FEDERAL RESERVE BANKof NEW YORK

33 LIBERTY STREET, NEW YORK, NY 10045-0001

THOMAS C. BAXTER, JR.

GENERAL COUNSEL AND
EXECUTIVE VICE PRESIDENT

October 15,2010

VIA E-MAIL AND FEDERAL EXPRESS

Ms. Wendy Edelberg

Executive Director

Financial Crisis Inquiry Commission
1717 Pennsylvania Avenue, NW
Suite 800

Washington, DC 20006-4614

Dear Ms. Edelberg:
Re: Financial Crisis Inquiry Commission Hearing on September 1, 2010

I write in response to your October 1, 2010 letter requesting additional information
following my appearance before the Financial Crisis Inquiry Commission on September 1, 2010.
I appreciate the opportunity to provide the Commission with this information, and | hope that
this letter and its enclosures will be helptul.

As 1s referenced in your letter, during the September 1 hearing, the Commissioners
questioned my fellow panelists and me on the nature of Lehman Brothers® access to the Primary
Dealer Credit Facility (“PDCF”) in the days immediately preceding and following the I.ehman
parent holding company’s (“LBHI”) bankruptcy filing. I will first describe the nature of that
access and then, to the best of my knowledge and recollection, recount the Federal Reserve Bank
of New York’s communications with Lehman Brothers regarding PDCF access over the course
of September 12, 2008-—September 14. 2008 (“Lehman Weekend”). Finally, to the extent I have
not already done so, I will address the specific questions that you posed in your October 1 letter.

Lehman’s Access to the PDCF

On March 16, 2008, the Board of Governors of the Federal Reserve System (the “Board™)
created the PDCF to offer primary dealers, such as Lehman Brothers’ broker-dealer (“LBI™),
overnight financing in consideration of a pledge of investment-grade debt securities. Given the
increasing liquidity pressure that primary dealers faced by Lehman Weekend, the Board voted on
Sunday, September 14, to expand access to the PDCF such that overnight financing could “be
secured by any collateral that is accepted by JPMorgan Chase & Co. or Bank of New York
tri-party repurchase agreement systems as of September 12, 2008, subject to any exclusions or
modifications by the Chairman.”' The purpose of this expansion was to provide a backstop to
the existing tri-party financing systems. Accordingly, I understand that the FRBNY advised the
dealers on Sunday, September 14 that it did not expect them to use the new guidelines to seek

' Resolution by the Board of Governors, September 14, 2008 (FRB to LEH Examiner 001 339) (Exhibit 1).
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financing above and beyond what they currently financed in tri-party, but rather, should the
dealers find themselves unable to finance assets that they had previously been able to finance in
tri-party, the PDCF would be available to finance those assets.

LBI was offered the same access to the PDCF on September 15 as the other 16 primary
dealers, with two exceptions. both of which were a product of the fact that LBI's parent would
then be in bankruptey. First, the FRBNY would apply steeper haircuts to LBI's collateral.
Credit extended through the PDCF was with recourse to the borrower as well as to the pledged
collateral. The steeper haircuts on LBI's collateral were taken to account for LBI's diminished
creditworthiness resulting from the loss of its parent’s support. Chris Burke, the Vice President
of the FRBNY managing the PDCF, sent Lehman a letter dated September 14, 2008, that
included these Lehman-specific haircuts.’

Second, the FRBNY asked LBI to certify that the securities that LBI pledged to the
PDCF on September 15 were in fact owned by LBI as of September 12 and had not since been
transferred from LBI’s parent, LBHI. * This certification was an important legal risk mitigant,
and was crafted in light of LBI's unique situation as a subsidiary of a bankrupt parent. Had
LBHI transferred securities to LBI, so LBI could then pledge them to the PDCF. those securities
could have become subject to a preference or fraudulent conveyance claim, leaving the FRBNY,
and consequently the taxpayers, undersecured. The FRBNY’s need to confirm that none of the
collateral that it held could be subject to a superior claim in the bankruptcy court may be what
Lehman personnel referred to as the “Friday criterion,” as described in the Valukas Report.*

I note that the Valukas Report turther states that on Sunday, September 14,
“Lehman.. learned that it was not eligible to use the window,” i.e. the PDCF.® It is certainly true
that LBHI was not then. nor ever was, eligible to borrow from the PDCF. nor was any other
parent company of a broker-dealer or any non-dealer eligible to borrow from the PDCF. As I
have described above, LBI, however, remained eligible to pledge the same categories of assets as
the other primary dealers, and as I describe below, the LBHI board was well aware of that fact as
it considered whether LBHI should file for bankruptcy.

