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INTRODUCTION

Lehman Brothers Holdings Inc. (“LBFI and certain of its direct and
indirect subsidiaries, as debtors (collectivelye ttbebtors), submit this Disclosure
Statement pursuant to section 1125 of title 1heflnited States Code (the “Bankruptcy
Codé) to holders of Claims against and Equity Intesest the Debtors for (i) the
solicitation of acceptances of each of the Debtgisins under Chapter 11 of the
Bankruptcy Code, dated April 14, 2010, as the sarag be amended (the “Planfiled
by the Debtors with the United States Bankruptcur€tor the Southern District of New
York (the “Bankruptcy Cout} and (ii) the hearing to consider confirmationtbé Plan
(“Confirmation Hearint) scheduled for | |. Unless otherwise defifmerein, all
capitalized terms contained herein have the meanasgribed to them on Schedule A
attached hereto.

The key Exhibits attached to this Disclosure Statetnmclude:
* The Chapter 11 Plan (Exhibit 1)

 The Balance Sheets of each Debtor (i) as of Semeiw 2008;
(i1) as of the applicable Commencement Date forhHaebtor; (iii)
as of June 30, 2009; and (iv) as of December 30926 be
provided when issued (Exhibits 2A, 2B, 2C and 2D)

* The Recovery Analysis for Each Debtor (Exhibit 4)

* The Liquidation Analysis for Each Debtor (Exhib)t 5

» Debtors’ Estimates of Claims and Claims Data (Eil&)p
» Five-Year Cash Flow Estimates (Exhibit 7)

A Ballot for the acceptance or rejection of therPis enclosed with the
Disclosure Statement mailed to the holders of Cdaihat the Debtors believe may be
entitled to vote to accept or reject the Plan.

On __, 2010, after notice and a hearing, the BatkyuCourt approved
this Disclosure Statement as containing adequébensation of a kind and in sufficient
detail to enable a hypothetical investor of theevaht classes to make an informed
judgment whether to accept or reject the Plan (fDesclosure Statement Ordgr
APPROVAL OF THIS DISCLOSURE STATEMENT DOES NOT, HGWVER,
CONSTITUTE A DETERMINATION BY THE BANKRUPTCY COURTAS TO THE
FAIRNESS OR MERITS OF THE PLAN.

The Disclosure Statement Order sets forth in degaiong other things,
the deadlines, procedures and instructions fomgatib accept or reject the Plan and for
filing objections to confirmation of the Plan, thecord date for voting purposes and the
applicable standards for tabulating Ballots. Irdiadn, detailed voting instructions

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 1



accompany each Ballot. Each holder of a Claimtledtito vote on the Plan should read
the Disclosure Statement, the Plan, the DiscloSta¢ement Order and the instructions
accompanying the Ballots in their entirety befooting on the Plan. These documents
contain important information concerning the clasation of Claims and Equity
Interests for voting purposes and how the votekheitabulated. No solicitation of votes
to accept or reject the Plan may be made excemupnt to section 1125 of the
Bankruptcy Code.

. OVERVIEW OF THE PLAN

For a more detailed description of the Plan, redesection X—"Summary
of the Chapter 11 Plan.” In addition, the Plaatiached hereto as Exhibit 1.

A. Summary of the Plan

Prior to the commencement of the Chapter 11 CaseLBMI on

September 15, 2008, Lehman constituted the foarthebt investment banking firm in
the United States, which operated as a single tjjoldegrated economic unit with its
center of main interest at its New York City heaaiqers. The Plan proposes an
economic resolution of the Claims of creditors dfcd the Debtors and incorporates
resolutions of various inter-Debtor, Debtor-crediamd inter-creditor disputes designed
to achieve a global and efficient resolution of Dkaims and interests asserted in the
Chapter 11 Cases. The proposed Plan will expgld@eadministration of the Debtors’
Chapter 11 Cases, accelerate recoveries to creditud avoid the potential enormous
costs and extended time that would otherwise beriad in connection with litigation of
multifaceted and complex issues associated witbetle&traordinary cases.

The Plan separately applies to each of the Deldads constitutes 23
distinct chapter 11 plans. The Plan recognizesongorate integrity of each Debtor and,
therefore, Allowed Claims against a particular @ehvill be satisfied from the assets of
that Debtor.

In developing the Plan, the Debtors considered hdretsubstantive
consolidation was appropriate for the resolutiothaf Debtors’ Chapter 11 Cases at this
time. Substantive consolidation of debtors’ estate a judicially created equitable
remedy pursuant to which the assets and liabildfés/o or more entities are pooled, and
the pooled assets are aggregated and used toy dhesfClaims of creditors of all the
consolidated debtors as if only one debtor exist8dbstantive consolidation eliminates
intercompany Claims, guarantee Claims against amgalidated entity that guaranteed
the obligations of another consolidated entity, ang issues concerning the ownership
of assets among the consolidated entities. Thedb€bmanagement considered the
manner in which the Debtors operated and interastddeach other and their Affiliates
prior to the Commencement Date, the financial bke&ping for each Debtor and
creditor reliance on the credit of a particular ekas opposed to Lehman as a single
entity, among other relevant factors. Substantmesolidation is dependent upon mixed
guestions of fact and law. There are facts regatinthe manner in which the Debtors

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 2



operated their businesses that strongly suppariding that certain of the Debtors are
susceptible to being substantively consolidatedhe Debtors’ management is also
cognizant that (i) certain significant Affiliateseacurrently in insolvency proceedings in
foreign jurisdictions, (ii) other significant Affates are regulated entities, and (iii) there
exist potential difficulties in implementing a pldahat substantively consolidated the
Debtors with all or some of their Affiliates. Asresult, the Debtors have elected, at this
time, to propose the Plan which will treat clainsoteditors in an economic and fair
manner. Acceptance of the Plan will allow the daoice of substantial, expensive and
time consuming proceedings that may result from {harsuit of substantive
consolidation. However, if it appears that thenRfaay not be accepted, the Debtors may
elect to amend the Plan to provide for the substabnsolidation of all or certain of the
Debtors and their Affiliates. The Debtors’ managembelieves that any plan to
substantively consolidate all or certain of the @efi Chapter 11 Cases would be
vigorously contested and would result in expenswe lengthy litigation that would
delay any distributions to creditors for years.

The Plan strikes a balance between competing stteby recognizing the
corporate integrity of each Debtor while includingrtain resolutions to alleviate the
potential negative implications that may resultniréhe indiscriminate enforcement of
asserted Guarantee Claims. The proposed Plarexpkdite the administration of the
Debtors’ Chapter 11 Cases and accelerate and égpedbveries to creditors and avoid
the potential enormous costs that would otherwiseirizurred in connection with
litigation of the numerous complex issues raisethiege Chapter 11 Cases.

B. Classification, Treatment and Estimated Recovery foEach Class
Under the Plan

The Claims asserted against each Debtor and Edpuliéyests in each
Debtor are separated into Classes. Generallycldmsesification structure of the Plan
applicable to each of the Debtors is identical ottiean for LBHI, which includes
additional Classes for senior and subordinatedauned debt and Guarantee Claims filed
by third-parties as well as Affiliates. As it reda to LBHI (as set forth in detail below
and in Section X.C.2.a— “Treatment of Classifiedi@Is Against and Equity Interests in
LBHI” of this Disclosure Statement), after payméntull in cash of administrative and
priority creditors and the satisfaction in full &cured creditors in the manner provided
in the Plan, the Plan proposes to distribute Cadiptders of Senior Unsecured Claims,
General Unsecured Claims, Intercompany Claims anar&tee Claims filed by Third-
Parties and Affiliates in the amount of their Prat& Share, provided that the aggregate
Allowed amount of Third-Party and Affiliate Guaraet Claims against LBHI for
distribution purposes does not exceed $115,324omill

To implement a cap on Guarantee Claims, the Plsimduishes between
Guarantee Claims filed directly by third-party dtecs and Guarantee Claims filed by
Affiliates. Third-Party Guarantee Claims are sapely classified on the basis of the
identity of the Primary Obligor of the underlyingu@antee Claim. The Plan
incorporates a formula in the definition of “Perta@ Third-Party Guarantee Claim”

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 3



which is used to calculate a claimant’s Pro Ratar&lof the maximum aggregate class
Allowed amount. The Permitted Third-Party Guarar@aim will be calculated after the

Allowed amount of such holder's Guarantee Claim bagn determined under the
ordinary Claims reconciliation process.

Holders of Affiliate Guarantee Claims will have aggregate Allowed
Claim in the amount of $21,186 million. The indiual allocation for each Affiliate that
has asserted a Guarantee Claim on any basis genédrth in the Plan. Rather, holders
of Affiliate Guarantee Claims, by voting in favof the Plan, will be voting in favor of
the Plan’s proposed aggregate Allowed Claim, aedtiocess for allocating the Allowed
Claim at a later date, as set forth below. Thet@msbintend to allocate the $21,186
million to holders of Affiliate Guarantee Claims amro rata basis based on the amount
of each Affiliate’s Allowed Affiliate Guarantee Gfa after evaluating the enforceability
of the Claims.

An allocation will be proposed by the Plan Admirasbr within six
months after the Effective Date. The allocatiol Wwé subject to a vote of holders of
Allowed Affiliate Guarantee Claims and will be bind on all such holders if the
proposed allocation is accepted by holders of adtléwo-thirds in amount of Allowed
Affiliate Guarantee Claims and more than one-halfiumber of holders of such Affiliate
Guarantee Claims. The Debtors will solicit votesatcept or reject the allocation by
distributing ballots to the Affiliates. Each Affite entitled to vote will be permitted to
vote to accept or reject the allocation based srmltowed Affiliate Guarantee Claim
amount. If such proposed allocation is not acaeptexccordance with the foregoing, the
allocation of the total $21,186 million shall beefenined by the Bankruptcy Court.

As to each of the Subsidiary Debtors, the Plan td@ common
classification scheme. The Plan proposes, afgnpat in full, in Cash of administrative
and priority creditors and the satisfaction of geducreditors in full in the manner
provided in the Plan, to distribute Cash to holdersGeneral Unsecured Claims and
Intercompany Claims in the amount of their Pro Riftare.

Solely for illustrative purposes, the Debtors hamalyzed estimated
recoveries under the Plan based on a range ofufiscates. This range was applied to
the Debtors’ cash flow estimates for the recovéngistributable assets under the Plan.
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Based on this analysis, estimated Plan recoveoes$éneral Unsecured
Claims against the following Debtors (whose estedadistributable assets on an
undiscounted basis under the Plan collectively athtmapproximately 75% of the total
estimated undiscounted directly held assetsll Debtors and Debtor-Controlled Entities
under the Plan), are as follows.

Illustrative Plan Recoveries Under Different Discomt Rates for Selected Debtors

Discount Rate

Undiscounted 6% 12% 18%

LBHI

General Unsecured Claims (Class 4) 14.7% 12.9% 11.5% 10.4%
LCPI

General Unsecured Claims (Class 3) 44.2% 37.5% 32.4% 28.6%
LBCS

General Unsecured Claims (Class 3) 26.8% 26.4% 26.1% 25.8%
LBSF

General Unsecured Claims (Class 3) 24.1% 23.3% 22.5% 21.9%

The Debtors have also estimated recoveries undgr the Plan and a
hypothetical liquidation at various discount ratddased on this analysis, which
incorporates the multitude of projections and agdions used to project the total
distributable assets available and the total Alldw&aims under the Plan and in a
hypothetical liquidation, the Debtors estimate thiatliscount rates up to 25% the Plan is
preferable for all Creditor classes in comparisoa hypothetical liquidation.

The following schedules detail recoveries to edabscof creditors for each
Debtor on an undiscounted cash flow basis.

! Includes all assets (Cash, Restricted Cash, retdtee loans, investments and
derivatives) and excludes recoveries on Intercompa@laims, equity in affiliates and
recoveries on Guarantee Claims from Lehman BrotHeltdings Inc.

2 Recovery percentages shown represent the Deleisiishates of recoveries under the
Plan divided by the Debtors’ estimate of Allowe@i@is in each Class.
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SUMMARY OF CLASSIFICATION, TREATMENT AND ESTIMATED
RECOVERY OF CLAIMS AND EQUITY INTERESTS UNDER THE P LAN

Lehman Brothers Holdings Inc. (“LBHI™)

Class Type of Claim or Treatment of Allowed Claims Under the Plan Estimate Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash. 100% Impaired, Entitled
Claims against LBHI Claims in Class 1 shall not receive post petititgriest. to Vote
2 Secured Claims againgt At the option of LBHI: (i) payment in Cash in an aomt equal 100% Impaired, Entitled
LBHI to the Allowed amount of such Secured Claim onldler of to Vote
the Effective Date and the date such Secured apmes an
Allowed Secured Claim; (ii) the sale or dispositimoceeds of
the Collateral securing such Allowed Secured Clairthe
extent of the value of the Collateral securing séttbwed
Secured Claim; (i) surrender to the holder oftsédlowed
Secured Claim of the Collateral securing such Addvecured
Claim; or (iv) such treatment that leaves unaltehedliegal,
equitable, and contractual rights to which the bolf the
Allowed Secured Claim is entitled.
3 Senior Unsecured Payment in Cash in the amount of (i) its Pro Ratar§ of 17.4% Impaired, Entitled
Claims against LBHI Available Cash from LBHI, and (ii) its Pro Rata 8@&n to Vote
Unsecured Claim Share of Reallocated Distributions.
4 General Unsecured Payment in Cash of its Pro Rata Share of Avail&@lash from 14.7% Impaired, Entitled
Claims against LBHI LBHI. to Vote
5 Subordinated No Distribution (because such Distributions areenstically 0% Impaired, Not
Unsecured Claims reallocated to Senior Unsecured Claims in accomavith the Entitled to Vote,
against LBHI underlying agreements). Deemed to Reject
6 Intercompany Claims | Payment in Cash of its Pro Rata Share of Avail&@laeh from 14.7% Impaired, Entitled
against LBHI LBHI. to Vote
T7A Third-Party Guarantee | Each holder of a Claim in Class 7A will participate 14.7% Impaired, Entitled
Claims for which LBSF| recoveries under the Plan on the basis of its Rl hird- to Vote
is the Primary Obligor | Party Guarantee Claim. Each Permitted Third-P@ugrantee
on the corresponding | Claim will receive a Pro Rata Share of Availablesa
Primary Claims
7B Third-Party Guarantee | Each holder of a Claim in Class 7B will particip&ie 14.7% Impaired, Entitled

Claims for which LBCS
is the Primary Obligor
on the corresponding
Primary Claims

recoveries under the Plan on the basis of its Reuni hird-
Party Guarantee Claim. Each Permitted Third-P@ugrantee
Claim will receive a Pro Rata Share of Availablesa

to Vote

% With respect to all Debtors: (i) where the recgveercentage is shown as “N/A,” the
amount of estimated Claims in such Class is $0(&nathere 0% is shown, the Allowed
Claims for such Class is less than $500,000.
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Class Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recover)}3 Entitlement to
Vote
7C Third-Party Guarantee | Each holder of a Claim in Class 7C will participate 14.7% Impaired, Entitled
Claims for which recoveries under the Plan on the basis of its Reuni hird- to Vote
LBCC is the Primary Party Guarantee Claim. Each Permitted Third-P@rgrantee
Obligor on the Claim will receive a Pro Rata Share of Availablesa
corresponding Primary
Claims
7D Third-Party Guarantee | Each holder of a Claim in Class 7D will participate 14.7% Impaired, Entitled
Claims for which recoveries under the Plan on the basis of its Rl hird- to Vote
LOTC is the Primary Party Guarantee Claim. Each Permitted Third-P@rgrantee
Obligor on the Claim will receive a Pro Rata Share of Availableskia
corresponding Primary
Claims
7E Third-Party Guarantee | Each holder of a Claim in Class 7E will participate N/A Impaired, Entitled
Claims for which LBDP| recoveries under the Plan on the basis of its Rl hird- to Vote
is the Primary Obligor | Party Guarantee Claim. Each Permitted Third-P@tgrantee
on the corresponding | Claim will receive a Pro Rata Share of Availablesa
Primary Claims
The Debtors estimate that the Clams in this Classiliv
recover 100% of their Allowed Claim amounts from LBDP
7F Third-Party Guarantee | Each holder of a Claim in Class 7F will participate 14.7% Impaired, Entitled
Claims for which LCPI | recoveries under the Plan on the basis of its Reuni hird- to Vote
is the Primary Obligor | Party Guarantee Claim. Each Permitted Third-P@rgrantee
on the corresponding | Claim will receive a Pro Rata Share of Availablestta
Primary Claims
7G Third-Party Guarantee | Each holder of a Claim in Class 7G will participate 14.7% Impaired, Entitled
Claims for which LBIE | recoveries under the Plan on the basis of its Rl hird- to Vote
is the Primary Obligor | Party Guarantee Claim. Each Permitted Third-P@rgrantee
on the corresponding | Claim will receive a Pro Rata Share of Availablestta
Primary Claims
7H Third-Party Guarantee | Each holder of a Claim in Class 7H will participate 14.7% Impaired, Entitled
Claims for which LBL | recoveries under the Plan on the basis of its Reuni hird- to Vote
is the Primary Obligor | Party Guarantee Claim. Each Permitted Third-P@tgrantee
on the corresponding | Claim will receive a Pro Rata Share of Availablesa
Primary Claims
71 Third-Party Guarantee | Each holder of a Claim in Class 71 will particip@terecoveries 14.7% Impaired, Entitled
Claims for which LBT | under the Plan on the basis of its Permitted TRiady to Vote
is the Primary Obligor | Guarantee Claim. Each Permitted Third-Party Guagn
on the corresponding | Claim will receive a Pro Rata Share of Availablestta
Primary Claims
7J Third-Party Guarantee| Each holder of a Claim in Class 7J will participat@ecoveries 14.7% Impaired, Entitled

Claims for which
Bankhaus is the
Primary Obligor on the
corresponding Primary
Claims

under the Plan on the basis of its Permitted TRiady
Guarantee Claim. Each Permitted Third-Party Guaran
Claim will receive a Pro Rata Share of AvailablesiCa

to Vote
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Class

Type of Claim or
Equity Interest

Treatment of Allowed Claims Under the Plan

Estimatd

Recovery3

Impairment;
Entitlement to
Vote

7K

Third-Party Guarantee
Claims for which LB
Finance is the Primary
Obligor on the
corresponding Primary
Claims

Each holder of a Claim in Class 7K will participéte
recoveries under the Plan on the basis of its Resunlhird-
Party Guarantee Claim. Each Permitted Third-P@ugrantee
Claim will receive a Pro Rata Share of AvailablesRa

14.7%

Impaired, Entitled
to Vote

7L

Third-Party Guarantee
Claims for which LB
Securities is the
Primary Obligor on the
corresponding Primary
Claims

Each holder of a Claim in Class 7L will participate
recoveries under the Plan on the basis of its Reani hird-
Party Guarantee Claim. Each Permitted Third-P@rgrantee
Claim will receive a Pro Rata Share of Availablesita

14.7%

Impaired, Entitled
to Vote

™

Third-Party Guarantee
Claims for which LBJ is
the Primary Obligor on
the corresponding
Primary Claims

Each holder of a Claim in Class 7M will participate
recoveries under the Plan on the basis of its Rl hird-
Party Guarantee Claim. Each Permitted Third-P@ugrantee
Claim will receive a Pro Rata Share of Availablesa

14.7%

Impaired, Entitled
to Vote

7N

Third-Party Guarantee
Claims for which LBHJ
is the Primary Obligor
on the corresponding
Primary Claims

Each holder of a Claim in Class 7N will participate
recoveries under the Plan on the basis of its Resunlhird-
Party Guarantee Claim. Each Permitted Third-P@ugrantee
Claim will receive a Pro Rata Share of AvailablesRa

14.7%

Impaired, Entitled
to Vote

70

Third-Party Guarantee
Claims for which
Sunrise is the Primary
Obligor on the
corresponding Primary
Claims

Each holder of a Claim in Class 70 will participate
recoveries under the Plan on the basis of its Reani hird-
Party Guarantee Claim. Each Permitted Third-P@rgrantee
Claim will receive a Pro Rata Share of Availablesita

14.7%

Impaired, Entitled
to Vote

7P

Third-Party Guarantee
Claims for which
LBCCA is the Primary
Obligor on the
corresponding Primary
Claims

Each holder of a Claim in Class 7P will participate
recoveries under the Plan on the basis of its Rl hird-
Party Guarantee Claim. Each Permitted Third-P@ugrantee
Claim will receive a Pro Rata Share of Availablesa

14.7%

Impaired, Entitled
to Vote

7

Third-Party Guarantee
Claims for which LBl is
the Primary Obligor on
the corresponding
Primary Claims

Each holder of a Claim in Class 7Q will participate
recoveries under the Plan on the basis of its Reuni hird-
Party Guarantee Claim. Each Permitted Third-P@ugrantee
Claim will receive a Pro Rata Share of Availableskta

