.186.6 10.543.6

Reverse Repo Trades 3 5 6.9 41.1

TBA or Unlisted Option Trades 172 178 8,627.8 11.739.6
7. JPMC

Loan vs Cash Trades 21 22 2238 271.7

Principal Trades - Non Government Agency 15 13 449 324

Principal Trades - Government Agency 782 356 3.684.9 2.689.0

TBA or Unlisted Option Trades 130 105 14.615.0 14.110.0
8. Bank of America

Principal Trades - Non Government Agency 3 - 47.2 218.0

Principal Trades - Government Agency 96 469 4509 1.378.1

TBA or Unlisted Option Trades 32 34 4.566.9 5.992.3
9. Bank of New York

Loan vs Cash Trades 3 3 233.7 213.8

Principal Trades - Non Government Agency 10 7 7105 5623

Principal Trades - Government Agency 51 64 88.2 2453

TBA or Unlisted Option Trades 13 5 68.8 14.9
10. Citigroup

Principal Trades - Non Government Agency 23 19 405.8 676.6

Principal Trades - Government Agency 246 612 2.986.3 2.967.1

Reverse Repo Trades 2 5 8.1 59.3

TBA or Unlisted Option Trades 72 40 8,677.7 9.036.6
11. HSBC

Principal Trades - Non Government Agency 6 11 235 542

Principal Trades - Government Agency 4 5 26.1 282

TBA or Unlisted Option Trades 2 - 4.1 -
12. The Fed

No trades qualified for further review*® n/a n/a n/a n/a
13. Standard Bank

No trades qualified for further review* n/a n/a n/a n/a

*Each counterparty’s trading activity was carefully reviewed and, based upon criteria previously presented in Section VII and
Section VIII, certain trades did not qualify for further analysis in the context of the avoidance analysis (for example, trades in
which Lehman received relative equivalent value in exchange for collateral).
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X.

Possible Additional Analyses

The scope of Duff & Phelps’s analysis was determined based upon the available time and data with the
purpose of identifying certain findings relevant to the Examiner’s report. The dataset that was prepared
for Duff & Phelps’s analyses is comprehensive and may be relevant to additional analyses. Examples of
such additional analyses are listed below.

Expanded Scope:

The trade review procedures outlined in this memorandum were limited to the time period between
August 1, 2008 and September 19, 2008. A potential additional analysis would be to increase the time
period to enc