* Letter from Chris Burke to Marco Brandimarte and Robert Guglielmo dated September 14, 2008 (fully executed
copy) (FRBNY-FCIC-General 10082357-10082363) (Exhibit 2).

* Email from Susan McLaughlin to Paolo Tannuci, September 15, 2008, 9:14 p.m. (FRBNY to Exam. 044228-
044231) (Exhibit 3). JPMorgan Chase, acting as the FRBNY’s collateral manager for the PDCF, also confirmed “to
the best of [its] knowledge” that Lehman did not pledge any LBHI collateral to the PDCF on September 15, 2008.
See Valukas Report, p.1536, n.5995 (citing JPM-2004 0031195) (Exhibit 4).

* Valukas Report, p.722, n.2822.

* Valukas Report, p.722 (citing the Examiner’s interview of Richard S. Fuld, Jr., April 28, 2009, at p.13).
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Communications Between the FRBNY and Lehman Brothers

As the Commission is aware, I, along with Securities and Exchange Commission
("SECT) Chairman Christopher Cox and other colleagues from the SEC, joined the LBHI board
meeting by telephone on Sunday, September 14, as the LBHI board deliberated on whether
LBHI should file for bankruptcy. The minutes of that meeting make abundantly clear that
LBHI’s directors, officers, and counsel all understood that LBI would have full access to the
PDCE on Monday. September 15, as well as going forward. The minutes indicate that LBI's
access to the PDCF was in no way contingent upon LBHI filing for bankruptcy. As the minutes
state unequivocally on page five:

In response to a question as to whether the offer of assistance to the broker dealer was
dependent on the Corporation filing for bankruptcy, Mr. Baxter indicated that such
assistance was not dependent on a bankruptcy filing.®

I would also like to note for the Commission that the LBHI board minutes are extremely
helpful in establishing two other important points that were raised during the September 1

hearing:

l. Lehman was insolvent.

With regard to the question whether Lehman Brothers was in sound financial condition
on September 14, 2008, and had plenty of good collateral, the minutes reflect that attorneys from
Weil. Gotshal & Manges LLP, LBHI's bankruptcy counsel. advised the Lehman board that “it
was likely the Corporation would ultimately have to file for protection under Chapter 117 (p. 4),
and the Lehman board recognized that bankruptey was an “ultimate inevitability” (p. 5).

2. Lehman’s decision to file for bankruptcy was its own.

The minutes also reflect that the Government representatives took pains to emphasize that
the decision to file for bankruptcy was entirely the board’s own:

In response to the board’s questions regarding the necessity and implications of a
bankruptcy filing. the Representatives of the SEC and the Fed caucused off-line and then
responded that this was a decision to be taken by the board, that they did not wish to
discuss the pros and cons of this decision, rather their purpose was to emphasize that a
decision needed to be made soon.”

® Lehman Brothers Holdings Inc., Minutes of Meeting of Board of Directors (Sept. 14,2008), at p. 5
(LBEX - AM 003932) (emphasis added), available at: MQ://lehmam‘epon.jenner.com/VOLUME%ZOZpdf(Exhibit
5).

7 1d. at p. 4.