14.7%

Impaired, Entitled
to Vote

7R

Third-Party Guarantee
Claims for which a
Schedule 5 Affiliate is
the Primary Obligor on
the corresponding

Primary Claims

Each holder of a Claim in Class 7R will participate
recoveries under the Plan on the basis of its Reani hird-
Party Guarantee Claim. Each Permitted Third-P@rgrantee
Claim will receive a Pro Rata Share of Availablesita

14.7%

Impaired, Entitled
to Vote
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Class Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recover)}3 Entitlement to
Vote
8 Affiliate Guarantee Allowed Affiliate Guarantee Claims shall be Allowéadthe 14.7% Impaired, Entitled
Claims against LBHI aggregate amount of $21,186 million. Within a perof six to Vote
months after the Effective Date, the Plan Admiaittr shall
review and consult with holders of Affiliate Guatea Claims
as necessary and propose an allocation of $21,1B6mto
each holder of an Affiliate Guarantee Claim. K firoposed
allocation is accepted by holders of at least thicds in
amount of Allowed Affiliate Guarantee Claims andmnthan
one-half in number of holders of such Allowed Claiwithin
30 days of the solicitation of such vote, suchadt®mn shall be
binding on all holders of Allowed Affiliate Guara# Claims.
If such proposal is not accepted, the allocatiotheftotal
$21,186 million among the holders of Allowed Aféite
Guarantee Claim shall be determined by the Bankyugburt.
Each holder of an Allowed Affiliate Guarantee Claagainst
LBHI shall receive its Pro Rata Share of AvailaGlesh.
9 Equity Interests in No Distributions (unless all other creditors hawei paid in N/A Impaired, Not
LBHI full). All Equity Interests will be cancelled anah® new share Entitled to Vote,
of LBHI common stock will be issued to the Plan Deemed to Reject
Administrator which will hold such share for thenleéit of the
holders of the former Equity Interests consisterith viheir
former economic entitlement.
Lehman Commercial Paper Inc. (“LCPI")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against LCP! Claims in Class 1 shall not receive post petititgriest. to Vote
2 Secured Claims against At the option of LCPI: (i) payment in Cash in an@amt equal to 100% Impaired, Entitled
LCPI the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimrhesa@n
Allowed Secured Claim; (ii) the sale or dispositimoceeds of
the Collateral securing such Allowed Secured Chairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allosv8ecured
Claim of the Collateral securing such Allowed Secl€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlledvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availakdsh from 44.2% Impaired, Entitled
Claims against LCPI LCPI. to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdldsh from 44.2% Impaired, Entitled
against LCPI LCPI. to Vote
5 Equity Interests in LCP| No Distributions (unlea other holders of Allowed Claimps N/A Impaired, Not
against LCPI have been paid in full). Equity letr shall Entitled to Vote,
remain in place until LCPI is dissolved. Deemed to Reject
Lehman Brothers Commodity Services Inc. (“LBCS”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against LBCS Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of LBCS: (i) payment in Cash in anamt equal to 100% Impaired, Entitled
LBCS the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimrhes@n
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clarthe extent
of the value of the Collateral securing such Allavwgecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secl€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdbdsh from 26.8% Impaired, Entitled
Claims against LBCS | LBCS. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 26.8% Impaired, Entitled
against LBCS LBCS. to Vote
5 Equity Interests in No Distributions (unless all other holders of Alledv Claims N/A Impaired, Not
LBCS against LBCS have been paid in full). Equity letdr shall Entitled to Vote,
remain in place until LBCS is dissolved. Deemed to Reject
Lehman Brothers Special Financing Inc. (“LBSF")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled

Claims against LBSF

Claims in Class 1 shall not receive post petitiateriest.

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
2 Secured Claims against At the option of LBSF: (i) payment in Cash in anamt equal to 100% Impaired, Entitled
LBSF the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimrhesan
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdbdsh from 24.1% Impaired, Entitled
Claims against LBSF | LBSF. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availaldsh from 24.1% Impaired, Entitled
against LBSF LBSF. to Vote
5 Equity Interests in No Distributions (unless all other holders of Allesv Claims N/A Impaired, Not
LBSF against LBSF have been paid in full). Equity lesdr shall Entitled to Vote,
remain in place until LBSF is dissolved. Deemed to Reject
Lehman Brothers OTC Derivatives Inc. (“LOTC")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against LOTC Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of LOTC: (i) payment in Cash in anamt equal 100% Impaired, Entitled
LOTC to the Allowed amount of such Secured Claim onlaler of the to Vote
Effective Date and the date such Secured Claimresan
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clarthe extent
of the value of the Collateral securing such Allavwgecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secl€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availddsh from 18.3% Impaired, Entitled
Claims against LOTC | LOTC. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Avail&ldsh from 18.3% Impaired, Entitled
against LOTC LOTC. to Vote
5 Equity Interests in No Distributions (unless all other holders of Allesv Claims N/A Impaired, Not

LOTC

against LOTC have been paid in full).
remain in place until LOTC is dissolved.

Equity letr shall

Entitled to Vote,
Deemed to Reject
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Lehman Broth

ers Commercial Corporation (“LBCC")

Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against LBCC Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of LBCC: (i) payment in Cash in anamt equal 100% Impaired, Entitled
LBCC to the Allowed amount of such Secured Claim onlater of the to Vote
Effective Date and the date such Secured Claimresan
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clarthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secli€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdbdsh from 30.8% Impaired, Entitled
Claims against LBCC | LBCC. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdldsh from 30.8% Impaired, Entitled
against LBCC LBCC. to Vote
5 Equity Interests in No Distributions (unless all other holders of Allesv Claims N/A Impaired, Not
LBCC against LBCC have been paid in full). Equity letgr shall Entitled to Vote,
remain in place until LBCC is dissolved. Deemed to Reject
Lehman Brothers Derivatives Products Inc. (“LBDP”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against LBDP Lo . e to Vote
Claims in Class 1 shall not receive post petitiateriest.
2 Secured Claims against At the option of LBDP: (i) payment in Cash in an@amt equal 100% Impaired, Entitled
LBDP to the Allowed amount of such Secured Claim onlaler of the to Vote
Effective Date and the date such Secured Claimrhesan
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availddsh from 100% Impaired, Entitled

Claims against LBDP

LBDP.

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 100% Impaired, Entitled
against LBDP LBDP. to Vote
5 Equity Interests in No Distributions (unless all other holders of Alledv Claims N/A Impaired, Not
LBDP against LBDP have been paid in full). Equity letr shall Entitled to Vote,
remain in place until LBDP is dissolved. Deemed to Reject
Lehman Brothers Financial Products Inc. (“LBEP")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against LBFP Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of LBFP: (i) payment in Cash in anamt equal to 100% Impaired, Entitled
LBFP the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimrhes@n
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clarthe extent
of the value of the Collateral securing such Allawgecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secli€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdbdsh from 100% Impaired, Entitled
Claims against LBFP | LBFP. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 100% Impaired, Entitled
against LBFP LBFP. to Vote
5 Equity Interests in No Distributions (unless all other holders of Alledv Claims N/A Impaired, Not
LBFP against LBFP have been paid in full). Equity letdr shall Entitled to Vote,
remain in place until LBFP is dissolved. Deemed to Reject
LB 745 LLC ("LB 745")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled

Claims against LB 745

Claims in Class 1 shall not receive post petitiateriest.

to Vote

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003

13




Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
2 Secured Claims against At the option of LB 745: (i) payment in Cash inamount equal 100% Impaired, Entitled
LB 745 to the Allowed amount of such Secured Claim onlaler of the to Vote
Effective Date and the date such Secured Claimrhesan
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Avail@aeh from LB 100% Impaired, Entitled
Claims against LB 745 | 745 to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Avail@ldeh from LB N/A Impaired, Entitled
against LB 745 745. to Vote
5 Equity Interests in LB | No Distributions (unless all other holders of Alleav Claims N/A Impaired, Not
745 against LB 745 have been paid in full). Equityehaist shall Entitled to Vote,
remain in place until LB 745 is dissolved. Deemed to Reject
PAMI Statler Arms LLC (“PAMI™)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against PAMI Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of PAMI: (i) payment in Cash in an @umt equal to 100% Impaired, Entitled
PAMI the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimresan
Allowed Secured Claim; (ii) the sale or dispositimoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allavwgecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secli€laim; or
(iv) such treatment that leaves unaltered the Jegnplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availddsh from N/A Impaired, Entitled
Claims against PAMI PAMI. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from N/A Impaired, Entitled
against PAMI PAMI. to Vote
5 Equity Interests in No Distributions (unless all other holders of Allesv Claims N/A Impaired, Not

PAMI

against PAMI have been paid in full).
remain in place until PAMI is dissolved.

Equity Imst shall

Entitled to Vote,
Deemed to Reject
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CES Aviation LLC (“CES”)

Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against CES Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of CES: (i) payment in Cash in an amcequal to 100% Impaired, Entitled
CES the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimrmesan
Allowed Secured Claim; (ii) the sale or dispositfmoceeds of
the Collateral securing such Allowed Secured Clarthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secli€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdidsh from 100% Impaired, Entitled
Claims against CES CES. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availaldsh from 100% Impaired, Entitled
against CES CES. to Vote
5 Equity Interests in CES| No Distributions (unless other holders of Allowed Claim N/A Impaired, Not
against CES have been paid in full). Equity Irgehall remain Entitled to Vote,
in place until CES is dissolved. Deemed to Reject
CES Aviation VLLC (“CES V"
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against CES V Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of CES V: (i) payment in Cash in ancunt equal 100% Impaired, Entitled
CESV to the Allowed amount of such Secured Claim onlaler of the to Vote
Effective Date and the date such Secured Claimrhes@an
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availddsh from 42.1% Impaired, Entitled

Claims against CES V

CES V.

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 42.1% Impaired, Entitled
against CES V CES V. to Vote
5 Equity Interests in CES| No Distributions (unless all other holders of Alles Claims N/A Impaired, Not
\% against CES V have been paid in full). Equity tegt shall Entitled to Vote,
remain in place until CES V is dissolved. Deemed to Reject
CES Aviation IXLLC (“CES 1X")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against CES IX Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of CES IX: (i) payment in Cash in@mount equal 100% Impaired, Entitled
CES IX to the Allowed amount of such Secured Claim onldler of the to Vote
Effective Date and the date such Secured Claimrhes@n
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allavwgecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secli€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdbdsh from 61.2% Impaired, Entitled
Claims against CES IX| CES IX. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 61.2% Impaired, Entitled
against CES IX CES IX. to Vote
5 Equity Interests in CES| No Distributions (unless all other holders of Alles Claims N/A Impaired, Not
IX against CES IX have been paid in full). Equityehaist shall Entitled to Vote,
remain in place until CES IX is dissolved. Deemed to Reject
East Dover Limited (*East Dover”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled

Claims against East
Dover

Claims in Class 1 shall not receive post petitiateriest.

to Vote

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003

16




Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
2 Secured Claims against At the option of East Dover: (i) payment in Caslamamount 100% Impaired, Entitled
East Dover equal to the Allowed amount of such Secured Clamnthe later to Vote
of the Effective Date and the date such Secureindiacomes
an Allowed Secured Claim; (ii) the sale or dispositproceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdbdsh from N/A Impaired, Entitled
Claims against East East Dover. to Vote
Dover
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdbdsh from 100% Impaired, Entitled
against East Dover East Dover. to Vote
5 Equity Interests in East| No Distributions (unless all other holders of Alles Claims N/A Impaired, Not
Dover against East Dover have been paid in full). Equitgrest shall Entitled to Vote,
remain in place until East Dover is dissolved. Deemed to Reject
Lehman Scottish Finance L.P. (“LS Finance”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
E.Ia|ms against LS Claims in Class 1 shall not receive post petitiateriest. to Vote
inance
2 Secured Claims agains} At the option of LS Finance: (i) payment in Castamamount 100% Impaired, Entitled
LS Finance equal to the Allowed amount of such Secured Clainthe later to Vote
of the Effective Date and the date such Secureiinacomes
an Allowed Secured Claim; (ii) the sale or dispositproceeds of
the Collateral securing such Allowed Secured Cliairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allodv8ecured
Claim of the Collateral securing such Allowed Secli€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Avail&@ash from LS N/A Impaired, Entitled
Claims against LS Finance. to Vote
Finance
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Avail&@lash from LS N/A Impaired, Entitled

Finance.

against LS Finance

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
5 Equity Interests in LS | No Distributions (unless all other holders of Alles Claims N/A Impaired, Not
Finance against LS Finance have been paid in full). Eglitgrest shall Entitled to Vote,
remain in place until LS Finance is dissolved. Deemed to Reject
Luxembourg Residential Properties Loan Finance S.al. (“LUXCQO")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against LUXCO Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of LUXCO: (i) payment in Cash in am@unt equal 100% Impaired, Entitled
LUXCO to the Allowed amount of such Secured Claim onldler of the to Vote
Effective Date and the date such Secured Claimrhes@n
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allawgecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secl€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdidsh from N/A Impaired, Entitled
Claims against LUXCO| LUXCO. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 51.7% Impaired, Entitled
against LUXCO LUXCO. to Vote
5 Equity Interests in No Distributions (unless all other holders of Alledv Claims N/A Impaired, Not
LUXCO against LUXCO have been paid in full). Equity hetgt shall Entitled to Vote,
remain in place until LUXCO is dissolved. Deemed to Reject
BNC Mortgage LLC (“BNC”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled

Claims against BNC

Claims in Class 1 shall not receive post petitiateriest.

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
2 Secured Claims against At the option of BNC: (i) payment in Cash in an ambequal to 100% Impaired, Entitled
BNC the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimrhesan
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdbdsh from 0% Impaired, Entitled
Claims against BNC BNC. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availaldsh from 0% Impaired, Entitled
against BNC BNC. to Vote
5 Equity Interests in BNC| No Distributions (unleal other holders of Allowed Claim N/A Impaired, Not
against BNC have been paid in full). Equity Ingtrehall remain Entitled to Vote,
in place until BNC is dissolved. Deemed to Reject
LB Rose Ranch LLC (“LB Rose Ranch”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
CR:!;']?S against LB Rosg Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of LB Rose Ranch: (i) payment in Cashn 100% Impaired, Entitled
LB Rose Ranch amount equal to the Allowed amount of such Secaén on to Vote
the later of the Effective Date and the date sustuged Claim
becomes an Allowed Secured Claim; (ii) the saldigposition
proceeds of the Collateral securing such Allowedusad Claim
to the extent of the value of the Collateral sewyisuch Allowed
Secured Claim; (iii) surrender to the holder oftsédlowed
Secured Claim of the Collateral securing such Aldvecured
Claim; or (iv) such treatment that leaves unaltehedlegal,
equitable, and contractual rights to which the bolaf the
Allowed Secured Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Avail&aeh from LB 100% Impaired, Entitled
Claims against LB Rose Rose Ranch. to Vote
Ranch
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Avail@aeh from LB N/A Impaired, Entitled

against LB Rose Ranch

Rose Ranch.

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
5 Equity Interests in LB | No Distributions (unless all other holders of Alles Claims N/A Impaired, Not
Rose Ranch against LB Rose Ranch have been paid in full). it¥qaterest Entitled to Vote,
shall remain in place until LB Rose Ranch is digsdl Deemed to Reject
Structured Asset Securities Corporation (*SASCQO”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against SASCO Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of SASCO: (i) payment in Cash in amoaint equal 100% Impaired, Entitled
SASCO to the Allowed amount of such Secured Claim onldler of the to Vote
Effective Date and the date such Secured Claimrhes@n
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allawgecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secl€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdidsh from N/A Impaired, Entitled
Claims against SASCO| SASCO. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 46.1% Impaired, Entitled
against SASCO SASCO. to Vote
5 Equity Interests in No Distributions (unless all other holders of Alledv Claims N/A Impaired, Not
SASCO against SASCO have been paid in full). Equity rfes¢ shall Entitled to Vote,
remain in place until SASCO is dissolved. Deemed to Reject
LB 2080 Kalakaua Owners LLC (“LB 2080")
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled

Claims against LB 208(

Claims in Class 1 shall not receive post petitiateriest.

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
2 Secured Claims against At the option of LB 2080: (i) payment in Cash in@amount equa 100% Impaired, Entitled
LB 2080 to the Allowed amount of such Secured Claim onlaler of the to Vote
Effective Date and the date such Secured Claimrhesan
Allowed Secured Claim; (ii) the sale or dispositfmmoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Avail@aeh from LB 0% Impaired, Entitled
Claims against LB 2080 2080. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Avail@ladeh from LB 0% Impaired, Entitled
against LB 2080 2080. to Vote
5 Equity Interests in LB | No Distributions (unless all other holders of Alleav Claims N/A Impaired, Not
2080 against LB 2080 have been paid in full). Equityehast shall Entitled to Vote,
remain in place until LB 2080 is dissolved. Deemed to Reject
Merit LLC (“Merit”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against Merit Claims in Class 1 shall not receive post petitiateriest. to Vote
2 Secured Claims against At the option of Merit: (i) payment in Cash in amaunt equal to 100% Impaired, Entitled
Merit the Allowed amount of such Secured Claim on therlaf the to Vote
Effective Date and the date such Secured Claimresan
Allowed Secured Claim; (ii) the sale or dispositimoceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allavwgecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secl€laim; or
(iv) such treatment that leaves unaltered the Jegplitable, and
contractual rights to which the holder of the AlldvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availddsh from N/A Impaired, Entitled
Claims against Merit Merit. to Vote
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 9.0% Impaired, Entitled
against Merit Merit. to Vote
5 Equity Interests in Merif No Distributions (undesll other holders of Allowed Claim N/A Impaired, Not

against Merit have been paid in full). Equity hetet shall remain
in place until Merit is dissolved.

Entitled to Vote,
Deemed to Reject
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LB Preferred Somerset LLC (“Preferred Somerset”)

Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled
Claims against L . L to Vote
Preferred Somerset Claims in Class 1 shall not receive post petitiateriest.
2 Secured Claims against At the option of Preferred Somerset: (i) paymentash in an 100% Impaired, Entitled
Preferred Somerset amount equal to the Allowed amount of such Secaén on to Vote
the later of the Effective Date and the date sustuged Claim
becomes an Allowed Secured Claim; (ii) the saldigposition
proceeds of the Collateral securing such Allowedusesd Claim
to the extent of the value of the Collateral sawyisuch Allowed
Secured Claim; (iii) surrender to the holder oftsédlowed
Secured Claim of the Collateral securing such Aldvecured
Claim; or (iv) such treatment that leaves unaltehedlegal,
equitable, and contractual rights to which the bolaf the
Allowed Secured Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availddsh from 0% Impaired, Entitled
Claims against Preferred Somerset. to Vote
Preferred Somerset
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Availdidsh from 0% Impaired, Entitled
against Preferred Preferred Somerset. to Vote
Somerset
5 Equity Interests in No Distributions (unless all other holders of Alledv Claims N/A Impaired, Not
Preferred Somerset against Preferred Somerset have been paid in fulBquity Entitled to Vote,
Interest shall remain in place until Preferred Saee is Deemed to Reject
dissolved.
LB Somerset LLC (“Somerset”)
Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
1 Priority Non-Tax Payment in full, in Cash 100% Impaired, Entitled

Claims against
Somerset

Claims in Class 1 shall not receive post petitiateriest.

to Vote
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Class| Type of Claim or Treatment of Allowed Claims Under the Plan Estimatd Impairment;
Equity Interest Recovery | Entitlement to
Vote
2 Secured Claims against At the option of Somerset: (i) payment in Cashriraanount 100% Impaired, Entitled
Somerset equal to the Allowed amount of such Secured Clamnthe later to Vote
of the Effective Date and the date such Secureindiacomes
an Allowed Secured Claim; (ii) the sale or dispositproceeds of
the Collateral securing such Allowed Secured Clairthe extent
of the value of the Collateral securing such Allov&ecured
Claim; (iii) surrender to the holder of such Allos&v&ecured
Claim of the Collateral securing such Allowed Secu€laim; or
(iv) such treatment that leaves unaltered the Jegnlitable, and
contractual rights to which the holder of the AlkdvSecured
Claim is entitled.
3 General Unsecured Payment in Cash of its Pro Rata Share of Availdidsh from 0% Impaired, Entitled
Claims against Somerset. to Vote
Somerset
4 Intercompany Claims | Payment in Cash of its Pro Rata Share of Avail&ldsh from 0% Impaired, Entitled
against Somerset Somerset. to Vote
5 Equity Interests in No Distributions (unless all other holders of Allesv Claims N/A Impaired, Not
Somerset against Somerset have been paid in full). Equitgrest shal Entitled to Vote,
remain in place until Somerset is dissolved. Deemed to Reject

C. Holders of Claims Entitled to Vote

Pursuant to the Bankruptcy Code, only holders tdwad Claims or
equity interests in classes of Claims or equitgrests that are impaired and that are not
deemed to have rejected a proposed plan are drttitheote to accept or reject a proposed
plan. Classes of Claims or equity interests inciwhihe holders of Claims or equity
interests are unimpaired under a chapter 11 plardeemed to have accepted the plan.
Classes of Claims or equity interests that will reateive or retain property on account of
Claims or equity interests are deemed to have tegjethe plan. For a detailed
description of the treatment of Claims and Equrttetests under the Plan, see Section
X.C— “Classification of Treatment of Claims and Hguinterests” of this Disclosure
Statement.