FEDERAL RESERVE BANKof NEW YORK

Ms. Wendy Edelberg
October 15,2010
4

Finally, the minutes reflect the Lehman board discussing with its counsel “the advantages
and disadvantages of a bankruptey filing, including” ten considerations that had to be taken into
account, such as the “potential difficulty in meeting payment obligations the next day,” “the
advantages to selling LBHI’s subsidiaries as part of the bankruptcy process,” and “the possibility
that a filing may facilitate a more orderly unwind of the book,™ among others. (p. 5)

Returning to Lehman’s understanding of its access to the PDCF, internal FRBNY emails
reflect that LBHI's bankruptey counsel was advised early that Sunday afternoon that Lehman’s
broker-dealer would continue to have access to the PDCF.® That evening, Mr. Burke held a call
with all of the primary dealers to explain the newly expanded access to the PDCF.” The FRBNY
then transmitted Mr. Burke’s letter to LBI via email at 2:24 a.m., September 15, to provide
formal documentation of the new PDCF asset classes and haircuts that had been discussed earlier
on September 14."° I note that while Mr. Burke’s letter plainly evidences the fact that LBI
continued to have access to the PDCF as of the start of business on September 15, 2008, the
letter formalized and memorialized conversations that the FRBNY had with Lehman throughout
that Sunday, September 14.

Additional Questions Posed by the FCIC

1. Please provide an executed copy of Chris Burke’s September 14™ letter clarifying
Lehman’s abilities to draw on the PDCF. In addition, please verify when and by whom the
Burke letter was received.

As noted above, I have attached an executed copy of Mr. Burkes September 14 [etter to
this letter as Exhibit 2. Exhibit 8 reflects that Mr. Burke’s letter was transmitted via email by
FRBNY attorney Catherine Kung to Robert Guglielmo and another individual at Lehman at 2:24
a.m. on September 15. We have no record that this email was returned. Conscquently, we
believe that the email was received by Lehman at approximately the time it was sent.

2. Please reconcile differences between your testimony and the Valukas Report which
states: “The FRBNY limited the collateral LBI could use for overnight financing to the
collateral that was in LBI’s box at JP Morgan as of Friday, September 12, 2008. That
restriction was referred to as the ‘Friday criterion.’”

¥ “Update: We informed Weil of the expansion of the PDCF collateral and that it would not be available in the event
the US BD [broker-dealer] filed bankruptcy. Weil informed us that the firm had no intention of filing the BD and
was committed to working with the SEC SIPC and Fed on an orderly winddown.” Email from James P. Bergin to
William Dudley, et al, September 14, 2008, 2:1 5p.m. (FRBNY-FCIC-General 10082364 ) (Exhibit 6).

’ Email from Chris Burke to Shari Leventhal, September 14, 2008, 11:48 p.m. (discussing earlier call with primary
dealers) (FRBNY-FCIC-General 10082365) (Exhibit 7).

' Email from Catherine Kung to Marco Brandimarte and Robert Guglielmo, September 15, 2008, 2:24 a.m.
(FRBNY-FCIC-General10082366) (Exhibit §8).



FEDERAL RESERVE BANKof NEW YORK

Ms. Wendy Edelberg
October 15, 2010
5

[ discuss the terms of LBI's September 15 PDCF borrowing above as well as the possible
meaning of the term “Friday criterion.” Please let me know if you have any additional questions.

3. Please provide the Federal Reserve Board’s or Federal Reserve Bank of New York’s
evaluation of the potential impact of a Lehman bankruptey on the economy and the
finaneial system.

l'am not aware of a stand-alone analysis conducted either at the Board or at the FRBNY
that purported to quantity the impact of a theoretical Lehman bankruptcy upon the economy and
the financial system. The FRBNY, however, worked on understanding the potential impact of a
Lehman bankruptey upon various counterparties and financial sectors in the days and weeks
leading up to LBHI's ultimate filing. We have previously produced to you documents that
reflect this work, and I have attached as Exhibit 9 a list of the corresponding Bates ranges.

4. Please provide any information or views of the Federal Reserve Bank of New York or its
staff concerning (1) the role of derivatives in the run on and/or failure of Lehman or (2) the
impact Lehman’s failure had on the derivatives market.

We have previously produced to you documents related to these topics, and I have
attached as Exhibit 10 a list of the corresponding Bates ranges.

5. Please report the dollar value of the shortfall of Lehman collateral relative to the
collateral necessary to issue a bridge loan or other secured assistance to Lehman on
September 14, 2008.

As far as I am aware, the possibility of extending a so-called “bridge loan” to LBHI on
September 14 was never seriously considered by the Federal Reserve because such a loan. as I
said during the Commission’s September 1, 2010 hearing, would have been a bridge to nowhere.
This view was not simply my own, but rather at the time was held throughout the U.S.
Government, broadly among Lehman’s counterparties, and even by Lehman itself. As noted
above, by September 14, 2008, LBHI’s own board had concluded that bankruptcy was an
“ultimate inevitability.”"" Ot course, after LBHI filed for bankruptcy, the FRBNY did extend on
September 15 an aggregate amount of credit of approximately $60 Billion to LBI, which enabled
LBI to continue in business. This extension of credit was secured by a pledge of collateral that
we valued at more than $60 Billion. To keep all of Lehman operating as a going concern, rather
than only the U.S. broker dealer, would have required a vastly greater amount of credit and
collateral.

"' Lehman Brothers Holdings Inc., Minutes of Meeting of Board of Directors (Sept. 14, 2008), at p. 5
(LBEX - AM 003932), available at: ht’tp://lelm]anreport.iennencom/VOLUME%Q()Q.pdf(Exhibit 5).
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During the Commission’s September 1, 2010 hearing, my colleague, Scott Alvarez, in
answering a question from Commissioner Hennessey, described why such a hypothetical “bridge
loan” would have been a mistake, in a manner far more eloquent than 1. He said: “I think that if
the Federal Reserve had lent to Lehman [meaning the parent] that Monday in a way that some
people think — without adequate collateral and without other security to ensure repayment — this
hearing and all other hearings would have only been about how we had wasted the taxpayers’
money.” " [ adopt Mr. Alvarez’s response here as my own.

Again, | appreciate this opportunity to provide the Commission with additional
information, and please do not hesitate to contact me if you have any further questions.

Very truly yours,

Thomas C. Baxter, Jr.

General Counsel and / 1

Executive Vice President /
—

Enclosures

¢t Phil Angelides, Chairman, Financial Crisis Inquiry Commission
Bill Thomas, Vice Chairman, Financial Crisis Inquiry Commission

2 Transcript of FCIC Hearing, “Too Big to Fail: Expectations and Impact of Extraordinary Government
Intervention and the role of Systemic Risk in the Financial Crisis,” September 1, 2010, at p. 67.
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RESOLUTION
Given the unusual and exigent circumstances and pursuant to section 13(3)
of the Federal Reserve Act, on March 14, 2008, the Board authorized the
Federal Reserve Bank of New York to establish a facility to extend
overnight credit to primary dealers that must be secured to the satisfaction of
the Reserve Bank and may be secured with a broad range of investment-
grade debt securities. In light of the continued unusual and exigent
circumstances, the Board modifies its prior authorization to extend credit to
primary dealers to permit the credit to be secured by any collateral that is
accepted by the JPMorgan Chase & Co. or Bank of New York tri-party
repurchase agreement systems as of September 12, 2008, subject to any
exclusions or modifications determined by the Chairman. All other
conditions on the Board’s initial approval of the credit facility remain

unchanged.

HIGHLY CONFIDENTIAL FRB to LEH Examiner 001339
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FEDERAL RESERVE BaNK OF NEW YORK

" New YoRrk, N.Y. 10045-0001

TELEPHONE 212-720-8599
FACSIMILE 212-720-1794

CHRISTOPHER R. BURKE
MARKETS OFFICER

September 14, 2008

VIA EMAIL

Mr. Marco Brandimarte

Assistant Vice President

JPMorgan Chase Bank, N.A.

3 Chase Metrotech Center, 5™ Floor
Brooklyn, NY 11245-0001
marco.brandimarte @jpmorgan.com

Mr. Robert Guglielmo

Senior Vice President

L.ehman Brothers Inc.