Claims in all Classes under the Plan are impairgl] @ the extent Claims
in such Classes are Allowed, the holders of suain@ (other than Claims in LBHI
Class 5) will receive distributions under the Plafs a result, holders of Claims in all
Classes (other than Claims in LBHI Class 5) ardtledtto vote to accept or reject the
Plan. Holders of Equity Interests in all Debtore anpaired and are deemed to have
rejected the Plan.

The Bankruptcy Code defines “acceptance” of a pkam class of Claims
as acceptance by creditors in that class that &olelast two-thirds in dollar amount and
more than one-half in number of the Claims that bafiots for acceptance of the plan.
For a more detailed description of the requiremdatsconfirmation of the Plan, see
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Section Xl— “Confirmation and Consummation of thdar® of this Disclosure
Statement.

If a Class of Claims or Equity Interests entitledvbte on the Plan rejects
the Plan or are deemed to have rejected the PlarDé¢btors reserve the right to amend
and revise the Plan or request confirmation ofRta pursuant to section 1129(b) of the
Bankruptcy Code or both. Section 1129(b) of thenkBaptcy Code enables the
confirmation of a chapter 11 plan notwithstandihg tejection of a plan by one or more
impaired classes of Claims or equity interests. désnthat section, a plan may be
confirmed by a bankruptcy court if it does not ‘@iminate unfairly” and is “fair and
equitable” with respect to each rejecting class@r & more detailed description of the
requirements for confirmation of a nonconsensuahpkee Section XI.C.2— “Unfair
Discrimination and Fair and Equitable Tests” oStBisclosure Statement.

THE DEBTORS RECOMMEND THAT ALL HOLDERS OF
CLAIMS IN ALL CLASSES VOTE TO ACCEPT THE PLAN.

D. Voting Procedures

If you are entitled to vote to accept or reject Rien, a Ballot is enclosed
for the purpose of voting on the Plan. If you hGléims in more than one Class and you
are entitled to vote Claims in more than one Clgss, will receive Ballots enabling you
to vote each separate Class of Claims. Ballotsraadter ballots (“Master Balld}s
should be returned to:

If by overnight mail or hand delivery, to: If by first-class mail, to:

Epiq Bankruptcy Solutions, LLC Lehman Ballot Processing Center
Attn: Lehman Ballot Processing Center c/o Epig Bankruptcy Solutions, LLC
757 Third Avenue, 3rd Floor FDR Station, P.O. Box 5014

New York, New York 10017 New York, New York 10150-5014

If the return envelope provided with your Ballot svaddressed to your
bank or brokerage firm, please allow sufficientdifor that firm to process your vote on
a Master Ballot before the Voting Deadlirfé:00 p.m., prevailing Eastern Time,

__,2010)

Do not return any other documents with your Ballot.

TO BE COUNTED, YOUR BALLOT INDICATING ACCEPTANCE OR
REJECTION OF THE PLAN MUST BERECEIVED BY NO LATER THAN 4:00
P.M. (PREVAILING EASTERN TIME) ON _ , 2010 ANY EXECUTED
BALLOT RECEIVED THAT DOES NOT INDICATE EITHER AN ACEPTANCE
OR A REJECTION OF THE PLAN SHALL NOT BE COUNTED.

Pursuant to the Disclosure Statement Order, thekiBatcy Court set
_, 2010 as the record date for holders of ClaimsEouity Interests entitled to
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vote on the Plan (the “Voting Record Date Accordingly, only holders of record as of
the Voting Record Date that otherwise are entittedtote under the Plan will receive a
Ballot and may vote on the Plan.

If you are a holder of a Claim or Equity Interestiged to vote on the
Plan and you did not receive a Ballot, receivecdmalged Ballot or lost your Ballot or if
you have any questions concerning the Disclosuage®ient, the Plan or the procedures
for voting on the Plan, please call Epiq Bankrugojutions, LLC (646) 282-1800.

E. Confirmation Hearing

Pursuant to section 1128 of the Bankruptcy Code, @onfirmation
Hearing will be held on __, 2010 at _ : _.m. yartng Eastern Time) before the
Honorable James M. Peck in Room 601, United St&mskruptcy Court for the
Southern District of New York, Alexander Hamiltorotilse, One Bowling Green, New
York, New York 10004. The Bankruptcy Court hasedied that objections, if any, to
confirmation of the Plan must be served and filedtlsat they are actually filed and
received on or before __, 2010 (prevailfastern Time) in the manner
described below in Section XI.B— “The Confirmatidtearing” of this Disclosure
Statement. The Confirmation Hearing may be adjdrfrom time to time without
further notice except for the announcement of thgwanment date made at the
Confirmation Hearing or at any subsequent adjou@ewdfirmation Hearing.

THE STATEMENTS CONTAINED IN THIS DISCLOSURE
STATEMENT ARE MADE AS OF THE DATE HEREOF UNLESS ANGER TIME
IS SPECIFIED HEREIN, AND THE DELIVERY OF THIS DIS@SURE
STATEMENT SHALL NOT CREATE AN IMPLICATION THAT THEHRE HAS BEEN
NO CHANGE IN THE INFORMATION STATED SINCE THE DATEHEREOF.
HOLDERS OF CLAIMS SHOULD CAREFULLY READ THIS DISCLOURE
STATEMENT IN ITS ENTIRETY, INCLUDING THE EXHIBITS, PRIOR TO
VOTING ON THE PLAN.

FOR THE CONVENIENCE OF HOLDERS OF CLAIMS AND EQUITY
INTERESTS, THIS DISCLOSURE STATEMENT SUMMARIZES THEERMS OF
THE PLAN. IF ANY INCONSISTENCY EXISTS BETWEEN THELAN AND THE
DISCLOSURE STATEMENT, THE TERMS OF THE PLAN ARE COROLLING.
THE DISCLOSURE STATEMENT MAY NOT BE RELIED ON FORMY PURPOSE
OTHER THAN TO DETERMINE WHETHER TO VOTE TO ACCEPTROREJECT
THE PLAN, AND NOTHING STATED HEREIN SHALL CONSTITUE AN
ADMISSION OF ANY FACT OR LIABILITY BY ANY PARTY, OR BE
ADMISSIBLE IN ANY PROCEEDING INVOLVING THE DEBTORSOR ANY
OTHER PARTY, OR BE DEEMED CONCLUSIVE EVIDENCE OF BATAX OR
OTHER LEGAL EFFECTS OF THE PLAN ON THE DEBTORS OROHDERS OF
CLAIMS OR EQUITY INTERESTS. CERTAIN OF THE STATEM¥TS
CONTAINED IN THIS DISCLOSURE STATEMENT, BY NATURE, ARE
FORWARD-LOOKING AND CONTAIN ESTIMATES AND ASSUMPTI®IS.
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THERE CAN BE NO ASSURANCE THAT SUCH STATEMENTS WILLBE
REFLECTIVE OF ACTUAL OUTCOMES.

ALL HOLDERS OF CLAIMS SHOULD CAREFULLY READ AND
CONSIDER FULLY THE RISK FACTORS SET FORTH IN SECTNO XIV—
"CERTAIN RISK FACTORS” OF THIS DISCLOSURE STATEMENTBEFORE
VOTING TO ACCEPT OR REJECT THE PLAN.

SUMMARIES OF CERTAIN PROVISIONS OF AGREEMENTS
REFERRED TO IN THIS DISCLOSURE STATEMENT DO NOT PBRRT TO BE
COMPLETE AND ARE SUBJECT TO, AND ARE QUALIFIED IN HEIR
ENTIRETY BY REFERENCE TO, THE FULL TEXT OF THE APRCABLE
AGREEMENTS, INCLUDING THE DEFINITIONS OF TERMS COMINED IN
SUCH AGREEMENTS.

THE DEBTORS' MANAGEMENT BELIEVES THAT THE PLAN
WILL ENABLE THEM TO ACCOMPLISH THE OBJECTIVES OF CAPTER 11
AND THAT ACCEPTANCE OF THE PLAN IS IN THE BEST INTRESTS OF THE
DEBTORS AND THEIR CREDITORS.

THE DEBTORS URGE CREDITORS TO VOTE TO ACCEPT THE

PLAN.

IRS CIRCULAR 230 NOTICE: TO ENSURE COMPLIANCE
WITH IRS CIRCULAR 230, HOLDERS OF CLAIMS AND EQUITY INTERESTS
ARE HEREBY NOTIFIED THAT: (A) ANY DISCUSSION OF FED ERAL TAX
ISSUES CONTAINED OR REFERRED TO |IN THIS DISCLOSURE
STATEMENT IS NOT INTENDED OR WRITTEN TO BE USED, AN D CANNOT
BE USED, BY HOLDERS OF CLAIMS AND EQUITY INTERESTS FOR THE
PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED O N THEM
UNDER THE IRC; (B) SUCH DISCUSSION IS WRITTEN IN CO NNECTION
WITH THE PROMOTION OR MARKETING BY THE DEBTORS OF T HE
TRANSACTIONS OR MATTERS ADDRESSED HEREIN; AND (C) H OLDERS
OF CLAIMS AND EQUITY INTERESTS SHOULD SEEK ADVICE B ASED ON
THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX
ADVISOR.

II. GENERAL INFORMATION
A. Overview of Chapter 11

Chapter 11 is the business reorganization chaptéedankruptcy Code.
Under chapter 11 of the Bankruptcy Code, a debtay propose to reorganize or
liquidate its business and assets for the benéfitself, its creditors, and its equity
interest holders subject to the provisions of tlmBuptcy Code. One of the goals of
chapter 11 is to promote equality of treatment $amilarly situated creditors and
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similarly situated equity interest holders with pest to the distribution of a debtor’'s
assets or participation in a reorganization of latale

In general, a chapter 11 plan (i) divides Claimd aquity interests into
separate classes, (ii) specifies the considerdtiah each class is to receive under the
plan, and (iii) contains other provisions necesdarymplement the plan. Under the
Bankruptcy Code, “claims” and *“equity interests,athrer than “creditors” and
“shareholders,” are classified because creditots sirareholders may hold Claims and
equity interests in more than one class. Undetised 124 of the Bankruptcy Code, a
class of Claims is “impaired” under a plan unlgss plan (i) leaves unaltered the legal,
equitable, and contractual rights of each holdern @laim in that class, or (ii) to the
extent defaults exist, provides for the cure ofsemg defaults, reinstatement of the
maturity of Claims in that class, compensates deuttier of a Claim for any pecuniary
damages incurred as a result of reasonable reliapoa the default, and does not
otherwise alter the legal, equitable or contractigilts of each holder of a Claim in that
class.

The commencement of a chapter 11 case creates tate dbat is
comprised of all of the legal, contractual and &hle interests of the debtor as of the
commencement date. The Bankruptcy Code providaisthie debtor may continue to
manage and operate its business and remain ingso@sef its property as a “debtor in
possession.”

The consummation of a plan is a principal object¥@ chapter 11 case.
A chapter 11 plan sets forth the means for satigff€laims against and interests in a
debtor and, if appropriate, the future conducthefdebtor’s business or the liquidation of
the debtor’s remaining assets. Confirmation ofam by the bankruptcy court binds the
debtor, any person acquiring property under the,mad any creditor or equity interest
holder of a debtor to the terms and provisionsefglan.

Certain holders of Claims against and interests diebtor are permitted to
vote to accept or reject the plan. Prior to sbhg acceptances of the proposed plan,
section 1125 of the Bankruptcy Code requires aatdabtprepare a disclosure statement
containing adequate information of a kind, and uwuffisient detail, to enable a
hypothetical reasonable investor to make an infdrjuelgment to accept or reject the
plan. The Debtors are submitting this Disclosuia@esnent to holders of Claims against
the Debtors and the holders of Equity InterestBabtors that are expected to receive a
Distribution under the Plan in satisfaction of tleguirements of section 1125 of the
Bankruptcy Code. The Debtors are not submitting this Disclosure Stament to
holders of Claims in LBHI Class 5 or Equity Intereds in the Debtors, including the
holders of Equity Interests in LBHI. Holders of Claims in LBHI Class 5 and
holders of Equity Interests in any of the Debtors ray obtain a copy of the Disclosure
Statement by contacting Epiq Bankruptcy Solutions.LC at (646) 282-1800.
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B. Description and History of the Business of Lehman
1. General Information Regarding Lehman

This section provides a general description of Lahs organization and
business prior to LBHI's Commencement Date. Asslt of (i) the commencement of
the Chapter 11 Cases, (ii) the commencement obeepding under SIPA for LBI, (iii)
the commencement of the insolvency proceedingsimgléao the Foreign Debtors, and
(iv) the sale of significant business units ancetssafter the Commencement Date, the
global business of Lehman was terminated and didmessd and no longer resembles the
descriptions set forth in this section.

Prior to the Commencement Date, Lehman providedilk drray of
services in equity and fixed income sales, tradind research, investment banking, asset
management, private investment management and t@rieguity to corporations,
governments and municipalities, institutional cigeand high-net-worth individuals. In
addition to its worldwide headquarters in New Yarid regional headquarters in London
and Tokyo, Lehman had a network of offices in Ndktherica, Europe, the Middle East,
Latin America and the Asia Pacific region. Lehmaas a global market-maker in all
major equity and fixed income products, and waseantyer of all principal securities and
commodities exchanges in the United States, asasdhe Financial Industry Regulatory
Authority (formed by the consolidation of Nationdksociation of Securities Dealers,
Inc. and the member regulation, enforcement andration functions of the New York
Stock Exchange, Inc. (“NYSH, and held memberships or associate membersinps
several principal international securities and cadities exchanges, including the
London, Tokyo, Hong Kong, Frankfurt, Paris, MilaBingapore, and Australian stock
exchanges.

Lehman generated a majority of its revenues frostitirtional, corporate,
government and high-net-worth clients by, amongeptthings, (i) advising on and
structuring transactions; (ii) serving as a markeker and/or intermediary in the global
marketplace, including making securities and otffi@ancial instrument products
available, as both an issuer and an intermediargllow clients to adjust their portfolios
and risks across different market cycles; (iiijgovating loans for distribution to clients
in the securitization or loan trading market; (ppviding investment management and
advisory services; and (v) acting as an underwriterclients. As part of, and
supplemental to, the services Lehman performeditforclients, Lehman maintained
inventory positions of varying amounts across abdrange of financial instruments and
actively engaged in proprietary trading and priatipvestment positions. Lehman was
organized into three business segments: (i) theit&aMarkets division, (ii) the
Investment Banking division, and (iii) the InvestmeManagement Division, which
during Lehman’s 2007 fiscal year accounted for 62886 and 16% of consolidated net
revenues, respectively, as recorded on Lehman’ksbaad records.
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2. Business Segments
a. Capital Markets Division

The Capital Markets division (“Capital Mark&tgprimarily engaged in
institutional client based activities, secondamgding, financing, mortgage origination
and securitization, prime brokerage and researthitaes in fixed income and equity
products. Lehman was a global market-maker in mouseequity and fixed income
products, including U.S., European and Asian eeggitigovernment and agency
securities, money market products, corporate higlalgy high-yield and emerging market
securities, mortgage- and asset-backed secuntreterred stock, municipal securities,
government securities, commodities and energy mtsdbank loans, foreign exchange,
financing and derivative products. Lehman was ohthe largest investment banks in
terms of U.S. and pan-European listed equitiesrigadolume and maintained a major
presence in over-the-counter U.S. stocks, majoraridarge capitalization stocks,
warrants, convertible debentures and preferrecessuin addition, the secured financing
group managed Lehman’s equity and fixed income Ineatcbook activities, supplied
secured financing to institutional clients and pded secured funding for its inventory of
equity and fixed income products. Capital Markaso included principal investing and
proprietary trading activities, including investnt®nn real estate, private equity and
other long-term investments. As of August 31, 20@Bapital Markets had reported
assets on Lehman’s books and records in the aggregaount of approximately $586
billion. In the nine months ended August 31, 2008hman recorded revenues of
approximately $16.2 billion for Capital Markets.

b. Investment Banking Division

The Investment Banking division_(“Investment BarRjnprovided advice
to corporate, institutional and government cliettisoughout the world on mergers,
acquisitions and other financial matters. InvestimBanking also raised capital for
clients by underwriting public and private offersn@f debt and equity instruments.
Investment Banking was comprised of the followingups: corporate finance, mergers
& acquisitions advisory, restructuring, equity dapimarkets, debt capital markets,
leveraged finance, private capital markets and gskutions. Lehman maintained
Investment Banking offices in North America, Eurpfiee Middle East, Latin America
and the Asia Pacific region. In the nine monthsleeh August 31, 2008, Lehman
recorded revenues of approximately $2.3 billionlfarestment Banking.

C. Investment Management Division

The Investment Management Division provided stiateigvestment
advice and services to institutional and high-netttv clients on a global basis, and

* Lehman prepared, but did not file with the SECquarterly consolidated financial
statement for the period ending August 31, 2008¢ckvis the source of the information
provided herein as of such date.
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consisted of the asset management and privatetmgas management businesses. The
asset management group provided proprietary assetagement products across
traditional and alternative asset classes throughargety of distribution channels to
individuals and institutions. The asset managengeoip included Neuberger Berman
Holdings LLC and its subsidiaries (“Neuberger Benfha As of May 31, 2008, Lehman
reported that the Investment Management Divisiod Ba77 billion in assets under
management.

Lehman acquired Neuberger Berman in October 2008euberger
Berman’s private asset management business proviisdretionary, customized
portfolio management across equity and fixed incasget classes for high-net-worth
clients.

The Neuberger Berman family of investment fundsgspd asset classes,
investment styles and capitalization ranges. peneend mutual funds were available
directly to investors or through distributors, aitsl closed-end funds traded on major
stock exchanges. Neuberger Berman was also adsudma of funds for institutional
clients, including insurance companies, banks atiterofinancial services firms.
Neuberger Berman served as the investment advissateadvisor for numerous defined
contribution plans, and for insurance companiegroffy variable annuity and variable
life insurance products, and provided portfolio mgement through both mutual fund
and other managed products.

The Investment Management Division also includede tRrivate

Investment Management Group. The Private Investrivlanagement group provided
traditional brokerage services and comprehensivesiment, wealth advisory, trust and
capital markets execution services to both highwwth individuals and small and
medium size institutional clients. For high-netritio clients, Lehman’s investment
professionals and strategists worked together wvige asset allocation, portfolio
strategy and manager selection, and integratedatihate with its tax, trust and estate
planning services.

3. Corporate Structure

An abridged depiction of Lehman’s organizationausture as of the
Commencement Date is set forth below. This sumrdaeg not identify all legal entities
within the corporate structure; each of the erttitisted is a holding company of direct
and indirect affiliates. The corporate structunart is also annexed hereto as Exhibit 8.
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4, Description of the Business of Each Debtor

This section contains brief descriptions of theibess of each Debtor.
For further information about the assets and ligdxsl of each Debtor, refer to the balance
sheets of each Debtor (i) as of September 14, 2008he applicable Commencement
Date for each Debtor and (iii) as of June 30, 2@®exed hereto as Exhibits 2A, 2B and
2C, respectively.

a. Lehman Brothers Holdings Inc. LBHI was the ultimate
parent and holding company for Lehman’s busineskB#il directly or indirectly held
the equity in each of the Debtors as well as at-debtor Lehman entities.

b. Lehman Commercial Paper Inc Lehman conducted a
majority of its commercial loan and mortgage loaigioation, lending, trading and
servicing activities through LCPI.

C. Lehman Brothers Commodity Services Inc Lehman
entered into commodity and energy derivatives petgithrough LBCS.

d. Lehman Brothers Special Financing Inc., Lehman
Brothers Derivative Products Inc. and Lehman Brothes Financial Products Inc
Lehman'’s fixed income derivative products busingeas principally conducted through
LBSF, and its separately capitalized “AAA” ratedsidiaries LBFP and LBDP.

e. Lehman Brothers OTC Derivatives Inc Lehman entered
into equity derivative products through LOTC.

f. Lehman Brothers Commercial Corporation. LBCC
acted as Lehman’s dealer in over-the-counter fareigrencyforwards and options and
exchange-traded futures and futures options.

g. LB 745 LLC. LB 745 was the owner of Lehman’s
corporate headquarters located at 745 Seventh AvemNew York City.

h. PAMI Statler Arms, LLC . PAMI was formed to hold
title to the Statler Arms Apartments, a 297-sugarément complex in Cleveland, Ohio.

i. CES Aviation LLC, CES Aviation V LLC and CES
Aviation IXLLC . CES, CESV, and CES IX acquired and operatedadirfor Lehman.

J- East Dover Limited. East Dover was established for the
purpose of purchasing, leasing and selling airaadt related equipment.

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 32



k. Lehman Scottish Finance L.P LS Finance was formed
for the purpose of holding equity-linked notes ey othel.ehman entities.

l. Luxembourg Residential Properties Loan Finance
S.a.r.l. LUXCO was an investment vehicle formed to hadmercial loans.

m. BNC Mortgage LLC. BNC originated subprime mortgage
loans in the United States.

n. LB Rose Ranch LLC. LB Rose Ranch owns and operates
a housing and golf course development in Colorado.

0. Structured Asset Securities Corporation SASCO was
used to acquire, and effectuate the securitizatipresidential mortgage loans.

p. LB 2080 Kalakaua Owners LLC. LB 2080 owned and
operated commercial real property in Honolulu, Hawa

g. Merit LLC . Merit was a special purpose vehicle created to
fund the acquisition of shares of Daewoo Enginegaind Construction Co. Ltd.

r. LB Somerset LLC and LB Preferred Somerset LLC
Somerset and Preferred Somerset each own a menpbiettsiest in an entity called
Somerset Associates, LLC, which indirectly ownsesaloffice buildings in North
Carolina.

5. Description of Debtors’ Principal Non-Debtor Affili ates

LBHI has thousands of subsidiaries throughout tloeldy This section
contains a brief summary of the principal Non-Del#iliates of the Debtors.

a. Lehman Brothers Inc. LBI was a registered broker/dealer
regulated by SIPC. Lehman’s North American capitatkets business was operated out
of LBI.

b. Lehman Brothers Bankhaus AG (in Insolvenz)
Bankhaus is an entity organized in Germany that bddanking license issued by BaFin,
Germany’s Federal Supervisory Authority. Its cogte purpose was to conduct a
variety of banking activities.

C. Lehman Brothers Treasury Co. B.\. LBT is an entity
organized in the Netherlands that issued structnoges primarily to investors in Europe.

d. Lehman Brothers Finance A.G. a.k.a. Lehman Brothers
Finance S.A LBF is an entity organized in Switzerland thagjaged in the execution of
bespoke over the counter equity derivatives cotdrfae institutional clients, including
certain Affiliates.
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e. Lehman Brothers International (Europe). LBIE was
Lehman’s European registered broker/dealer, bastwiUnited Kingdom. LBIE
offered a variety of security brokerage serviced was regulated by the Financial
Services Authority.

f. LB 1 Group. LB | Group’s primary business/corporate
purpose is to invest and manage equity and deftipal investments and to manage
private investment funds.

g. Property Asset Management Inc Property Asset
Management Inc., directly or indirectly, held a oréy of Lehman’s Real Estate Assets.

6. Directors and Executive Officers of LBHI
a. Directors

The members of the board of directors of LBHI astiaf date of this
Disclosure Statement are:

Michael L. Aindie: Mr. Ainslie, the non-executive chairman of LBHII'
board of directors, became a director of LBHI ir@@%nd is a member of Lehman’s
Audit Committee and Executive Committee. Mr. Aiashas also a Director of Lehman
Brothers Bank FSB (now known as Aurora Bank FSB)jcW is indirectly owned by
LBHI. Mr. Ainslie was the former President, Chietecutive Officer and a Director of
Sotheby’s Holdings.

John F. Akers: Mr. Akers became a director of LBHI in 1996 asetved
as the Chairman of Lehman’s Compensation and Bsr@éfimmittee and as a member of
the Finance and Risk Committee. He is currentiyeanber of the Executive Committee.
Mr. Akers served as Chairman of the Board of Doectand Chief Executive Officer of
IBM from 1985 until his retirement in 1993. Healso a Director of W. R. Grace & Co.

Roger S Berlind: Mr. Berlind became a director of LBHI in 1985dais a
member of the Audit Committee and served as a mermabéhe Finance and Risk
Committee. He also previously served as a boamlmee of Lehman Brothers Inc. (until
2003). Mr. Berlind is also a private investor amas been a theatrical producer and
principal of Berlind Productions since 1981.

Thomas H. Cruikshank: Mr. Cruikshank became a director of LBHI in
1996, and is the Chairman of the Audit Committed as a member of the Nominating
and Corporate Governance Committee. He also saveddirector of Lehman Brothers
Inc. Previously, Mr. Cruikshank served in varica¢es beginning in 1969, including
Chairman and Chief Executive Officer from 1989 @03, of Halliburton Company, a
major petroleum industry service company.

Marsha Johnson Evans: Ms. Evans became a director of LBHI in 2004
and served as the Chairman of the Nominating anghaZate Governance Committee
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and as a member of the Compensation and Benefitsr@itee and the Finance and Risk
Committee. Ms. Evans was formerly a Rear Admiralthe United States Navy,
President and Chief Executive Officer of the AmanicRed Cross, and National
Executive Director of Girl Scouts of the USA.

Sr Christopher Gent: Sir Christopher Gent became a director of LB i
2003 and is a member of the Audit Committee, andiesk as a member of the
Compensation and Benefits Committee. He also semgeNon-Executive Chairman of
GlaxoSmithKline plc, a Director of Ferrari SpA, ard Senior Advisor to Bain &
Company, Inc. Sir Christopher Gent is a formereChixecutive Officer and director of
Vodafone Group Plc.

Roland A. Hernandez. Mr. Hernandez became a director of LBHI in 2005
and served as a member of the Finance and Risk @wamMr. Hernandez is a retired
Chairman and Chief Executive Officer of Telemurdmup, Inc., a Spanish-language
television station company. Mr. Hernandez is as®irector of MGM Mirage, The
RylandGroup, Inc., Vail Resorts, Inc. and Wal-Mart Stores.

Henry Kaufman: Dr. Kaufman became a director of LBHI in 1995an
served as the Chairman of the Finance and Risk Gieem He is President of Henry
Kaufman & Company, Inc., an investment managemeauwt @conomic and financial
consulting firm, and was formerly a Managing Dimecand Member of the Executive
Committee of Salomon Brothers Inc., as well as \@®irman of the parent company,
Salomon Inc., and an economist for the Federal iRedgank of New York.

John D. Macomber: Mr. Macomber became a director of LBHI in 1994
and served as a member of the Compensation andiBeGemmittee, the Executive
Committee (of which he is still a member) and themihating and Corporate
Governance Committee. Mr. Macomber is a princgda)DM Investment Group. Mr.
Macomber is also a director of Collexis Holdingss.land Stewart & Stevenson LLC.,
and was formerly Chairman and President of the Expaport Bank of the United
States, Chairman and Chief Executive Officer ofa@eke Corporation, and a Senior
Partner at McKinsey & Company.
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b. Executive Officers

The key executive officers of LBHI as of the datetlis Disclosure
Statement are:

Bryan Marsal Chief Executive Officer

John Suckow President and Chief Operating Officer

William Fox Executive Vice President and Chief
Financial Officer

7. Capital Structure

As of August 31, 2008, Lehman had recorded assetsling
approximately $598 billion and liabilities totalingpproximately $569 billion. The
unaudited consolidating balance sheet preparecdsopLehman’s “Global Close” on
September 14, 2008 reflected recorded assetsntalpproximately $634 billion and
liabilities totaling approximately $611 billion. ebhman financed its operations through a
combination of short-term and long-term financing) described below. A material
portion of the financing was based on short-tereditr

a. Prepetition Short Term Borrowings
0] Repurchase Agreements and Transactions

Repurchase agreements and transactions are ggnarédkm of short-
term secured borrowing, in some instances, sucfsdaions may be determined to be
purchases and sales. Pursuant to repurchase agserhehman sold securities to
counterparties under an agreement by Lehman tadlease such securities at a future
specified date. Lehman would pay the counterpartyee for entering into such
transactions. Such transactions generally allokedtnan to obtain short-term financing
secured by government or government agency sexsurdr other securities. As of
August 31, 2008, Lehman had recorded obligationsepurchase approximately $157
billion of securities pursuant to such repurchageaments.

(i) Securities Lending

In securities lending transactions, Lehman woulddlesecurities to
counterparties in exchange for collateral (Cashottierwise) sufficient to secure the
lending of the securities. Upon the terminationaokecurities lending arrangement,
Lehman would be obligated to return the collatéoathe counterparty and the subject
securities would be returned to Lehman. Lehmanldvpay interest and or fees to the

®> See section V.A.1—"Retention of A&M and Other Resdionals” of this Disclosure

Statement for further information regarding thengion of A&M to manage the Debtors
and the appointments of Bryan Marsal as chief wegiring officer and, subsequently, as
chief executive officer of LBHI.

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 36



party borrowing the securities. These transactalltsved Lehman to obtain additional
short-term secured financing. As of August 31,&00hman had recorded obligations
under securities lending contracts of approxima$@y billion.

(i)  Commercial Paper

Commercial paper consists of short-term, promissatgs with maturity
dates not longer than 270 days. As of August 31082 Lehman had recorded
commercial paper debt obligations of approximaghbillion.

(iv)  Hybrid Instruments

Lehman had recorded obligations under certain Gi@mnstruments with
maturities of less than one year and zero-strikeepwarrants of approximately $3 billion
as of August 31, 2008.

b. Prepetition Long-Term Borrowings

As of August 31, 2008, Lehman had recorded apprataip $136 billion
of notes outstanding (including notes issued purstmthe EMTN Program described
below). The long term borrowings include approxietia $97 billion of senior notes,
approximately $12 billion of subordinated notesd approximately $5 billion of junior
subordinated notes. The weighted-average matofitypng-term borrowings was 7.9
years as of August 31, 2008. As of August 31, 26386 of Lehman’s long-term debt
was issued by the Lehman Affiliates located outsideUnited States.

A portion of the capital Lehman raised was throtigh issuance of notes
through the European Medium Term Note Program‘@TN Prograni). The EMTN
Program was a financing program arranged by LBI&eunvhich LBT, Bankhaus, LBHI
and other entities (the “EMTN Issu&rsssued structured notes (the “Structured N9tes
to individuals and financial institutions. Someustured Notes were relatively simple
fixed or floating rate securities; others were hygtomplex and uniquely tailored to the
interests of specific investors. In the case ohynaf the Structured Notes, the principal
amount as well as the amount and payment of intaredinked to the performance of an
underlying security, foreign exchange rate, comiyogliice, index or basket of securities
or indices (the “Underlying. LBIE, with the assistance of LBL, acted as Hreanger,
dealer, and calculation agent with respect to thidE Program. More than 4,000 series
of Structured Notes (the “Seri¢svere outstanding as of the Commencement Datee T
entities other than LBHI that issued the Structuhotes would typically lend the
proceeds received from such issuance to LBHI.

With the exception of approximately 56 Series ofesathat were issued
by LBHI under the EMTN Program, LBHI’'s sole involment in the EMTN Program
was the issuance of a purported blanket guararftedl motes issued pursuant to the
EMTN Program. Since the Debtors did not direcisue a large majority of the notes
pursuant to the EMTN Program, the Debtors do neel@mmplete records indicating the
aggregate amount of all securities outstanding utkde EMTN Program. It is the
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Debtors’ understanding that LBIE as the arrangeéhefprogram has many of the records
relating to these notes.

For the purposes of determining and allowing claagainst LBHI based
on LBHI's guarantee of the Structured Notes, LBHEkRletermined that the Structured
Notes fall into three general categories:

Interest Bearing Notes These Structured Notes closely resemble
ordinary interest bearing notes, involving perioditerest payments and, in most cases, a
principal portion paid at maturity. In LBHI's viewlaims based on LBHI's guarantee of
such notes should be determined by disallowingrathatured interest, and allowing both
matured interest and the entire principal amount.

“Zero Coupon” Notes: Certain of the Structured Notes were purchased
by noteholders at less than par or face valuehenekpectation that such noteholders
would receive par or face value at maturity. Basedhe resemblance of such notes to
zero-coupon notes, or notes containing “originaués discount,” claims based on the
guarantee of these notes should be determineddyyiad) the sum of the issue price and
any accreted “interest” up to the Commencement.Date

Single Future Liability: Many of the Structured Notes do not provide for
periodic payments, but rather, offer the notehaderfinal redemption amount that is
keyed to an Underlying. The allowed portion ofirtia based on the guarantees of these
notes should be determined such that the notelstdeeive a claim for the fair market
value of the note at the Commencement Date, cemsistith the principles underlying
section 502 of the Bankruptcy Code. A claim instl@mount would provide the
noteholders with a claim for the replacement cdstheir investment, i.e., what the
noteholders would have received at maturity, bydrayriately discounted. Because a
portion of such claims will be keyed to an Undertyi and therefore contingent and
unliquidated, the Bankruptcy Court will need toimsite the entire claim pursuant to
section 502(c) of the Bankruptcy Code. It is LB#Hposition that determining the fair
market value of such notes at the petition dateasestimation methodology best suited
to the circumstances because (i) a majority ofisisaing documents contemplate this
treatment upon the event of bankruptcy, (ii) thietledology is the economically
realistic way the market would value these instmiseand (iii) this methodology is an
administrable process that coincides with certagbtdrs’ valuation methodology for the
intercompany derivative contracts into which LBTtesed to offset the risk of these
instruments. The fair market value methodologyrdf@e assists the Debtors in
reconciling their intercompany books and records] prevents the need for multiple
valuations.

C. Prepetition Credit Facilities

Lehman used both committed and uncommitted bilatand syndicated
long-term bank facilities to complement its longatedebt issuances. In particular,
Lehman maintained a $2 billion unsecured, commitexlving credit agreement with a

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 38



syndicate of banks. In March 2008, Lehman amemuhelrestated this credit facility to
extend the term through February 2011. As of Augdk, 2008 and as of the
Commencement Date, there were no outstanding borgsvagainst this credit facility.

In addition, Lehman maintained a $2.5 billion muglirrency unsecured,
committed revolving credit facility with a syndieabf banks for Bankhaus and LBT
which would have expired in April 2010. Bankhausld BT drew on both of these
facilities from time to time in the ordinary courséconducting business. As of August
31, 2008 and as of the Commencement Date, there meroutstanding borrowings
against this credit facility.

d. Other Secured Borrowings

In the ordinary course of business Lehman soldddan participations in
loans) to off-balance sheet securitization vehithed would issue securities secured by
such loans. Lehman often transferred the loassith vehicles through participations in
the loan syndications, whereby Lehman would rentfaénlender of record for loans but
would be obligated to pass through to the secatibn vehicle all proceeds Lehman
received as interest, principal or fees as to doams. These transactions allowed
Lehman to monetize all or a portion of its intesest the loans it had originated. As of
August 31, 2008, Lehman had recorded obligationsleunsuch transactions of
approximately $22 billion.

e. Bank Platforms

Aurora Bank (formerly known as Lehman Brothers BaRmSB and
Woodlands Bank (formerly known as Lehman Brothemm@ercial Bank provided
Lehman with additional financing flexibility. Aura Bank and Woodlands were able to
raise funds through accepting deposits and thentlmsedeposits to buy assets (or
participations in assets) from certain Lehman @stit For further information regarding
Aurora Bank and Woodlands, see Section V.E.4— “BRfdtforms” of this Disclosure
Statement.

f. Preferred Stock

LBHI had several classes of preferred stock (theefé?red Stock
outstanding as of the Commencement Date. At Noeen@®, 2007, LBHI was
authorized to issue a total of 24,999,000 shareBreferred Stock and had issued and
outstanding 798,000 shares of various series asided below. All Preferred Stock had
a dividend preference over LBHI's shares of comrmsimeck (the “Common Sto&kin the
payment of dividends and a preference in the ligiioeh of assets.
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The following table summarizes LBHI's outstandingeférred Stock at
November 30, 200%:

Series | Depositary | Shares Issued and Dividend Rate Earliest Redemption
Shares Outstanding Redemption Date | Value
C 5,000,000 500,000 5.94% May 31, 2008 250,000,000
D 4,000,000 40,000 5.67% August 31, 2008 200,0@0,0p
F 13,800,000 138,000 6.50% August 31, 2008 3450000,
G 12,000,000 120,000 one-month LIBOR +ebruary 15, 2009 300,000,000
0.75%(1)

(1) Subject to a floor of 3.0% per annum.

The series C, D, F, and G Preferred Stock rankedllgas to dividends
and upon liquidation, dissolution, or winding updahad no voting rights except as
provided below or as otherwise from time to timguieed by law. If dividends payable
on any of the series C, D, F or G Preferred Staabnoany other equally-ranked series of
Preferred Stock were not paid for six or more agrartwhether or not consecutive, the
authorized number of directors of LBHI would hawgamatically increased by two. The
holders of the series C, D, F or G Preferred Stakthe right, with holders of any other
equally-ranked series of Preferred Stock, to dleotdirectors to fill such newly created
directorships until the dividends in arrears wea&lp

6 Information regarding LBHI's outstanding preferrstbck was included in LBHI's 10-K, which

provided information as of November 30, 2007. LBHIO-K for the year ending 2007 lists a humber of
classes of Preferred Stock and notes as havingregestered but does not discuss how many shares we
outstanding as of the reporting date, including (ines.857% Mandatory Capital Advantaged Preferred
Securities of Subsidiary Trust (and LBHI's guarantihereof); (i) Floating Rate Mandatory Capital
Advantaged Preferred Securities of Subsidiary T(astd LBHI's guarantee thereof); (iii) 6.375 Trust
Preferred Securities, Series K, of Subsidiary Tiastd LBHI's guarantee thereof); (iv) 6.375% Trust
Preferred Securities, Series L, of Subsidiary Triastd LBHI's guarantee thereof); (v) 6.00% Trust
Preferred Securities, Series M, of Subsidiary Tiiastd LBHI's guarantee thereof); (vi) 6.24% Trust
Preferred Securities, Series N, of Subsidiary T(astd LBHI's guarantee thereof);(vii) 2.00% Medium
Term Notes, Series H, Due March 3, 2009 Performaideed to the Common Stock of Morgan Stanley
(MS); (viii) 0.25% Medium Term Notes, Series |, Diebruary 16, 2012 Performance Linked to a Basket
of Two Stocks; (ix) 0.00% Medium Term Notes, SetieBue May 15, 2010 Performance Linked to the
Common Stock of General Electric Company (GE);ARpolute Buffer Notes Due July 29, 2008, Linked
to the Dow Jones EURO STOXX 50® Index (SX5E); &bsolute Buffer Notes Due July 7, 2008, Linked
to the Dow Jones EURO STOXX 50® Index (SX5E); (Xiyirrency Basket Warrants Expiring February
13, 2008; (xiii) Dow Jones Global Titans 50 Indek SSUNS® Stock Upside Note Securities Due
February 9, 2010; (xiv) Dow Jones Industrial Aver&®UNS ® Stock Upside Note Securities Due April
29, 2010; (xv) Index-Plus Notes Due December 23)92@Performance Linked to the Russell 2000®
INDEX (RTY); (xvi) Index-Plus Notes Due March 3, 20 Linked to the S&P 500® Index (SPX); (xvii)
Index-Plus Notes Due November 15, 2009, Linkechto Dow Jones STOXX 50® Index (SX5P); (xviii)
Index-Plus Notes Due September 28, 2009, Perforenaimked to S&P 500® Index (SPX); (xix) Japanese
Yen Linked Warrants Expiring June 20, 2008; (xx)stlaq-100® Index RANGERSSM Rebound Risk
AdjustiNG Equity Range Securities Notes Due Jun@0Q8; (xxi) Nikkei 225SM Index SUNS® Stock
Upside Note Securities Due June 10, 2010; (xxi#&PFH00® Index Callable SUNS® Stock Upside Note
Securities Due November 6, 2009; and (xxiv) S&P®&0dex SUNS® Stock Upside Note Securities Due
August 5, 2008.
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In March 2008, LBHI issued $4 billion aggregatauldption preference of
7.25% Non-Cumulative Perpetual Convertible Preter&tock, series P. On June 12,
2008, LBHI issued two million shares ($2 billiongaggate liquidation preference) of
8.75% Non-Cumulative Mandatory Convertible Prefér&tock, series Q.

g. Common Stock

As of August 31, 2008, LBHI had 689,030,169 share€ommon Stock
outstanding. As of the Commencement Date, theesdrpolders of LBHI Common
Stock were (i) AXA and related parties owning 4@.@86 shares, or 7.25%; (ii)
ClearBridge Advisors, LLC and related parties owgng4,980,989 shares, or 6.33%, and
(i) FMR LLC and related parties owning 32,441 ,88fares, or 5.87%.

In 1997, LBHI established an irrevocable grantastrthe “RSU Trusj
to provide Common Stock voting rights to employad® held outstanding restricted
stock units (“RSUY. In 2007, 2006 and 2005, LBHI transferred 24n@lion, 21.0
million and 22.0 million treasury shares, respestivinto the RSU Trust. At November
30, 2007, approximately 72.5 million shares wertl he the RSU Trust with a total
value of approximately $2.3 billion.

h. Trust Securities

Lehman formed certain trusts or limited partnershipollectively, the
“Trusts’), which acquired Lehman’s junior subordinatedesoaind issued trust preferred
securities secured by Lehman’s junior subordinatsrities.