Capital Markets Contracts — Legal

1271 Avenue of the Americas, 43" Floor
New York, NY 10020-1300
rgugliel@lehmzm.com.

Dear Messrs. Brandimarte and Guglielmo:

Reference is hereby made to (1) the Master Open Market Agreement,
dated as of October 21, 1996, as amended, supplemented or modified from time to time
("MOMA") between Lehman Brothers Inc. (“Dealer’”) and the Federal Reserve Bank of
New York ("FRBNY™), (2) the Custodial Undertaking In Connection with Master Open
Market Agreement, dated as of October 1, 1999, as amended, supplemented or modified
from time to time (“MOMA Tri-Party Agreement”) among Dealer, FRBNY and
JPMorgan Chase Bank, N.A. (formerly, The Chase Manhattan Bank) and (3) the Legal
Terms and Conditions for Primary Dealer Credit Facility, dated March 16, 2008 (*“Terms
and Conditions”) and the related Acknowledgment and Agreement to the Terms and
Conditions executed by Dealer.

As discussed with your firms, FRBNY will be amending the Schedules of
Eligible Securities with respect to any Repurchase Transaction (as defined in the
MOMA) undertaken by Dealer and FRBNY pursuant to the Primary Dealer Credit
Facility (“PDCF") under the MOMA and the Terms and Conditions. Please find attached

FRBENY-FCIC-

Confidential
General0082357



to this letter a copy of the revised Schedules of Eligible Securities that should be
substituted for the Schedules of Eligible Securities to Custodial Undertaking in
Connection with Master Open Market Agreement (PDCF) that currently form part of the
MOMA Tri-Party Agreement. The revised Schedules attached hereto shall be effective

as of the date of this letter.

Please have an authorized officer(s) acknowledge and accept this letter by
executing three (3) copies of this letter, fax or email one executed copy to the attention of
Catherine Kung, Federal Reserve Bank of New York, at (212) 720-6297 or
Catherine kung@ny.frb.org, as applicable, and return the executed originals by same-day

messenger to FRBNY as follows:

Attention: Catherine Kung
Federal Reserve Bank of New York
33 Liberty Street, 7™ Floor

New York, NY 10045

Thank you for your prompt attention to this matter.

Christopher R. Burke
Assistant Vice President

Acknowledgment and Acceptance (which may be executed in counterparts) as of
September 14, 2008:

LEHMAN BROTHERS INC.

By:

Name:
Title:

JPMORGAN CHASE BANK, N.A. (formerly, THE CHASE MANHATTAN BANK)

By ﬁ»«wéM

Name: .
Title: Marco Brandimarte
Assistant Vice President
JPMorgan Chase Bank M ©

FRBNY-FCIC-

Confidential
General0082358
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to this letter a copy of the revised Schedules of Eligible Securities that should be
substituted for the Schedules of Eligible Securities io Custodial Undenaking in
Connection with Mas:er Open Market Agreement (PDCF) that currently foim part of the
MOMA Tri-Party Agreement. The revised Schedules attached hereto shall be effective
as of the date of this leter.

Plcasc have an autharized officer(s) acknowledye and accept this letier by
cxceuting three (3) copies of this lenter, fax or email unc exceuted copy fo the attention of
Catherine Kung, Federal Reserve Bank of New York, at (212) 720-6297 or
Catheyine kung @ny. frb.org, as applicable, and return the executed originals by same-day
messenger to FRBNY as follows:

Artention: Catherine Kung
Federal Reserve Bank of New York
33 Libeny Sueet, 7™ Floar

New York, NY 10045

Thank you for your prompt attention o this matter,

Very truly yours,
W

Christopher R. Burke
Assistant Vice President

Acknowledgment and Acceptance (which may be exceuled in counterparts) as of
September 14, 2008:

LEHMAN BROTHERS INC.

'-'/' /%/' 7
by [l /’/&_/

Name: .
Title:  Robert B Gupliclmo
L Senjor Viee President

JPMORGAN CHASE BANK. N.A. (formerly. THE CHASE MANHATTAN BANK)

Naine:
Tiile:
Marco Brandimarte
Assistant Vice Pregident
JPMorgan Chase Bank N.A.
3
Confidential
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Lehman Brothers

Effective September 14, 2008

To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)

Schedule of Eligible Securities

DIRECT OBLIGATIONS OF THE U.S. TREASURY

Margin

Security Type Percentage
Bills Lo, 101%
Notes and Bonds (including Inflation-Indexed Securities):

Up to and including 3 years remaining maturity ................................ 101%

Greater than 3 and up to and including 5 years remaining maturity ......... 102%

Greater than 5 and up to and including 10 years remaining maturity ........ 102%

Greater than 10 and up to 30 years remaining maturity ........................ 103%

STRIPS and Private Label Treasury Backed (including Strips of Inflation Indexed Securities):

Confidential

Up to and including 3 years remaining maturity ................................ 101%

Greater than 3 and up to and including 5 years remaining maturity ..........102%

Greater than 5 and up to and including 10 years remaining maturity ........ 103%

Greater than 10 and up to and including 20 years remaining maturity ...... 104%

Greater than 20 and up to and including 30 years remaining maturity ...... 106%
Page 1 of 4

To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)
Schedule of Eligible Securities
JP Morgan Chase

FRBNY-FCIC-
General0082360



Lehman Brothers Effective September 14, 2008

To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)
Schedule of Eligible Securities

DIRECT OBLIGATIONS OF THE FOLLOWING FEDERALLY RELATED
ENTITIES:

Farm Credit System Financial Assistance Corporation;

Federal Agricultural Mortgage Corporation (Farmer Mac);
Federal Farm Credit Banks Funding Corporation (Farm Credit System);
Federal Home Loan Bank System;

Federal Home Loan Mortgage Corporation (Freddie Mac);
Federal National Mortgage Association {(Fannie Mae);
Financing Corporation (FICO);

Resolution Funding Corporation (REFCQO);

Student Loan Marketing Association (SLMA); or
Tennessee Yalley Authority

Margin

Security Type Percentage
DISCOUNE NOUES .ottt it e e e e e, 101%
Fixed and Floating Rate Debentures

Up to and including 3 years remaining maturity ........................o.oo.. 101%

Greater than 3 and up to and including 5 years remaining maturity ..........102%

Greater than 5 and up to and including 10 years remaining maturity ........ 103%

Greater than 10 and up to 30.5 years remaining maturity ..................... 104%
Interest and Principal Strips

Up to and including 3 years remaining maturity ........................ [T 102%

Greater than 3 and up to and including 5 years remaining maturity ..........102%

Greater than 5 and up to and including 10 years remaining maturity ........103%

Greater than 10 and up to and including 20 years remaining maturity ...... 105%

Greater than 20 and up to and including 30.5 years remaining maturity ....108%

0)) Margin percentages apply to all existing and potential future obligations of the type
indicated, regardless of current security types outstanding.

2) Obligations of other federally related agencies not listed above have been excluded on the
basis of operational experience and/or limitations of triparty custodian.

Page 2 of 4
To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)
Schedule of Eligible Securities
JP Morgan Chase

Confidential FRBNY-FCIC-
General0082361



Lehmaii Brothers Effective September 14, 2008

To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)
Schedule of Eligible Securities

AGENCY AND PRIVATE LABEL MORTGAGE-BACKED SECURITIES

PASSTHROUGHS AND CMOS
Margin

Security Type Percentage
Agency Single-Family, Fixed-Rate Pass-through Secutities
(Regardless of original maturity of underlying mortgages)

Up to and including 20 years remaining maturity ..................coooveen... 105%

Greater than 20 and up to and including 30 years remaining maturity .......106%
Agency Single-Family, Adjustable Rate Pass-through Securities
(Regardless of original maturity of underlying mortgages)

" Up to and including 20 years remaining maturity .......................oooe.. 105%

Greater than 20 and up to and including 30 years remaining maturity ......106%
Agency REMICS/CMOSs (@ll tyPes)....oouioeei i e, 120%
Private Label Passthroughs and CMOs (all types)

BBB-/Baa3/BBB- Rated or better (by at least 2 rating agencies)............. 120%

120%

Al other. ..o

(1) Agency refers to securities issued and/or fully guaranteed by the Government National
Mortgage Association, Federal Home Loan Mortgage Corporation, Federal National
Mortgage Association, Farmers Agricultural Mortgage Corporation or Small Business
Administration.