The following table summarizes the key terms ofstsuvith outstanding
securities at November 30, 2007:

November 30, 2007 Issuance Date Mandatory Redeemable by Issuer
Redemption Date on or after

Holdings Capital Trust Ill, Series K March 2003 Mharl5, 2052 March 15, 2008

Holdings Capital Trust IV, Series L October 2003 t@ber 31, 2052 October 31, 2008

Holdings Capital Trust V, Series M April 2004 ApPiP, 2053 April 22, 2009

Holdings Capital Trust VI, Series N January 2005 nuday 18, 2054 January 18, 2010

Holdings Capital Trust VII May 2007 June 1, 2043(1) | May 31, 2012

Holdings Capital Trust VIII May 2007 June 1, 2048(1 May 31, 2012

U.K. Capital Funding LP March 2005 Perpetual MaBbh 2010

U.K. Capital Funding Il LP September 2004 Perpetual September 21, 2009

Holdings E-Capital Trust | August 2005 August 1063 August 19, 2010

U.K. Capital Funding Ill LP February 2006 Februag; 2036 February 22, 2011

U.K. Capital Funding IV LP January 2007 Perpetual prik25, 2012

U.K. Capital Funding V LP May 2007 Perpetual Jupadi?

(1) Or on such earlier date as Lehman may haveeglés connection with a remarketing.
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The trust preferred securities issued by Holdinggital Trust VII and
Holdings Capital Trust VIII were issued togethethwecontracts to purchase depositary
shares representing Lehman’s Non-Cumulative Pesip&referred Stock, series H and
Series |, respectively, with an aggregate redemptaue of $1.5 billion.

8. Liquidity Pool

To protect against any temporary market eventstihgniits ability to
borrow, Lehman maintained a pool of assets thdtelieved were highly liquid and
saleable. Lehman’s liquidity pool was intendeaddwer expected cash outflows for one
year in a stressed liquidity environment.

In assessing the required size of the liquiditylpbehman assumed that
(a) assets outside the liquidity pool could not dsesily sold to generate cash; (b)
unsecured debt would not be accessible; and (ctasty and unencumbered liquid assets
outside of the liquidity pool could not be usedstgport its liquidity. The liquidity pool
was primarily invested in cash instruments, govemnmand agency securities and
overnight repurchase agreements collateralizecolbgrgment and agency securities.

In September 2008, as a result of, among othergshirthe severe
contraction of the credit markets, declining asssues, and requests by Lehman’s
lenders for additional collateral to secure Lehmsasbligations, Lehman’s liquidity pool
was insufficient to withstand the financial crisisSeptember 2008.

V. EVENTS LEADING UP TO CHAPTER 11

As a financial services firm, with interests in itap markets and
investment banking, stock brokerage, and investnmanagement, Lehman was
materially affected by conditions in the globaldirtial markets and worldwide economic
conditions. For most of 2008, Lehman operated nnuafavorable global business
environment. Conditions were aggravated by, ameotiger things, a continuing
contraction of liquidity in credit markets; sigraéintly depressed volumes in most equity
markets; a widening in certain fixed income cregiteads compared to the end of the
2007 fiscal year; declining asset values; and tloeeasing severity of the “sub-prime”
mortgage crisis.

These difficult conditions were compounded by tldapse and forced
sale of Bear Stearns & Co. Inc. (“Bear Stegrits March 2008, and declining growth in
major economies as a result of contracting econaworalitions and eroding consumer
confidence. Global inflation increased in that iemvment. Commodity prices rose
significantly during the second quarter of 2008thvoil and gold reaching record levels,
raising costs of industrial production. Consumenfence and spending were
challenged by a combination of lower wealth frontloeng housing values; higher
commodity prices impacting levels of disposableome; and falling private sector
employment. Central banks’ concerns about exatagamflationary conditions limited
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their ability to implement monetary policies intedto provide liquidity within the
financial markets.

The combination of liquidity issues in the marketentracting credit
access and the requirement that financial compa@dsver their balance sheets resulted
in downward pressure on financial asset pricesesé&lglobal economic conditions, in the
aggregate, depressed both the valuations of Lelsmamentory positions as well as
transactional volumes and market activity levelsvimch Lehman’ capital markets and
investment banking business segments operated.

Ultimately, the onset of instability in the finaatiand credit markets in
2008 created significant problems for Lehman. Dedpfusions of liquidity by central
banks into the financial system, broad asset ctagsarticularly domestic subprime
residential mortgages and structured credit pragueimained thinly traded throughout
the period. Lehman purchased many of its assdtygy ushort-term secured credit
obtained under tri-party repurchase agreementserVtihe market value of the pledged
assets began to deviate (downward) from the pledgéde of those assets, secured
lenders imposed discounts on Lehman’s assets aredjoested additional collateral.

The depreciation of Lehman’s pledged assets aldoahaadverse impact
on its borrowing availability. The loss of liquidiin the markets generally created a
chain reaction of adverse economic consequencath itd/reliance on short-term credit
and its diminished ability to access such markéeshman had difficulty funding
transactions; major credit rating agencies put Lafiscredit ratings on negative watch
with potential for multiple downgrades. The dowendgs also had a chain reaction,
requiring Lehman to post more collateral to itsders and increasing the cost of
borrowing.

In response to Lehman’s deteriorating financiafgremance, it explored,
inter alia, various options to seek strategic partners oetsjyto restructure operations,
reduce the overall cost structure, de-lever androng performance. In recognition of
the concerns caused by Lehman’s concentration sifipos in real estate-related assets,
it initiated actions to separate those assets ftoenrest of its operations. Lehman
actively reduced its real estate portfolio in thigd quarter of 2008, including a reduction
in residential mortgage exposure by 31% to $17lobi Further, Lehman formally
engaged BlackRock Financial Management, Inc. tb a@broximately $4 billion of
Lehman’s residential-mortgage portfolio in the @ditkingdom; however, this effort was
unsuccessful and terminated as a result of the @mement of the Chapter 11 Cases.

In an effort to, among other things, minimize tlie@s of pervasive and
negative rumors in the marketplace, on September2008, Lehman reported an
accelerated and preliminary net loss of approxiipai8.9 billion, or $5.92 per common
share (diluted), for the third quarter ended Auddst 2008, compared to a net loss of
$2.8 billion, or $5.14 per common share (dilutdd),the second quarter of fiscal 2008,
and net income of $887 million, or $1.54 per comnsbrare (diluted), for the third
guarter of fiscal 2007. The net loss in the thgtdirter of 2008 was driven primarily by
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gross mark-to-market adjustments stemming from edawvns on commercial and
residential mortgage and real estate assets.

At the same time, in light of the continuing dimiion in the value of
Lehman’ assets, its increasing mark-to-market alibgps, and its own plummeting
market capitalization, Lehman announced two majaratives. One initiative involved
an effort to sell some or all of the Investment @ament Division. Lehman expected
that the sale of the Investment Management Divisimuld generate in excess of $4
billion. Receipt of expected proceeds would hanbamced the capital position of
Lehman and enabled it to operate the other divisguccessfully through this difficult
period in the market.

The second initiative involved the spin-off of Leams commercial real
estate assets to a new company owned by Lehmaarstsiiders. Lehman believed that
divorcing the real estate assets from the rest eimian would relieve the financial
pressure on Lehman, while permitting shareholdeisenefit from the full value of such
assets when the markets recovered.

The announcement of the initiatives on September2008 did little to
alleviate the concerns as to the continued vigbdit Lehman. The uncertainty in that
week, particularly among the banks through whichrhan cleared securities trades and
used to facilitate and fund its repurchase agre&nand intra-day transactions, and
resulted in renewed demands for additional colddtéry such banks and Lehman’s
trading counterparties. The demands ultimately endadimpossible for Lehman to
continue to operate its business or implement egh#e two initiatives.

Lehman continued to intensify its efforts to seekuachaser for all or
substantially all of Lehman’s businesses and ass8ince any entity that operates a
major broker/dealer business cannot operate withoctss to federal funds through the
Federal Reserve Bank only a limited number of dedli financial institutions,
numbering less than 20, were in a position to @ersan acquisition of Lehman. One
candidate, Bank of America, that had expressedastaen purchasing Lehman, entered
into an alternative transaction with Merrill Lynebhich foreclosed any possibility of
purchasing Lehman. Barclays had been negotiatipgtantial acquisition of Lehman
during the week leading up to September 15, 20B8rclays was unable to obtain all
required regulatory approvals and, Barclays’ fiagieement to acquire Lehman prior to
September 15, 2008 could not be accomplished.

As a consequence of the deepening concern by therdleReserve Bank,
the SEC and the United States Department of thastlrg (the “Treasufy as to the
ability of Lehman to continue operations, emergemaetings were held at the Federal
Reserve Bank of New York over the weekend of Sepggmi2, 2008, among Lehman,
officials from the Federal Reserve Bank of New Y,osknior representatives of major
New York based financial institutions, Secretaryhaf Treasury Henry Paulson, and SEC
Chairman Christopher Cox to develop a plan to el the Lehman crisis. Over the
period of September 12 to September 15, 2008, iaffiof the Treasury indicated to
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Lehman that emergency federal funding of any kinould not be forthcoming to
stabilize Lehman and provide the liquidity neededits continued operations. Rather on
September 14, 2008, the Federal Reserve Bank of W, the SEC and the Treasury
strongly urged Lehman to initiate a bankruptcy cése LBHI before midnight on
Monday, September 15, 2008.

Having no viable alternative, at approximately 2z00. during September
15, 2008, LBHI commenced its Chapter 11 Case tggmve its assets and maximize
value for the benefit of all of its economic staglelers.

V. THE CHAPTER 11 CASES

Commencing on September 15, 2008, and periodidakyeafter, the
Debtors commenced voluntary cases under chaptef 1ie Bankruptcy Code. The
Debtors’ Chapter 11 Cases have been consolidatgatdoedural purposes only and are
being jointly administered pursuant to BankruptcyleR1015(b). The Debtors are
authorized to operate their businesses and marnagje properties as debtors in
possession pursuant to sections 1107(a) and 11ib@ &ankruptcy Code.

A. Stabilization of the Business

During the initial stages of the Chapter 11 Casles, Debtors engaged
A&M to provide crisis management and other servigesessary to the preservation of
asset values and the administration of the Chdgt€ases. Bryan Marsal was appointed
the Chief Restructuring Officer. Since that tim&&M personnel have led the
administration of the Chapter 11 Cases. The Dshteith the substantial assistance of
A&M, have devoted considerable time and effort &ngg control of their assets and
operations in an effort to preserve their valuethe face of a world wide loss of
confidence and a virtual financial panic. The Dhebt Chapter 11 Cases are
unprecedented in their size and complexity. Theyewfollowed by a period of global
turmoil in the financial markets, the effects of iefh have been persistent and which
precipitated massive federal intervention to séeefinancial system. In that context, the
initial phases of the Chapter 11 Cases were tumustu hectic in all respects and
extraordinarily demanding.

Of primary concern to the Debtors’ management,rgodhe involvement
of A&M, was avoiding the loss of thousands of jolosistomer dislocation and the
significant loss in value resulting from a liquidet of LBI. Lehman employed a
traditional holding company structure in which ooé€ its primary divisions, LBI,
functioned as a broker/dealer registered with agulated by the SEC. LBI was the
operating entity for the Lehman North American talpnarkets and investment banking
business. A substantial portion of Lehman’s asaetkits customer accounts were held
at LBl. However, as a regulated broker/dealer, il not qualify to be a debtor under
chapter 11 of the Bankruptcy Code. Rather, LBI wabject to potential proceedings
under the Securities Investor Protection Act of97
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Pursuant to arrangements with the Federal Reseani Bf New York,
LBI was allowed to continue to function on Mond&gptember 15, 2008. Commencing
with the early morning hours of September 15, 20B&clays contacted Lehman to
express a continuance of interest in acquiring LafismNorth American capital markets
and investment banking businesses operated by LAH. a result, huge efforts were
dedicated by Lehman to new negotiations with BaclaAt that time, A&M was just
beginning to organize its management team. Asaemuence, A&M did not participate
in the Barclays negotiations or the finalizationtloé transaction (other than with respect
to the Transition Services Agreement). The contatagd sale posed a number of
problems. Barclays would not agree to a sale withibe protection of a court order
because it did not want to expose itself to thk df potential fraudulent transfer and
other claims. Thus, one of the major problems haw to effect the transfer of the
broker/dealer’s assets to Barclays in a court-sametl sale that ran parallel to the sale in
LBHI's Chapter 11 Case. It was necessary to otcaiesa coordinated sale process
whereby the broker/dealer's assets could be indudethe sale of LBHI's assets to
Barclays.

Another problem was time. LBHI's management, prito the
involvement of A&M, believed that as a financiaganization, the businesses of Lehman
and, in particular, LBI, were extremely sensitivetiarket forces and potentially a severe
and sharp drop in value if the sale was not exppedity consummated. Barclays, as a
potential buyer, was concerned about time, andiredjghat the sale be approved within
five days.

The cooperation of SIPC was essential so that itheline of the sale
process could be coordinated with the commencewnfenBl’'s broker/dealer liquidation
under SIPA. On Tuesday, September 16, 2008, aomatias filed requesting the
Bankruptcy Court approve the sale procedures and sale approval hearing for Friday,
September 19. 2008. The Bankruptcy Court acteeditipusly, despite objections, and
taking into account the urgency and sensitivity thé situation, approved the sale
procedures at a hearing on Wednesday, Septemb20Q8, On September 19, 2008, as
the sale approval hearing was commencing, SIPCedau8l| to be placed into a
proceeding under SIPA. The SIPA proceeding was #ssigned to the same Bankruptcy
Judge overseeing LBHI's Chapter 11 Case, Honordhlees M. Peck, United States
Bankruptcy Court Judge, and a coordinated saleappsoved in both LBHI's and LBI's
cases.

Within five days of the Commencement Date, the s#Hleghe North

American capital markets and investment bankingnass to Barclays, together with the
real property relating to the corporate headquardéeid two data centers, was approved
and consummated on September 22, 2008. The szderped a significant number of
jobs, enabled customers of LBI access to their@usp and was the essential first step in
establishing the foundation for the Chapter 11 €asé provided the Debtors with
immediate access to approximately $1.3 billion tovje capital for the administration
and the sound beginning of these extraordinaryadypical Chapter 11 Cases.
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The following is a brief description of certain ethsignificant events that
have occurred during the Chapter 11 Cases.

1. Retention of A&M and Other Professionals

Shortly after LBHI's Commencement Date, the Debtesught the
services of A&M to provide the Debtors with a chrektructuring officer (the "CRQ
and additional personnel to advise the Debtorshenréstructuring of their estates. An
engagement letter was signed on Thursday, Septel8b@008 and effective control was
transferred to A&M on Monday, September 22, 200& a consequence of the sale to
Barclays, which was negotiated prior to A&M receryi executive responsibilities,
almost all of the LBI employees were transferredB#oclays, creating a major staffing
issue for the Debtors. The Debtors retained A&Mptovide services with respect to,
among other things, (i) reviewing and assessingmniaefis financial information,
including its short and long-term estimated caskwéd and financial information provided
by the Debtors to their creditors, (ii) assistingasset sales and the identification of cost
reduction and operational improvement opportuniti€si) developing possible
restructuring plans or strategic alternatives foaxmmizing the enterprise value of
Lehman’s various business lines, (iv) serving asphncipal contact with the Debtors’
creditors with respect to financial and operatiamalters, and (v) performing such other
services in connection with the restructuring psscas reasonably requested or directed
by LBHI's Board of Directors and other authorizednpany personnel. Since
September 22, 2008, A&M has been functioning as lda&lership of the Debtors’
management. The services to be provided by A&Mewwscessary to enable the Debtors
to maximize the value of their estates and sucalgsfomplete their restructuring. The
Debtors’ engagement letter with A&M (the "Engagemeastterl’) provided that Bryan
Marsal would serve as CRO to assist the Debtoils alitphases of the Chapter 11 Cases.
On December 17, 2008, the Bankruptcy Court enterdthal order authorizing the
retention of A&M and the appointment of a CRdnc pro tunc to the Commencement
Date [Docket No. 2278]. At different times sinbe tCommencement Date, as a result of
the Debtors global operations and significant lofskey employees, anywhere from 100
to 150 full time employees (with a approximately01f@ll time employees early in the
Chapter 11 Cases) from A&M have provided restruetuservice to the Debtors.

The Debtors engaged Weil, Gotshal & Manges LLP hesr tattorneys
nunc pro tunc to the Commencement Date and Curtis, Mallet-Prevosit & Mosle LLP
as their conflicts attorneysunc pro tunc to September 26, 2008, pursuant to authority
granted by the Bankruptcy Court.

The Debtors engaged Lazard as their investmentdoatfective as of the
Commencement Date.

Other professionals have been engaged to assidddhtors with,inter
alia, tax and audit services, derivative matters, magonal matters, brokerage services,
real estate matters, and general corporate agdtlitn matters. To date, approximately
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21 professionals have been authorized to performices for the Debtors by the
Bankruptcy Court pursuant to either 327(a) or 3pa@{ehe Bankruptcy Code.

2. Creditors’ Committee

On September 17, 2008, the US Trustee, pursuasdction 1102(a)(1) of
the Bankruptcy Code, appointed the Creditors’ Cott@aito represent the interests of the
creditors of the Debtors. The original committeengsisted of Wilmington Trust
Company, as Indenture Trustee, The Bank of NY MelMizuho Corporate Bank, Ltd.,
as Agent, Metropolitan Life Insurance Co., ShinBank, Limited, The Royal Bank of
Scotland, PLC, and RR Donnelley & Sons. The CeediitCommittee’s composition
was amended on October 3, 2008, at which time TohaRBank of Scotland, PLC and
RR Donnelley & Sons were replaced with The Vangu@mbup and Aegon USA
Investment Management, respectively. The Credit@smmittee composition was
reduced to five members on December 15, 2009, @mémsei Bank, Limited and Aegon
USA Investment Management resigned. On FebruaPp®), the Creditors’ Committee
was expanded to seven members with the appointaidniS. Bank, N.A., as Indenture
Trustee, and Elliott Management Corp. The currem@mbers of the Creditors’
Committee are:

Wilmington Trust Company, as Indentur&he Bank of New York Mellon
Trustee

Mizuho Corporate Bank, Ltd., as Agent Metropolitafe Insurance Company

The Vanguard Group Inc. U.S. Bank, N.A., as Indemfirustee

Elliott Management Corp.

Since the appointment of the Creditors’ Committdes Debtors have
regularly consulted with the Creditors’ Committegddts professionals concerning the
administration of the Chapter 11 Cases. The Dslitave kept the Creditors’ Committee
and its professionals informed with respect to rtloggerations and have obtained the
concurrence of the Creditors’ Committee for acti@ml transactions outside of the
ordinary course of the Debtors’ business. The @mbhave met with the Creditors’
Committee and its advisors on at least a monthishand have participated in many
meetings with sub-committees of the Creditors’ Cottaa focused on specific asset
classes and related issues on a regular and freasis. The Creditors’” Committee and
its professionals have participated actively, tbgetwith the Debtors’ management and
professionals, in, among other things, reviewing brebtors’ business operations across
all of the Debtors’ business lines as well as taraltters relating to the administration of
the Chapter 11 Cases and the formulation of the.Pl&ahese meetings occur on an
almost daily basis.

The Creditors’ Committee has engaged Milbank, Twedddley &
McCloy LLP as its general attorneys, Quinn Emanudgjuhart & Sullivan, LLP as
special counsel, and FTI Consulting Inc. and Haulihokey Howard & Zukin Capital,
Inc. as its financial advisors. The expenses ahbrers of the Creditors’ Committee and
the fees and expenses of the Creditors’ Committped$essionals are administrative
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expenses of the Debtors in the Chapter 11 Caskgcsuo approval by the Bankruptcy
Court.

The Debtors on a more limited basis have met amfeo®d with certain
non-statutory groups of claimants that have idettithemselves as ad hoc committees
or so-called alliances of creditors.

B. Lehman Brothers Inc.’s SIPA Proceeding; Lehman ALI

On the Commencement Date, LBI was a wholly-ownedatlisubsidiary
of LBHI and a broker/dealer registered with the SEC

Following the Commencement Date, LBHI negotiated agreed to the
sale of substantially all of Lehman’s North Amenceapital markets and investment
banking business to Barclays. Barclays declineactjuire certain businesses and assets
of LBI, including those relating to derivative pratts or real estate investments because
of the nature of such assets. The SIPA Trusteeedgihat the value of the assets could
better be protected as part of the Chapter 11 CaBberefore, on September 19, 2008,
prior to the commencement of LBI's proceeding untex SIPA, LBI transferred to
Lehman ALI, a wholly-owned direct subsidiary of LBHall of LBI's interests in the
shares of various entities that were subsidiarfesBd. The transfers were intended to
preserve the value of the assets and enhance ipbtecsbveries by LBHI's creditors.