(2) CMOs include CMBS

Page 3 of 4
To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)
Schedule of Eligible Securities
JP Morgan Chase

Confidential FRBNY-FCIC-
General0082362



Lehmaa Brothers Effective September 14, 2008

To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)
Schedule of Eligible Securities

AUCTION RATE NOTES, MUNICIPAL SECURITIES, CORPORATE SECURITIES,
ASSET BACKED SECURITIES (INCLUDING CDOS, CBOS, CLOS),
INTERNATIONAL AGENCIES, MONEY MARKET INSTRUMENTS, TRUST
RECEIPTS, WHOLE LOANS, EQUITIES AND EQUITY DERIVATIVES

Margin

Security Type ’ Percentage
Auction Rate Notes.............. e e 120%
Municipal SECUMTHES. .. ... ... 120%
Corporate Securities

Meditm Termm NOLES. ...t e 120%

Bonds......ooooiiiii e 120%
Asset Backed Securities

BBB-/Baa3/BBB- Rated or better (by at least 2 rating agencies)..................... 120%

AL OthEr. . 120%
International AgEncy SeCUIItes. ... . ..o it e, 120%
Money Market Instruments

Commercial Paper................. S 120%

Bankers ACCEPIAnCes. ... . ... 120%

Certificates Of DEPOSIt........ it e, 120%
Trust Receipts. . ..o o 120%
Whole Loans. .. ..o 120%
Equities and Equity Derivatives...............oii i 120%

Paged of 4
To Custodial Undertaking in Connection with Master Open Market Agreement (PDCF)
' Schedule of Eligible Securities
JP Morgan Chase

FRBNY-FCIC-

Confidential
General0082363
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Highly Confidential New York Fed Information

Susan McLaughlin /INY/FRS To paolo.tonucci@lehman.com

09/15/2008 09:14 PM cc "William Walsh" <william. walsh@ny.frb.org>, Joseph
Sommer/NY/FRS, Shari Leventhal/NY/FRS@FRS

bee
Subject Re: FW: Additional request for informationf]

Hi Paolo - we are close, this is what my lawyers are suggesting - can you send this to us?

The debtor, Lehman International Holdings Inc, is not the holder of the collateral being pledged to the
Federal Reserve to support an extension of credit from the PDCF, The collateral belongs to Lehman
Brothers International, the broker dealer, and was owned by LBI as of the close of business Friday 9/12.

Susan McLaughlin

Markets Group

Federal Reserve Bank of New York
1.212.720.1321

FHRA KA F R FRA AN R e e R e e R R R R R K KRR

The accompanying document(s) is the property of the Federal Reserve System. If you are an unintended
viewer or recipient, please contact the sender and arrange for the retrieval of the document(s). Any
unauthorized disclosure of the contents of the document(s) may subject the person(s) disclosing or
receiving the information to civil and crimina! sanctions .

"Tonucci, Paolo" <paolo.tonucci@lehman.com>

"Tonucci, Paolo"

<paolo.tonucci@lehman.com To <Susan.McLaughlin@ny.frb.org>
>

09/15/2008 09:02 PM.

cC

Subject  FW: Additional request for information

fyi

From: Tonucci, Paolo

Sent: 15 September 2008 20:51

To: Azerad, Robert; 'Susan.McLaughlin@ny.frb.org’

Cc: Fleming, Dan (TSY); Lowitt, Ian T; jeffrey.moore@ny.frb.org'; Vecchio, Laura M;
jan.voigts@ny.frb.org'; Feraca, John

Subject: RE: Additional request for information

[ arh still waiting for the final numbers but my expectation is:

- the ¢ollateral was: in the broker dealer
- no-new collateral was moved into the broker dealer
- the Friday criteria was met.

Paolo

From: Tonucci, Paolo

Sent: 15 September 2008 18:48

To: Azerad, Robert; 'Susan.McLaughlin@ny.frb.org'

Cc: Fleming, Dan (TSY); Lowitt, Ian T; ‘jeffrey.moore@ny.frb.org'; Vecchio, Laura M;

FRBNY to Exam. 044228



Highly Confidential New York Fed Information

jan.voigts@ny.frb.org'; Feraca, John
Subject: RE: Additional request for information

this is what | have (collateral value rather than pledge value) - post haircuts expect to be around $24 bill.,

co¢ MARKETVAL |
TREASURY  Market>>  841487.048.03
TSYSTRP Marke(>>  600,556.720.83
AGENCY  Market>> | 285422058161
GNMA  Market>>  202,766.698.37
AGENCYREMIC  Market>> | 654.726,186.28
AGENCY REMIC STRIPS  'Market>> | 1435,007.187.21
CORPORATES  Market>>  5.366.995.320.43
ABS D tket>> | 3735403.997.54
PRIVATELABEL CMO  Market>> ~ 1,618822417.00 |
MONEY MARKETS M:Marku >> | |

- 3.675267.94007
MUNICIPALS ‘Market>> | 451,616,369.31 |
DQUITIDS . Maket>> 57295638107

From: Azerad, Robert

Sent: 15 September 2008 16:38

To: 'Susan.MclLaughlin@ny.frb.org'

Cc: Fleming, Dan (TSY); Lowitt, Ian T; jeffrey.moore@ny.frb.org; Vecchio, Laura M; Tonucci, Paolo;
jan.voigts@ny.frb.org; Feraca, John

Subject: RE: Additional request for information

Susan

Here isa rough estiniate of how much we are planning to fund through the PDCF tonight (in $ billions):

ABS + P/L 7.0

Agency MBS Strips 3.0

1G Corporates 6.1

NIG Corporates 1,8

Munis 3.2

Cp 5.0

Equities 8.0 (may be revised down)

Total 34.0

This would include ~$3 billion of positions that were in the box as of Friday night.
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Raobert

From: Susan.McLaughlin@ny.frb.org [mailto:Susan.McLaughlin@ny.frb.org]

Sent: Monday, September 15, 2008 4:17 PM

To: Azerad, Robert

Cc: Fleming, Dan (TSY); Lowitt, lan T; jeffrey. moore@ny.frb.org; Vecchio, Laura M; Tonucci, Paolo;
jan.voigts@ny-frb.org

Subject: Re: Additional request for information

Thanks for the information you'd sent earlier on your box trade and DVP repo collateral. Can you please
tell us asap whether you have put any of this collateral to JPMC for pledge to the PDCF? I'd like to know
whether the collatéralization decision that we 'l be getting from JPMC shortly includes any collateral that

was notin triparty this morning. Thanks.

Susan McLaughlin, VP

Co-Head, Liquidity and Risk Management
Markets Group

Federal Reserve Bank of New York
1.212.720.1321
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The accompanying document(s) is the property of the Federal Reserve System. If you are an unintended
viewer or recipient, please contact the sender and arrange for the retrieval of the document(s). Any
unauthorized disclosure of the contents of the document(s) may subject the person(s) disclosing or

receiving the information to civil and criminal sanctions .

"Azerad, Robert" -
<RAzerad @lehmari.com> © <susan.mclaughlin@ny frb.org>, <jeffrey.moore@ny.frb.org>, <Jeremy.Forster@ny:frb.org>

cc "Vecchio, Laura M" <LVecchio@lehman.com>, "Lowitt, lan T" <ilowitt@lehman.com>, "Tonucci,
09/15/2008 01:50 PM Paolo" <paolo.tonucci@lehman.com>, "Fleming, Dan (TSY)" <dfleming@lehman.com>
Su Additional request for information
bie
ct

Please find enclosed the triparty rep¢ trade file showing market value.
File sent last night showed pledge (principal) value. We estimate that

the new PDCF haircuts that we received this morning will result in a $4
billion drain of liguidity for the repo trades maturing today (average

haircut goes from 4% to 9%).

Call me with any questions.

Regards,

<<PDCF Eligibility Triparty_LBI_as of 091208 _Market value.xls>>
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> Robert Azerad

> Global Head of ALM

> Lehman Brothers