Pursuant to such transaction, Lehman ALI acquitesl all of: LBI's
interest in the shares of: LCPI, LBSF, LBDP, LBRBlue Jay Realty Corporation,
FRAH Special Services Inc., LB | Group Inc., LBdia Holdings Mauritius Il Limited,
LB Leasing Inc., Lehman Brothers (Israel) Inc., ireln Brothers (Spain) S.A., Lehman
Brothers de Venezuela C.A., Lehman Brothers Eulope Lehman Brothers Finance
(Japan) Inc., Lehman Brothers Investment Holdingn@any Inc., Lehman Brothers
International Services, Inc., Lehman Brothers Huadi International Inc., Lehman
Brothers Investment Management Asia Limited, LehnmBwothers Overseas Inc.,
Lehman Brothers Securities Taiwan Limited, LehmamtBers South Asia Limited
(inactive), Lehman Realty & Development Corp., MBR/ Corp., RIBCO LLC and
RIBCO SPC, Inc.

In exchange for the transfer of the shares of tleegities, Lehman ALI
provided a note (the “PIK Ndteto LBI in an amount equal to the fair market walof
the shares of such entities as of September 1%, 2@0¢h such amount to be determined
pursuant to a methodology to be agreed to by LRI hazard. As security for the
payments due under the PIK Note, Lehman ALI grariBtl a security interest in the
stock of the acquired entities and the proceedspfsale of such shares.

LBI also transferred to Lehman ALI certain pateatsl trademarks that
were owned by LBI but used in the Investment Managy# Division. In consideration
for the transfer of such intellectual property, bredn ALI issued another note (the “IP
PIK Note) to LBI. The amount of the IP PIK Note is equalthe fair market value of
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the transferred intellectual property as of Septmil®, 2008, with such amount to be
determined pursuant to a methodology to be agredy Bl and Lazard. The IP PIK
Note is secured by a security interest in the feared intellectual property.

Based on the Debtors’ calculations, the fair masadtie of the shares of
such entities as of September 19, 2008, is zerbe Debtors also believe that the
intellectual property acquired from LBI did not lea&ny value as of September 19, 2008.
Accordingly, no liability has been recognized byhbean ALI. The SIPA Trustee does
not concur with the conclusion of the Debtors alad heserved all of his rights with
respect to such PIK Notes. As of the date heremither the value, nor the methodology
for determining the value of the PIK Note and tli®e PIK Note has been finally
determined by Lazard.

C. Sale of the North American Capital Markets and Investment Banking
Business to Barclays Capital Inc

On September 16, 2008, one day after the CommemtebDate, the
Debtors and Barclays entered into an asset purcdmgsement (the “Barclays Purchase
Agreement) with respect to the sale of the Debtors’ Nortmérican capital markets and
investment banking business, including the fixedome and equities cash trading,
brokerage, dealing, trading and advisory businesse®stment banking operations,
LBI's business as a futures commission merchant laBbds commodities business,
government securities trading operations and mgedmcked securities trading
operations of LBI, and its private investment mamagnt business (the_“Barclays
Purchased Assé)s The Barclays Purchased Assets were a highhgitee asset and
their value was greatly dependent upon Lehman’$itadb assure its clients and
customers of its financial and operational intggra major problem during the market
conditions of September 2008. The value of a firarservice business is inherently tied
to the skills and knowledge of its employees anel émployees’ relationships with
clients. It was determined by Debtors’ managememdr to the appointment of A&M,
that an expeditious sale of the Barclays PurchAdssets was critical to the stabilization
of its value, in order to avoid rapid value depation and a mass exodus of employees.
On September 17, 2008, the Debtors filed a moterkisg approval of the sale of the
Barclays Purchased Assets purchased pursuant ®atictays Purchase Agreement, free
and clear of all liens, claims, encumbrances oeredts and the assumption and
assignment of certain prepetition executory comgraand unexpired leases and non-
residential real property [Docket No. 60]. Lazatte Debtors’ investment banker which
had assisted in a search for purchasers befor€dn@mencement Date, later testified
during the Bankruptcy Court sale hearing on Sep&mi®, 2008, that no other
purchasers had emerged for the Barclays Purchasedt®since the Commencement
Date. The sale of the Barclays Purchased Assetcwriasummated pursuant to an Order
of the Bankruptcy Court dated September 19, 2008] the Barclays Purchase
Agreement, as amended on September 19, 2008, amthrdication letter (the
“Clarification Lettet) dated as of September 20, 2008, and executeSemtember 22,
2008 [Docket No. 258].
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In response to the rapidly depreciating value &f Bebtors’ assets, the
Barclays Purchase Agreement as part of the sal@reethe closing to occur on or
before September 22, 2008, unless otherwise agngdlde parties. In consideration for
the transfer of the Barclays Purchased Assets, |@8arqi) paid approximately $1.3
billion for Lehman’s corporate headquarters buiddand two data centers, (ii) paid $250
million for the goodwill of LBI, (iii) agreed to asime approximately $2.5 billion in
liabilities relating to compensation to LBI's empées, transfer taxes and accounts
payable in the ordinary course of business, an{l dyreed to be responsible for
approximately $1.5 billion in cure costs as to asst executory contracts and liabilities
under assigned leases. Significant to the agreewas the condition precedent that all
domestic employees of LBI, totaling approximatel®,dDO, had the opportunity to
continue their employment on the same terms theywith Lehman through December
31, 2008. In addition, the transfer of the privateestment management businesses to
Barclays provided an expeditious transfer of thadsaof customer accounts to Barclays
which enabled such holders to continue to accessdlocounts. Another prerequisite to
effectuating the Barclays Purchase Agreement wasdmmencement of a proceeding
against LBI under SIPA.

On September 19, 2008, based on the record bdfoteei Bankruptcy
Court approved the sale to Barclays (the “Barciagie Orde).

Currently, certain aspects of the sale of the BgsclPurchased Assets
pursuant to the Barclays Purchase Agreement anidfiCifion Letter are the subject of
litigation commenced by LBHI, the Creditors’ Comteé& and the LBl SIPA Trustee
against Barclays. LBHI filed a motion on Septemlé&;, 2009, seeking an Order
pursuant to Federal Rules of Civil Procedure 6@(Rule 60(b)), (i) modifying the
Barclays Sale Order to remove certain assets ngtalp to approximately $13 billion
from the definition of “Purchased Assets,” (ii) amléng other provisions of the Barclays
Sale Order, (iii) authorizing further discoveryassess the transaction on an accurate and
complete record and (iv) granting other relief|unting the insertion of a provision in the
Barclays Sale Order that would permit LBHI and otlherested parties to pursue
Claims arising from the sale transaction, notwdhding any findings of fact or
conclusions of law contained in the Barclays Satde® [Docket No. 5148]. In the
motion, LBHI asserts, among other things, that @swot disclosed to the Bankruptcy
Court, or the attorneys for LBHI, that the sale veasictured to provide Barclays a
substantial first day gain. LBHI asserts that sadajain was contrary to representations
and disclosures made to the Bankruptcy Court régguithe transaction, in part because
certain Lehman executives agreed to give Barclaysnaisclosed $5 billion discount off
the book value of the securities transferred tocBgs, and later agreed to give billions
more in additional value, without informing the Dets’ attorneys or the Bankruptcy
Court.

LBHI also commenced a related adversary proceeatyagnst Barclays on
November 16, 2009 [Adv. Proc. 09-1731 Docket No. 1JThe complaint seeks
declaratory relief, compensatory and punitive dagsaglisgorgement and return of all
excess assets received by Barclays and any padiised from them, post (and if

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 51



appropriate pre-) judgment interest, avoidancéhefttansfer of excess assets pursuant to
the Bankruptcy Code, attorneys fees, and disalloanf Barclays’ Claims against
LBHI.

The SIPA Trustee joined LBHI's Rule 60(b) motiondafiled a separate
motion in the SIPA proceeding seeking relief unéede 60(b) on the grounds that
Barclays obtained excess value as a result of Fheilon alleged “discount”. The
SIPA Trustee seeks declaratory relief or modifmatdof the Barclays Sale Order and an
accounting to remove certain assets totaling at 18&.7 billion, and requests further
discovery to assess the transaction on an accaratecomplete record. The motion
asserts that (i) the terms of the Clarificationtéetvere modified by a side letter amongst
the Depositary Trust & Clearing Corporation (“DTQCBarclays and the Trustee
(“DTCC Letter') so as to exclude certain assets; (ii) the camdlipprecedent for the
transfer of the assets from the Rule 15c¢3-3 accantequired broker/dealer special
account to be maintained for the benefit of custsnoé a broker/dealer) was not met;
and (iii) the terms of the sale documents did nbarize the transfer of other assets held
at derivatives exchanges. The SIPA Trustee isestqg the return of the value
allegedly received in excess of what the Bankrugtoyrt authorized.

The Creditors Committee joined in LBHI's Rule 60¢hption and filed a
separate Rule 60(b) motion that makes similar tdcand legal arguments as the
Debtors’ Rule 60 motion. The Creditors’ Committdso requests that Barclays provide
an accounting and reconciliation as to the sale that the Barclays Sale Order be
modified to remove certain assets from the detnitof “Purchased Assets” so that
“Purchased Assets” are no greater than a maximuri4@t4 billion and to remove
approval of the Clarification Letter to the extentaterially modified the transaction.
The Creditors Committee consummated a separatasatyeproceeding on November
16, 2009 [Adv. Proc. 09-1733 Docket No. 1] basedruihe same allegations.

Barclays has opposed the Rule 60(b) motions ard &l motion seeking
an order from the Bankruptcy Court enforcing thedBeys Sale Order, and asserting that
the LBHI and the SIPA Trustee have not delivereses due to Barclays. Barclays
requests the delivery of: (i) remaining DTCC “cleace box assets” valued at $707
million; (i) $769 million of Rule 15c3-3 securige and (iii) substantial amounts of
exchange-traded derivative margin accounts.

! In the Rule 60(b) motions, LBHI contends that tiieclosed Barclays Purchase Agreement

structure was essentially abandoned by Septemhe20D8, the day of the hearing to approve the
sale to Barclays because, among other reasonseantery securities repurchase agreement (the
“Repurchase Agreemét entered into on September 18, 2008 between driél Barclays (who
replaced the Federal Reserve Bank in this role}, tweminated without disclosure. The Debtors
further contend that the Repurchase Agreement veesi tas a mechanism to deliver the
undisclosed discount. Pursuant to the Repurchageefnent, Barclays transferred $45 billion
cash to LBI on September 18, 2008 in exchange gpraximately $50 billion in securities. The
Repurchase Agreement was terminated on SeptemheRQDB and Barclays kept all of the
collateral giving Barclays a $5 billion undisclosdidcount.
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In its opposition brief to the Rule 60(b) motiorBarclays principally
argues that (i) all material facts underlying tlaédesransaction were disclosed, including
that it expected to record a gain, (ii) no formaluation was put on the deal because of
the illiquid and volatile financial assets transéel during extraordinary circumstances,
and (iii) all parties understood the process anmstsunce of the Clarification Letter.

On April 9, 2010, the Bankruptcy Court heard opgrnamguments of the
parties as to the Rule 60(b) motions. The Banksupfourt has decided that an
evidentiary hearing is necessary to determine $iseeis. The evidentiary hearing is
scheduled to commence on April 26, 2010.

D. Significant Developments During the Chapter 11 Case

During the Chapter 11 Cases, the Debtors commemcqumocess to
evaluate their businesses and provide for the diBpo of their assets. The Debtors are
continuously reviewing their businesses, owned @mdgs, contracts and loans to
determine if it is appropriate and timely to selhaonetize such assets.

1. Significant Asset Dispositions

Due to the crisis in the financial markets and thedit markets that
permeated the initial phases of these Chapter ke dhe Debtors determined that it
would not be in the best interests of their esté&testtempt to dispose of their assets in
the current market conditions. The depressed markiee of many of the Debtors’
assets was the result of a crisis of confidencefinancial markets and financial
institutions rather than the underlying valuesha &ssets. Many of its financial and real
estate assets have intrinsic value significantgatgr than the current market prices. In
certain circumstances where the Debtors decidedtltizd the prices offered for their
assets were fair, or that certain assets were todebhsome or costly to retain, the
Debtors sold the assets after consultation with @neditors’ Committee and where
appropriate with the approval of the Bankruptcy @ou

a. Sale of Investment Management Division

Prior to the Commencement Date, LBHI had attemfeskll a significant
portion of its Investment Management Division, udihg Neuberger Berman, the fixed
income business and the alternative asset managdmsiness (collectively, the “IMD
Busines®. The Investment Management Division, and intigatar the IMD Business,
provided customized investment management serfacesiutual funds, high net worth
clients and other investors, serving as the geragher for private equity and other
alternative investment partnerships, and also hgldninority stake investments in
certain alternative investment managers. The ideating financial markets and
pressure from the Lehman name resulted in the imezg Management Division losing
clients and assets under management.

In an effort to preserve and maximize the valu¢hefIMD Business, the
Debtors’ management determined that a sale of M@ Business was in its best
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interests. It was imperative for the transactionbe completed expeditiously, as the
value of the IMD Business was influenced by thesehihd flows of the marketplace, the
impact of the Chapter 11 Cases, and the public ukmigon that additional Lehman
entities may seek bankruptcy protection and furttiieninish the value of the IMD
Business.

On September 29, 2008, LBHI and certain affiliatastered into a
purchase agreement with an entity co-sponsored dp Bapital Fund X, L.P. and
Hellman & Friedman Capital Partners VI, L.P._(“BHFurchas€), whereby BHF
Purchaser would purchase the IMD Business for $Rillibn in cash (subject to certain
adjustments) and assumed liabilities, and actsaalking horse purchaser for the purpose
of an auction sale of the IMD Business. On Octadr 2008, the Bankruptcy Court
approved bidding procedures for the sale of the IBIBiness, including a break-up fee
of $52.5 million, as well as expense reimbursem@nBHF Purchaser if such entity was
not the purchaser as a result of the auction s&elowing an auction conducted on
December 3, 2008, a group comprised of certain neesnbf the management team,
senior professionals and portfolio managers ofithestment Management Division (the
“IMD Management Teaff) was selected as the winning bidder. After transaction,
LBHI retained (i) 93% of the preferred equity irgsts in Neuberger Berman Group (as
defined below) with an aggregate liquidation prefee of $875 million and (ii) 49% of
the common equity interests in Neuberger Bermarufro

As part of the transaction, a new company, Neulvdsgeman Group LLC
(“Neuberger Berman GroUlpwas created to hold the IMD Business, which tlgio its
affiliates managed approximately $160 billion ofets as of November 30, 2008. The
IMD Management Team controls 51% of the common tgqai Neuberger Berman
Group. The transaction resulted in approximatéy5l employees of the Investment
Management Division becoming employees of NeubeBgrman Group or one of its
affiliates.

As of December 31, 2009, Neuberger Berman Grouptaraffiliates had
approximately $173 billion in assets under managejend had estimated revenues of
approximately $820 million for the year ended DebenB1, 2009.

b. Sale of European and Asian Assets and Businesses to
Nomura

Nomura International Plc (“Nomuba purchased various Investment
Banking assets, largely representing Lehman’s Eeaopand Asian operations, from
Lehman Brothers Holdings Plc, LBIE, Lehman Broth&nsrope Limited, and LBL,
under agreements, dated September 22, 2008 andn3mpt 29, 2008 (the_"Nomura
Purchase Agreemefils Although LBHI was not one of the primary sefieof the assets
in these transactions, LBHI did receive approxinya#®0 million from the sale of back
office operations in India to Nomura. Pursuanthe Nomura Purchase Agreements,
Nomura and LBHI entered into a transition serviegseement (the_“TSA, whereby
Nomura agreed to provide, certain services, ustaalfities and other assistance on a
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transitional basis to the Debtors. In exchangeNomura’s transition services, LBHI
agreed to continue to provide those services tleae weing provided by LBHI (or the
Debtor-Controlled Entities) prior to acquisition bjomura under the Nomura Purchase
Agreements. The transaction resulted in approxinat,000 former Lehman employees
obtaining employment with Nomura.

C. De Minimis Sale Order

In order to liquidate some of the Debtors’ lessuahle assets in an
efficient manner, the Debtors sought approval afcpdures that would enable the
Debtors to sellde minimis assets without seeking further approval of the kBapicy
Court. On June 17, 2009, the Bankruptcy Cautey alia, established procedures for the
Debtors’ sale or abandonment of certain propertyiaterests in property free and clear
of all liens, claims, and encumbrances withouthfertcourt approval. Pursuant to tee
minimis sales procedures, through the latest monthlygfits of March 15, 2010, the
Debtors have sold personal property and real ptppand related assets for
approximately $7 million.

2. Significant Settlements and Transactions

a. Settlement with the Pension Benefit Guaranty
Corporation (“PBGC”)

Prior to and during these Chapter 11 Cases, LBldhspred a defined
benefit plan (the “Lehman Pension Planthat provided pension benefits for
approximately 22,000 then-current and former Lehmamployees and their
beneficiaries. On December 12, 2008, in responsmncern that the Lehman Pension
Plan was underfunded by approximately $200 millidbve, PBGC commenced an action
in the United States District Court for the South@&istrict of New York (the “PBGC
District Court Actiori), Civ. No. 08 CIV 10792 (HB), to terminate therfson plan, take
over the plan’s assets and set a plan terminatéde of December 12, 2008. Arm’s-
length negotiations aimed at resolving the PBGQ&rs commenced shortly thereafter,
and resulted in a settlement agreement betweeBé¢be&rs and the PBGC (the “PBGC
Settlement Agreemeit which was approved by the Bankruptcy Court anel 3, 2009.
The PBGC Settlement Agreement provides, among dthiegs, for termination of the
Lehman Pension Plan and a payment of $128 milliotiné PBGC in respect of pension
benefits as statutory trustee to administer theriagh Pension Plan’s assets. On August
11, 2009, a joint stipulation of dismissal betwebe PBGC and LBHI's employee
benefit plans committee, dated June 18, 2009, wtsexdl on the PBGC District Court
Action’s docket.

b. Settlement with Lehman Brothers Bankhaus AG

Prior to the Commencement Date, with respect tongernial and real
estate loans, LBHI, LCPI, and Lehman ALI (colleely, the “Lehman Parti€s and
Bankhaus often entered into transactions with onetheer, or their wholly owned
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subsidiaries, whereby one of the parties actedh@deinder of record and/or agent (the
“Lender’) for certain loans, and the other party or parimould acquire interests in those
loans through a participation (the “ParticigantFollowing the Commencement Date, a
dispute arose among the Lehman Parties and Dr. adiclc. Frege, the Foreign
Administrator of Bankhaus, over the ownership ataia of the loans. Specifically, the
dispute centered on whether Bankhaus, as the Parttc had an ownership interest in
certain of the loans, or just an unsecured claiaireg the Lender. Following nearly a
year of extensive, arm’s length negotiations betwthe Lehman Parties and Dr. Frege,
the parties agreed to the terms of a settlememteaggnt (the “Bankhaus Agreemgnt
which was approved by the Bankruptcy Court on Jandd, 2010. Pursuant to the
Bankhaus Agreement, the Lehman Parties acquiretb@ts with a total outstanding
balance due of approximately $2.9 billion, for arghase price of approximately $1
billion, which amount accounts for (i) litigatiorsks associated with the dispute, and (ii)
commercial risks attendant to collections. Otleank that were not a part of the dispute
were also included in the transaction, and weralieed by the Lehman Parties at a
discount. As a result of their efficient admingdion of the loans, the Lehman Parties
expect to recover substantial value. The LehmateBaalso agreed that certain Claims
of Bankhaus with respect to other participation & Allowed as general unsecured
Claims against LCPI, in the amount of $1,015,000,@0d against LBHI, in the amount
of $1,380,900,000 (subject to certain adjustmenégjditional information regarding the
Bankhaus Agreement is contained in the Debtors’idmoPursuant to Sections 105 and
363 of the Bankruptcy Code and Federal Rule of Barmky Procedure 9019 for
Authorization and Approval of a Settlement Agreemenith the Insolvency
Administrator of Lehman Brothers Bankhaus AG (Iadivenz) [Docket No. 6303].

C. Transaction with JPMorgan

Prior to the commencement of the Chapter 11 Casddorgan served as
Lehman’s primary bank, providing clearing servited.ehman’s primary broker/dealer,
LBI, pursuant to a clearance agreement, whereby o3\ executed trades and
transactions with third parties on behalf of Lehmdn connection with such clearance
agreement, Lehman was required to pledge collaterdPMorgan to secure Lehman’s
obligations with respect to such trades or tramsast During the course of that
relationship, and particularly in September, 200BMorgan required LBI to deposit
substantial collateral as security for clearing aseltlement services performed by
JPMorgan and its affiliates. In addition, JPMorgaquired LBHI to execute a series of
guaranties, security agreements, and amendmerntiseta@learance agreement, which
purportedly enlarged the obligations of various @eb and together required LBHI to
provide collaterally secured guaranties of the gdilons of all Lehman entities to
JPMorgan and all of its affiliates. In connectitiverewith, LBHI pledged over $14
billion as collateral security to JPMorgan througgptember 2008.

JPMorgan and its affiliates have filed proofs o&i@l against the Debtors
and LBI asserting Claims exceeding $29 billion he taggregate (the_“JPMorgan
Claims’) and asserting that the JPMorgan Claims are selcprimarily by the collateral
deposited by LBI and LBHI in connection with theregments described above.
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JPMorgan also advised the Debtors that, after Sdge 15, 2008, it setoff against the
JPMorgan Claims certain collateral deposited byageof the Debtors. In addition, from
time to time, JPMorgan liquidated portions of tlelateral and applied the proceeds to
reduce the amount of the outstanding JPMorgan Glaimfter giving effect to the
application of collateral, in March 2010, JPMorgalaimed an outstanding balance of
$7.68 billion, against which it continued to holallateral security.

After months of extensive arm’s-length negotiatidRMorgan and certain
of its affiliates, and LBHI, with other Debtors, tered into a Collateral Disposition
Agreement (the “CDA). The CDA provided the Debtors with a means adnaistering
certain remaining unapplied and potentially illiqwollateral then held by JPMorgan in a
manner more conducive to enhancing recoveries andnmizing value for the benefit of
the Debtors. Pursuant to the CDA, among othegtin

- JPMorgan and its affiliates reduced the remainiggragate JPMorgan Claim
balance from approximately $7.68 billion to approately $524 million through
application of collateral consisting of certain ltasash proceeds and principal
and income payments received in respect of cesitarities and money market
funds that JPMorgan has asserted had been pleggeBH) and LBI to secure
such Claims.

- JPMorgan transferred the remaining collateral taHLBither as direct owner or
as subrogee.

- LBHI made a one-time cash payment to JPMorgan ianaount of approximately
$524 million, equal to the aggregate unpaid balafdde provisionally allowed
JPMorgan Claims.

« JPMorgan had been charging a net interest ratpmbaimately 2% annually on
the outstanding alleged deficit. Based on the @pprately $7.7 billion deficit
just before implementing the CDA, interest was putgdly accruing at the rate
of over $12 million per month. The CDA eliminatasy further interest accruals.

« LBHI was subrogated to JPMorgan’s secured Claininagg& Bl and certain other
Debtors.

Each Lehman entity reserved all rights and remedreter applicable law, contract or
otherwise that it might have against JPMorgan asaffiliates and JPMorgan reserved
all rights and defenses to such Claims. The CDlArdit prejudice rights and claims of
the Debtors, the SIPA Trustee, and the Creditomh@ittee to challenge the JPMorgan
Claims. It is the intent of the Debtors to vigasupursue claims against JPMorgan and
challenge the amount and validity of certain of #P§é&n’s Claims. The transactions
contemplated by the CDA were consummated on Marth 210. Additional
information regarding the CDA is contained in thebors’ Motion Pursuant To Section
363 of The Bankruptcy Code And Bankruptcy Rule 6@ Approval of Collateral
Disposition Agreement With JPMorgan Chase Bank,.NEAAl. [Docket No. 7269].
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3. Cross Border Insolvency Protocol

Nearly eighty of the Foreign Debtors have commenoednh some cases,
had initiated against them, a variety of Foreigmdeedings across sixteen foreign
jurisdictions and before different courts and gowveental, regulatory, or administrative
bodies (collectively, with the Bankruptcy CourtetfiTribunals). In all but the Japanese
Foreign Proceedings (where the Foreign Debtorgdabtors in possession), liquidators,
administrators, trustees, custodians, supervisorsgcurators, including the Foreign
Administrators, have been appointed to manage tbeeigh Debtors’ affairs and
represent their insolvent estates. In certainigarBroceedings, committees of creditors
have been formed.

Given the integrated and global nature of Lehmadnisinesses, the
Debtors recognized as early as October 2008 thatethcient administration of the
Chapter 11 Cases would benefit from cooperation rgmive Debtors, the Foreign
Debtors and Foreign Administrators, and that compmm and communication among
Tribunals would enable effective case management @msistency of judgments.
Therefore, on February 10, 2009, the Debtors preghde the Foreign Debtors and
Foreign Administrators a draft of a multilateralofmcol. Over the subsequent three
months, the Debtors worked with various Foreign Adstrators to modify and agree on
the scope and terms of the protocol.

On May 12, 2009, the Debtors and Foreign Administeafrom Hong
Kong, Singapore, Australia, and Germany executeel @ross-Border Insolvency
Protocol for the Lehman Brothers Group of Compaiitee “Protocdl). Periodically
thereatfter, the following additional parties haesb added as signatories to the Protocol:
the Foreign Administrators from the Netherlandg, Netherlands-Antilles, Switzerland,
and Luxembourg, as well as the SIPA Trustee (ctiVely, the “Signatori€y. The
group of Foreign Debtors in Japan and the Foreidmiaistrator of Lehman Re Ltd. (the
“Participating AffiliateS) have not signed the Protocol, but have partigigain the
Protocol’s process of collaboration and informatstraring and worked towards a global
settlement of intercompany Claims along with thgn&tories.

a. Summary of Material Terms of the Protocol

Notice, Communication, and Data Sharingignatories will communicate
freely and frequently, keep each other generafigrmed about each other’s cases, share
information and data, and cooperate in the gatgeaimd analysis thereof (unless such
information and data is subject to litigation). prarticular, if one Signatory is in
possession of the other’'s books and records, swathrials should be made available as
expeditiously as possible.

Communication Among Tribunals The Protocol provides for court-to-
court communication through the adoption, by eaghuhal (in whole or in part) of the
American Law Institute Guidelines Applicable to @sio-Court Communication in
Cross-Border Cases.
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Asset Preservation Signatories should (i) cooperate by notifyinglea
other if they learn that the assets of the othgn&bpries are at risk, and cooperate in the
preservation of such assets; (ii) cooperate irbéstang ownership of property that may
have been inadvertently transferred or received; @ cooperate in maximizing the
realizable value of assets in which multiple Signas have an interest.

Claims The Signatories should coordinate Claims adriratisn in
instances where they share common creditors (ssioch&re a Foreign Administrator
commences a chapter 15 case in the United Statdantends to make distributions in
more than one case).

Special Procedures for Intercompany Clainidis section is the heart of
the Protocol. The Protocol acknowledges that titercompany balances among the
Debtors and their Affiliates were documented andhagad, for the most part, through
electronic journal entries in Lehman’s integratg@tems so as to allow Lehman to
operate its global business seamlessly, quicklg, efficiently. To attempt to reconcile
Intercompany Claims with the procedural and evidentrigors of court proceedings
under a multiplicity of local insolvency laws angles of evidence would be a protracted
and expensive labor that could take many yearsotoptete. The Protocol therefore
provides for the establishment of a “Procedures Qittae” to propose the methods and
elements of proof that should apply in calculatargl resolving Intercompany Claims,
and to consensually resolve differences in the atiog of Intercompany Claims under
the differing legal regimes.

b. Meetings and Benefits of the Protocol

The Signatories and Participating Affiliates havaducted three meetings
since the execution of the Protocol, on July 1Q®h London, on October 15 and 16,
2009, in Amsterdam and on January 13, 2010, in Mewk, to implement the Protocol.

At the first meeting in London, the Debtors promgbgbat the most
efficient and reliable methodology for the Debtaasd their Affiliates to begin
reconciling intercompany balances would be for Prcedures Committee to use
Lehman’s books and records as a starting pointweder, the last month-end close for
the consolidated Lehman group was as of August2B808 — two weeks before the
Commencement Date. Fortunately, in the months fiblddwed the Commencement
Date, a global effort was undertaken by a globahtef personnel at LBHI, Barclays,
Nomura, and LBIE, to perform a full accounting @doass of September 14, 2008 (the
“Global Closé), i.e., the last trading day prior to the Commement Date. The Debtors
therefore proposed that the Global Close be usedssarting point and evidentiary basis
for the reconciliation of Intercompany Claims. &adence the reliability of the Global
Close, LBHI provided a White Paper in Septembd&i®®hich explains the mechanics
of the Global Close.

After discussing the Debtors’ proposal over a perad months and at
subsequent meetings, the Signatories have begurkingoron reconciling their
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intercompany balances on the non-binding premiaettie Global Close would be used
to determine non-trading intercompany balances daoheof their respective Foreign
Proceedings and in the Debtors’ chapter 11 casesthat the Global Close would be
subject to (i) further analysis of any materialdk® and (ii) approvals, where required,
of creditors’ committees and/or Tribunals, as dediin the Protocol. The SIPA Trustee
has informed the Debtors that at this time it dnesrely on the Global Close and is
conducting an ongoing analysis of the matter.

The Signatories and Participating Affiliates havsoahad productive

discussions regarding the reconciliation of theading balances. LBHI has proposed a
coordinated approach and recommended certain \@uatethodologies for derivative
contracts and other structured transactions. Tigea®ries and Participating Affiliates
have also discussed a legal framework for datargha@nd a coordinated approach for
unwinding derivative contracts. The Debtors wdhtinue to work with the Signatories
and Participating Affiliates on procedures to eéfitly administer their respective
estates.

4. Appointment of Examiner

On October 20, 2008, a motion was made for the iappent of an
examiner pursuant to section 1104(c)(2) of the Bapicy Code. The Debtors, other
creditors and the US Trustee joined the motione $HPA Trustee and Barclays opposed
the motion to the extent that it would provide tbeaminer with any authority to
investigate matters relating to LBI, the Barclayardhase Agreement and related
transactions. On November 4, 2008, the New YodteSComptroller moved for the
appointment of a trustee, or, in the alternativeex@aminer with expanded powers.

On January 16, 2009, the Bankruptcy Court dire¢cted US Trustee to
appoint an examiner as soon as practicable. ThrBptcy Court directed that the
examiner shall perform the duties specified in isest 1106(a)(3) and (4) of the
Bankruptcy Code and as otherwise directed, and wzinah investigation into various
matters, including (i) whether any Affiliate hasla@able claims against LBHI or any
other Affiliate for potentially voidable transfeos incurrences of debt; (ii) whether there
are colorable claims for breach of fiduciary dutesl/or aiding or abetting such breaches
against officers and directors of the Debtors innaxtion with the financial condition of
Lehman prior to the Commencement Date; (iii) whethgsets of any Affiliates were
transferred to Barclays Capital as a result ofBheclays sale creating colorable claims
that inure to the benefit of such Affiliates; (ithe intercompany accounts and transfers
among the Debtors and Affiliates during the 30-dasiod preceding the Commencement
Date; (v) the transactions and transfers amongibbtors and prepetition lenders,
including JPMorgan, Citigroup, Inc., Bank of Amexrjand the Federal Reserve Bank of
New York; (vi) the transfer of the capital stocka#rtain subsidiaries of LBI to Lehman
ALI on or about September 19, 2008; and (vii) thergs that occurred from September
4, 2008 though September 15, 2008, or prior thete&d may have resulted in the
commencement of the Chapter 11 Cases.
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On January 19, 2009, the US Trustee appointed ARtoNalukas, the
managing partner of the Chicago-based law firm de&@&Block LLP, as the Examiner in
the Chapter 11 Cases. On January 20, 2009, thé&rigsoy Court approved the
appointment of the Examiner. The Examiner engadmdher & Block LLP, as his
attorneys, and Duff & Phelps, LLC as his finan@dVisor.

On February 8, 2010, the Examiner filed the Exan'snieeport under seal
(due to confidentiality concerns of third partiesfhe Examiner's Report was unsealed
on March 11, 2010 (although certain parts of thar&xer's Report remain under seal or
redacted pending resolution of remaining confiddityi issues). The Examiner’'s Report
consists of more than 2200 pages, excluding exhént appendices. It is on file in the
Bankruptcy Court [Docket No. 7531] and may be aseddy all parties in interest as to
its content.

5. Employee Retention Programs
a. Retention and Recruitment Program

Pursuant to Bankruptcy Court authority, the Debtorgplemented a
retention and recruitment program (the “Retentind Recruitment Progratnin order to
retain approximately 140 of the Debtors’ employdkat remained at the Debtors
following the Barclays sale and recruit approxinhat#80, substantially all of whom
were former Lehman employees, to aid in the adrmatien of the Chapter 11 Cases and
the wind-down of Lehman’s businesses. The empkoybat the Debtors sought to
recruit and retain were divided into asset divastitand operational teams. The asset
divestiture team was broken up into smaller teaverseeing the administration and
wind-down of the Debtors’ (i) loan book; (ii) deatives book; (iii) private
equity/proprietary portfolios; (iv) internationaperations; (v) domestic banks; (vi) real
estate portfolios; and (vii) other assets. Therafenal team was divided into smaller
teams overseeing (i) audits and claims; (ii) tregsaccounting, and finance; (iii) wind-
down and transition; (iv) data preservation; (vieftsic analysis and review; and (vi)
information technology. The complex nature of tebtors’ businesses and the scale
and volume of transactions involved necessitatedemployment of individuals with
very specific skill sets, particularly former Lehmamployees who possessed the
expertise and experience necessary to administeward-down the Debtors’ businesses
and transactions efficiently. The Debtors receivaathority to compensate such
employees in salary and bonuses in specified amalgtermined by the Debtors to be
necessary to attract and retain qualified emplayees

b. Derivatives Group Employees Incentive Plan

On December 17, 2009, the Bankruptcy Court appromedncentive
program (the “Derivatives Incentive Planfor the approximately 230 full-time
employees working to wind down the Debtors’ poitfobf Derivatives Contracts (the
“Derivatives Workforcé). The Debtors determined that a targeted ingenglan was
necessary to maximize the value of the Debtorsvdgves portfolio. The Derivatives
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Incentive Plan directly aligned the interests oé tberivatives Workforce with the

interests of the Debtors by offering a performabhaeed incentive pool of up to $50
million in the aggregate. The incentive pool wassigned to motivate and reward
members of the Derivatives Workforce based on tidaesthey created for the Debtors’
estates through recovery on, or preservation @f,0bbtors’ Derivatives Contracts and
mitigation of Claims against the Debtors based envative Contracts. Each member of
the Derivatives Workforce was eligible fopeo rata share of 85% of the incentive pool,
with the other 15% constituting a separate disenetiy incentive. The $50 million

incentive pool was a relatively minor cost as coragato the potential $10 billion

recovery value of the Derivative Contracts, whiobwd inure to the benefit of creditors.
The Debtors addressed the US Trustee’s concerrepplying the factors courts have
used to evaluate similar programs, while still ngtithe unique circumstances of the
Debtors, whose Derivative Contracts were very sutigtl in volume and complexity.

E. Administration of the Debtors’ Assets During the Clapter 11 Cases
1. Derivatives Contracts

Lehman entered into derivative transactions bota irading capacity and
as an end-user, conducting its derivative actwitirough a number of wholly-owned
subsidiaries. Its fixed income derivative produbtsiness was principally conducted
through its subsidiary LBSF and its separately tadiped “AAA” rated subsidiaries,
including LBFP and LBDP. Lehman’s equity derivatiproducts business was
conducted through LBF, LOTC and LBIE, and its condityo and energy derivatives
product business was conducted through LBCS. Leltoaducted a significant amount
of its spot, forward and option foreign exchangsibess through LBCC.

The Debtors’ derivative assets represent amourgsrdm counterparties
under contracts in which the contractual obligatiand values are keyed to one or more
underlying assets or indices of asset values angudject to movements in the financial
markets (the “Derivative Contrat}s As of the Commencement Date, the Debtors were
party to approximately 1.2 million derivative tragtions, with approximately 6,500
counterparties.

The Debtors have sought to (i) preserve the value¢he Derivative

Contracts and collect payments on Derivative Catdran which amounts were owed to
the Debtors, and prevent erosion based on movenmetits value of the underlying asset
or index of live contracts and (ii) enter into témation and settlement agreements with
respect to Derivative Contracts on which the Debtowed money to counterparties.
Recoveries in respect of Derivative Contracts presk a number of challenges,
including (a) determining whether counterpartiedhaterminated the contracts and the
proper termination date, (b) abnormally wide bifeofspreads and extreme liquidity
adjustments resulting from irregular market comais and (c) certain legal provisions in
the contract that purport to penalize the defaglparty in the valuation mechanics. As
described below the Bankruptcy Court authorized @éb@ablishment of procedures to
enable the Debtors to resolve disputes regardiniy&ievzes Contracts.
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a. Derivatives Protocols
(1) Settlement of Derivative Contracts

The Bankruptcy Court approved procedures purswawhich the Debtors
may assume and assign “in the money” Derivativet@ots, and enter into compromises
and settlements with counterparties in connectiath MDerivative Contracts. The
procedures provided that the counterparty to avagvie Contract that the Debtors seek
to assume and assign would receive notice of amph faroposed assumption and
assignment and have an opportunity to object. Odlators obtain the written consent of
the Creditors’ Committee prior to assuming andgaseg or entering into a settlement
agreement with respect to Derivative Contracts.

As of December 31, 2009, the Debtors have enteméal settlement
agreements with respect to 1,358 Derivative Cotdgraand collected an aggregate
amount of approximately $8.8 billion in respectréu.

(i) Consensual Assumption and Assignment of
Derivative Contracts

On January 28, 2009, the Bankruptcy Court authdritee Debtors to
assume and assign Derivative Contracts with thesatnof the counterparty to such
contract, or in accordance with the terms of thexdéve Contract.

As of December 31, 2010, the Debtors have assumédcansensually
assigned 37 Derivative Contacts and received pdsceethe amount of approximately
$646 million.

(i)  Debtors’ Hedging Transactions

The Debtors are party to a myriad of Derivative €acts and other
financial assets that have long maturities, as wsllsecurities with limited current
marketability. While the Debtors pursue strated@esollect, sell, or otherwise monetize
these assets, it is clear that hedging to protextvalue of these portfolios is a prudent
strategy. The main goal of the hedging programo i®ck in the value of the Derivative
Contracts and other financial assets.

The Bankruptcy Court authorized the Debtors to remtéo hedging
transactions and to post collateral as necessacgnnection with hedging transactions.
The Debtors’ status as debtor in possession anaipirggy market terms require that the
Debtors post collateral with counterparties to meglgagreements or broker/dealers in
order to secure the Debtors’ obligations.

As of March 31, 2010, the Debtors have executede®ative hedging
transactions and one currency hedging transactiavBEI. The Creditors’ Committee
reviewed and approved each transaction prior teekeeution. As of March 31, 2010,
the current value of the collateral posted by tlebtors was approximately $299 million
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in connection with these transactions. The hedgiagsactions correspond to 77 non-
terminated Derivative Contracts and financial asseith an estimated value equal to
$927 million. The hedging transactions relate $eets of the Debtors in the following
manner:

Debtor Value of Collateral in Estimated Recovery Value
Connection with Hedging | of Derivative Contracts/
Transactions’ Financial Assets Being
Hedged
LBHI $12,000,000 $178,000,000
LBSF $275,800,000 $737,000,000
LBDP $10,800,000 $12,000,000

It may be necessary for the Debtors to post adwditiacollateral in
connection with hedging transactions in the futufenarket movements cause the value
of the Debtors’ Derivative Contracts or financiabkats to increase, the Debtors may incur
offsetting losses on the hedging transactions. Dkbtors estimate that in order to
maintain appropriate hedges on its portfolio ofiizetive Contracts and financial assets,
the Debtors obligations to post collateral in cartime with hedging transaction may
grow by an additional $800 million in 2010, but iddecrease by approximately $200
million by the end of 2012 as Derivative Contragtature and/or the Debtors execute
other monetization strategies.

(iv)  Derivative ADR Procedures

The Debtors often are unable to agree with couatégs on the amount
due to the Debtors in connection with the Debttirsthe money” Derivative Contracts
and in collecting such amounts. The difficultyceused in part by the wide spreads in
the values of illiquid securities in the markeSuch spreads result in parties valuing the
payments due under certain Derivative Contracterdihtly. Also, certain counterparties
to Derivative Contracts contend that due to the tBrsh bankruptcy and consequent
default under the Derivative Contracts, counterpsrare not required to make payments
to the Debtors on contracts that are “in the morieythe Debtors.

To resolve the impasse, on September 17, 2009Bam&kruptcy Court
authorized the Debtors’ to establish proceduresireg counterparties to participate in
alternative dispute resolution_(“ADIRto seek to settle on a consensual basis Deviati
Contracts that are “in the money” to the Debtofsiese ADR procedures were intended
to avoid (i) expensive and time intensive litigatiovith respect to such Derivative
Contracts, (ii) undue delay to the administratibnhe Chapter 11 Cases and (iii) erosion
of the embedded value in the Derivative Contracts.

® The value of collateral represents cash collatesated, net of any gains or losses on
hedging transactions. This presentation diffex@mfrdisclosure in previously filed
quarterly hedging updates where only the total arhoticash posted was reported.
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As of December 31, 2010, the Debtors had issuedce®otto 16
counterparties commencing ADR procedures and hadettled any of those Derivative
Contracts as of that date.

b. Key Litigation Relating to Derivative Contracts

0] Metavante Corporation

On May 29, 2009, LBSF filed a motion (the “Metawant¥iotior),
pursuant to sections 105(a), 362 and 365 of th&Bi@tcy Code, to compel performance
of the obligations of Metavante Corporation (“Medate) under an interest rate swap
agreement with LBSF. Metavante objected to theaMaatte Motion and asserted that it
had a legal right to withhold performance of itdigdtions under its Derivative Contract
pursuant to section 2(a)(iii) of its Derivative G@att. Metavante also asserted that any
amounts it would otherwise owe under its DerivatBantract must be reduced by at least
an alleged $9 million Claim for alleged costs imedrin entering into a replacement
swap. Metavante also filed proofs of claim agailBSF and LBHI related to the interest
rate swap agreement for the alleged costs incurreshtering into a replacement swap
(the “Metavante Proofs of Clailn On September 17, 2009, the Bankruptcy Court
entered an Order granting the relief requesteché Metavante Motion and held that
Metavante was required to perform its obligationgder the Derivative Contracts,
notwithstanding section 2(a)(iii). The Bankrupt€gurt’s ruling in this matter has had a
significant beneficial effect on the Debtors’ nagbons with counterparties to Derivative
Contracts. Metavante appealed that Order to te&iBti Court, Case No. 09-CIV. 09839
(JSR) (the "Apped). While on appeal, LBSF entered into a settletegreement that
would resolve all disputes between the partieduting the appeal and the Metavante
Proofs of Claim. As a result, on March 17, 201 matter was remanded to the
Bankruptcy Court for approval of the settlementeagnent.

(i) Lehman Brothers Special Financing Inc. v. BNY
Corporate Trustee Services Limited (“Perpetual”)

LBSF filed a complaint against BNY Corporate Tresg&ervices Limited
and a motion for summary judgment seeking a deidargudgment that (i) provisions in
certain transaction documents modifying LBSF's pagmpriority as a result of its
bankruptcy filing are unenforceabipso facto clauses; and (ii) such clauses violate the
automatic stay. On January 25, 2010, the Bankyuptwrt granted LBSF's motion for
summary judgment in its entirety. The Bankrup@gurt has yet to enter an Order
giving effect to its decision pending further commuation with the English High Court
of Justice, which held that the English common-knti-deprivation principle did not
invalidate modification of the priority of paymentsSeePerpetual Trustee Co. Ltd. v.
BNY Corporate Trustee Services Ltd., Nos. HC09C01612, HC09C01931, in the High
Court of Justice, England. The Supreme Court ef tnited Kingdom has granted
LBSF's application for permission to appeal the lisigHigh Court of Justice’s decision.
The prosecution of the appeal is being activelyped.
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(i) Litigation with Libra CDO Ltd .

This adversary proceeding was consolidated withraLieDO Ltd., by

Bank of America, N.A., as successor by merger t8dll@ Bank National Association, as
Trustee, and Societe Generale, New York Branchelaman Brothers Special Financing
Inc., Case No. 09-01178. LBSF entered into a Cr&wfault Swap Agreement
(“CDSA") with Libra CDO Ltd. (“Librd’), which is a Collateralized Debt Obligation
issuer managed by Lehman Brothers Asset Managefoenthich Bank of America acts
as Trustee. Societe Generale entered into a senap agreement with Libra pursuant to
which Societe Generale would provide liquidity tifbda in the event a payment was due
to LBSF under the CDSA. LBSF and LBHI have sougldeclaratory judgment that (i)
the CDSA was not validly terminated, (ii) the CD&Aan executory contract that may be
assumed and assigned, and (iii) in the alternatexesn if the CDSA was validly
terminated, certain provisions in the relevant doents that effectuate a change in the
priority of payments upon termination are not eoéable. Libra, the Trustee, and
Societe Generale have sought a contrary declargtmigment. Cross motions for
summary judgment, on the issue of whether the C@A properly terminated, were
argued on August 26, 2009, and the Bankruptcy Gumastreserved judgment.

(iv)  Ka-Kin Wong, et al. v. HSBC USA, Inc., et al.,
Case No. 09-01120, Bankruptcy Appeal No. 10-CV-00@9WHP

Ka-Kin Wong,et al. (the “Wong Plaintiff$) filed this putative class action
on behalf of all purchasers of “Minibonds,” a serad 28 allegedly “virtually identical”
structured finance notes secured by certain coflhtnd issued by Pacific International
Finance Limited, allegedly totaling approximately.& billion. With respect to LBSF,
the Wong Plaintiffs seek (i) a declaratory judgmémat LBSF has no rights in the
collateral underlying the notes; (ii) a temporasstraining order, preliminary and
permanent injunctive relief prohibiting LBSF (anthers) from asserting claims against
or otherwise impairing the collateral; and (iii)canstructive trust over the collateral in
favor of the Wong Plaintiffs and the class theygaut to represent. LBSF’s motion to
dismiss was granted on November 18, 2009, and tbegWplaintiffs filed a notice of
appeal on December 3, 2009, which has been assigrietige William H. Pauley in the
United States District Court for the Southern Destof New York. The appeal has been
fully briefed, and oral argument is scheduled f@riA23, 2010.

C. Updated Information Regarding Derivative Contracts

Through March 31, 2010, the Debtors have colleatede than $9 billion
from counterparties to Derivative Contacts, andeexfdo collect another $4.5 billion
from counterparties to Derivative Contracts tha ‘an the money” to the Debtors and
are still outstanding.

Prior to entering into a settlement agreement innegtion with any
Derivative Contract, the Debtors must (i) reconttle universe of all trades between the
Debtors and a particular counterparty, (ii) valwecte of the transactions under the

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 66



Derivative Contracts, and (iii) negotiate settletn@mount with the counterparty. Due to
the number and complexities of the Derivative Cacts, each step is a particularly
arduous process. As of March 31, 2010, the Debhange reconciled 86% of its

Derivative Contracts, valued 73% of its Derivat@entracts and finally settled 25% of
its Derivative Contacts.

For further information about the Derivative Cortsaheld by each of the
Debtors, balance sheets, dated as of June 30, 80@9ch of the Debtors are annexed
hereto as Exhibit 2C.

2. Real Estate Assets

As of August 31, 2008, Lehman’s records reflectbdt tit held and
managed approximately $17.2 billion in residentr@rtgage loans, equity interests or
related investments therein, approximately $24lllobiin commercial mortgage loans,
equity interests or related interests therein, adprately $4.6 billion in other asset
backed securities and approximately $8.6 billionaal estate held for sale by Lehman
with respect to which Lehman sold participationssuth loans and therefore does not
have any remaining economic exposure (the “Reat&sAssety. As of August 31,
2008, Lehman’s records reflect that it also had rexmately $2.5 billion in
commitments to fund loans related to Real Estates

The Debtors have made substantial efforts to devalw implement the
best course of action to maximize the value ofrtlikeal Estate Assets. Due to a
downturn in the global real estate markets, manthefborrowers and sponsors of real
estate projects have requested additional cashsiamfs or required significant
restructurings of the terms of loans in order tmtcwe to operate or complete
construction. In certain cases, the Debtors haveeal to restructure loans to provide
liquidity and allow the borrowers to implement new revised business plans and
ultimately repay their lenders, including variousdiors and their Affiliates and
subsidiaries. Restructurings of real estate loaese intended to avoid diminished
recoveries, by preserving the value of the Debtsir@able investments for the benefit of
creditors.

a. Real Estate Protocols Established by the Debtors

To manage and administer the Debtors’ Real Estaset& in an efficient
manner, upon Orders of the Bankruptcy Court, thédt@re established protocols by
which they may take certain actions with respecRé&al Estate Assets consistent with
practices prior to the Commencement Date, withawirlg to seek Court approval for
each action. The protocols, generally, permit Dfebtors to enter into transactions (i)
without the consent of any other party, (ii) folloy notice and/or consent of the
Creditors’ Committee or (iii) only upon a furtheo@t order. The required notice and or
consent of the Creditors’ Committee and the BanwpCourt are determined in
accordance with tiered thresholds based on thdéamaimg amount or value of the Real
Estate Assets.
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The Debtors’ established protocols to (i) modifyl aestructure the terms
of Real Estate Assets, (ii) compromise amountsathaepayable to the Debtors in respect
of Real Estate Assets, (iii) transfer mortgage $o&m wholly-owned special purpose
entities for the purpose of foreclosing on sucm&div) make new or additional debt or
equity investments in Real Estate Assets and (Wiptomise and settle claims that
Debtors hold against third parties relating to trégination or sale of residential
mortgage loans.

b. Significant Transactions/Restructurings/Sales

This section contains summary descriptions of twéhe Debtors’ Real
Estate Assets and transactions and events thatlcauered during the Chapter 11 Cases.

0] Restructuring of Archstone Investment

Prior to the Commencement Date, LBHI's and LCPhsestments in
Archstone Smith Operating Trust_(*Archstdheepresented Lehman’s single largest
Real Estate Asset. In 2007, certain Debtor andDelotor Affiliates loaned and made
investments in Archstone in connection with the rappnately $22 billion leveraged
buyout of Archstone by Lehman and Tishman SpesrMarch 2008, such Debtor and
non-Debtor Affiliates reduced their total expostwethis transaction to approximately
$5.5 billion.  Archstone owns roughly 300 apartmesdmmunities that contain
approximately 70,000 residential units. Archstspecializes in multi-family residential
property ownership, development and management.

Due to a decline in the real estate market, Aretestexperienced difficulty
in late 2008 in generating the revenues or propsalgs necessary to make required
payments on the debt held by LBHI and the otheddes. As a result, in 2009, LBHI,
LCPI and other lenders agreed to lend an additi®4&5 million in senior-secured
financing to Archstone with LCPI funding approxiraigt 47% of the additional funds
and beneficially owning approximately 47% of theiygin the deal. The new liquidity
was provided to protect LBHI's and LCPI's substahtnvestment in Archstone. The
new loan facility has priority with respect to bgthyment and collateral over the existing
term and revolving loan facilities in which Lehmbaneficially holds an interest. The
maturity dates of most of the loans were extende@pproximately one additional year.
This restructuring was approved by the Bankruptour€on January 28, 2009.

(i) SunCal and Bankruptcy Cases

Prior to 2008, LCPI and certain non-Debtor affést(collectively, the
“Lehman Lender§ made various loans in an aggregate amount ofr @2z billion
(collectively, the “SunCal Loaik to certain affiliates of SCC Acquisitions, Inc.
(collectively, the “SunCal Debtdisto finance the SunCal Debtors’ acquisition and
development of real property located throughout $tete of California (the_“SunCal
Projects). Through various entities, Lehman had also stgd millions of dollars as
equity in certain of the SunCal Debtors. All ottfinancing provided by the Lehman
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Lenders went into default, and in November, 2068, $unCal Debtors became debtors
in various chapter 11 cases (collectively, the ‘GainCasey which are currently
pending in the United States Bankruptcy Court Far €entral District of California (the
“California Bankruptcy Coufy under jointly administered Case No. 8:08-bk-1GZ5.

In January, 2009, a trustee was appointed for eAtche SunCal Debtors in which an
affiliate of Lehman was a direct or indirect member

Shortly after the commencement of the SunCal CasesSunCal Debtors
initiated an adversary proceeding against certhithe Lehman Lenders seeking, among
other things, to equitably subordinate such Lehnamders’ claims against the
applicable SunCal Debtors. Numerous motions ahdrgbleadings have been filed in
the adversary proceeding over the past year, anty nssues have been raised and
argued before the California Bankruptcy Court idaohg issues relating to the
applicability of LCPI's automatic stay to the Suhd2ebtors’ efforts to equitably
subordinate LCPI's claims in respect of certairttd SunCal Loans. Among the most
significant motions that have been filed are: gapotion filed by certain of the SunCal
Debtors seeking the approval of certain sales piwes in connection with the sale of
substantially all of the assets of such SunCal @shdnd disallowing the credit bid rights
of the applicable Lehman Lenders, (b) a motiondfitey certain of the SunCal Debtors
seeking to substantively consolidate the estatdbeoSunCal Debtors, and (c) a motion
filed by certain of the SunCal Debtors to strikeesal of the Lehman Lenders’ proofs of
claim based on arguments by such SunCal Debtotdtbaapplicable Lehman Lenders
were not creditors or agents under the applicableCal Loans because such loans had
been transferred to Fenway Capital, LLC_(“FenWyapursuant to a repurchase
agreement. The ownership of the SunCal Loanswkes transferred to Fenway as well
as the nature of such transfers has been the sufjegtensive litigation in the SunCal
Cases. Recently, the SunCal Debtors filed theurthoAmended Complaint with respect
to the adversary proceeding, and the Lehman Lendeds Fenway have filed their
respective answers thereto.

Since the commencement of the SunCal Cases, catdine Lehman
Lenders have provided debtor-in-possession fingnrvarious SunCal Debtors to fund
certain agreed-upon expenses with respect to theC&uProjects and, in certain
instances, certain of the Lehman Lenders have atedeéo the use of cash collateral for
similar purposes.

Although the SunCal Debtors have filed a plan obrganization,
following the expiration of the SunCal Debtors’ kigive periods, the Lehman Lenders
filed a disclosure statement for a competing plareorganization. The SunCal Debtors
and the Lehman Lenders have amended their respgatins and disclosure statements.
The hearings on the SunCal Debtors’ and Lehman emshdespective disclosure
statements have not yet occurred

Among the most significant issues that have betgated among the
parties is the applicability of the automatic stdyl. CPI. The SunCal Debtors initially
sought blanket relief from the automatic stay inFLG bankruptcy case to allow the
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SunCal Debtors to generally administer the SunCate€ without having to seek
additional relief from the Bankruptcy Court. Tharikruptcy Court denied the SunCal
Debtors’ motion without prejudice. The Lehman Lersdfiled motions seeking relief
from the automatic stay in certain of the SunCad&3ato foreclose on certain collateral
securing the SunCal Loans. The California BankaypCourt denied these motions
ruling, among other things, that LCPI's automatiayswas inapplicable to certain
proceedings brought under the Bankruptcy Code laaicthe SunCal Debtors could bring
such proceedings against LCPI without violating L€Rutomatic stay. LCPI appealed
these orders of the California Bankruptcy Courtthe United States Bankruptcy
Appellate Panel of the Ninth Circuit (the "BAR and on December 15, 2009, the BAP
ruled that SunCal Debtors may not initiate an acto proceeding against LCPI that
seeks affirmative relief, such as a counterclaimhaout violating LCPI's automatic stay
and that the adjudication of SunCal Debtors’ edp@aubordination action against LCPI
violated LCPI's automatic stay. The applicable GahDebtors appealed the BAP’s
opinion to the United States Court of Appeals fug Ninth Circuit, but did not dismiss
the adversary proceeding against LCPI. In Marci020acknowledging that the
BAP’s opinion was binding authority, the Californizankruptcy Court dismissed the
equitable subordination claims as to LCPI.

C. Updated Information Regarding the Debtors’ Real
Estate Assets

The Debtors intend to manage and dispose of thé B#ate Assets in a
manner that will maximize the value of such asgmtshe Debtors’ estates. The Debtors
estimate that, over the expected wind-down peritltkir estates will recover
approximately $12.1 billion from its Real Estates@ts. As of December 31, 2009, the
Debtors have terminated unfunded commitments ot Bate Assets in the aggregate
amount of $1.5 billion.

The Real Estate Assets consist of both commeraidl rasidential Real
Estate Assets. These Real Estate Assts include jdett-venture equity and real-estate
owned (“REOQ), located in various markets throughout the Uhiftates, Canada, and
Europe. The commercial Real Estate Assets compesgly 1,000 positions across a
broad array of product types (office, condo & midimily unit apartments, hospitality,
and raw land for development). The residential |Hestate Assets are comprised of
approximately 7,000 mortgages, securities and RE€tipns located predominantly in
the United States.

For further information about the Real Estate Ass$etld by each of the
Debtors, balance sheets, dated as of June 30, 20@ach of the Debtors are annexed
hereto as Exhibit 2C.

3. Commercial Loans

Lehman was a significant participant in the comnakrending industry
prior to the Commencement Date. As of August 3N& Lehman’s records indicated
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that it held funded loans in the amount of $41.lldn and commitments to fund
additional amounts on loans in the amount of apprately $32 billion (“Loany).

The Debtors primary focus has been to reduce thendad commitments,
settle open loan trades and efficiently manage @iigéct on the funded Loans. The
Debtors have established procedures to enable teemanage and liquidate their
portfolio of Loans efficiently.

a. Termination of Unfunded Commitment and
Restructurings

On June 3, 2009, the Bankruptcy Court authorizedxbbtors to establish
procedures to terminate unfunded commitments om$ @ad to restructure and modify
the terms of Loans. The Debtors are authorizetbiminate commitments, and when
necessary, to make payments to the borrowers toirtate such commitments. The
Debtors are authorized to modify the terms of Loenthe same manner in which the
Debtor would have modified the terms of Loans & ¢indinary course of their businesses
prior to the Commencement Date.

As of December 31, 2009, the Debtors have termihatafunded
commitments on Loans in the aggregate amount & Biflion. The Debtors have paid
$14 million in the aggregate to certain borrowesseffect the termination of these
unfunded commitments.

(1) Committee Approval Protocol

The Debtors entered into a protocol with the Credit Committee to
enable the Creditors’ Committee to monitor and ipidte in the decisions to take
certain actions with respect to the Debtors’ Loantfplio. The protocol provides that,
depending on the outstanding amount of the loam,0Bbtors will either provide the
Creditors’ Committee with notice or obtain the cemsof the Creditors’ Committee prior
to taking the any of the following actions: (i) @tent of prepetition loan obligations,
(ii) elevation of participations to assignments) {ransfer of agency responsibilities, (iv)
amendments, debt for equity conversions, debt Vergess or write-offs with respect to
Loans, (v) sales of Loans, (vi) commencing or pguéting in any litigation related to
Loans, (vii) funding of any Loan and (viii) spinfadr transfer of any ownership interest
in a Loan.

b. Settlements of Prepetition Open Trades

Prior to the Commencement Date, the Debtors wese attive in the
secondary loan market. In this capacity, the Dasbpurchased and sold both par and
distressed commercial loans. The Debtors’ prapsetirades were reflected in various
oral and written trade confirmations (the “Tradenfdwnations). Generally, each Trade
Confirmation represented a binding agreement t@hage or sell positions in par or
distressed loans, participations in par or disggdsans, or claims against third parties at
an agreed upon price. Such transactions were ggneonsummated and settled over
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the next several weeks upon execution by bothgsadf formal transfer documentation
and payment by the purchaser of the applicablehase price.

As of the Commencement Date, the Debtors had ehtete, but had not
yet consummated and settled, hundreds of prepetfiade Confirmations, many of
which remained pending (the_“Open Trade Confirnredlo The Open Trade
Confirmations are executory contracts subject su@ption or rejection under section
365 of the Bankruptcy Code. The Debtors receivgtiaity of the Bankruptcy Court to
assume certain Open Trade Confirmations and regectain other Open Trade
Confirmations in accordance with Section 365 ofBa@kruptcy Code.

The Debtors generally elected, in their businedgment, to assume Open
Trade Confirmations for which the Debtors were slelers of the Loan. The price of
loans in the market had significantly decreasedbfwohg the Commencement Date,
therefore the Debtors were able to assume the @pashe Confirmations and sell the
Loans at prices in excess of the market price imhd.oan at the time of the Debtors’
assumption. The Debtors generally elected to répen Trade Confirmations for which
the Debtors were the buyers of loans since the ddebivould have immediately
recognized a loss if they had acquired the Lodnscertain cases, the Debtors and the
applicable counterparty negotiated a decreasedhasec price at which the Debtors
decided to assume the Loan. In addition to comisigeghe price of a trade as compared
to the market price for such loan at the time & #issumption, the Debtors considered
whether they needed particular loans to satisfero@pen Trade Confirmations in which
the Debtors were the sellers, and the amount ofadasthat would result from the
rejection of such Open Trade Confirmation.

As of LBHI's Commencement Date, there were 1,06dpptition Open
Trade Confirmations. As of March 31, 2010, allge&tion Open Trade Confirmations
have been assumed or rejected, and only 8 of therees] positions have not closed.

C. Updated Information Regarding the Debtors’
Commercial Loan Portfolio

The Debtors estimate that that recoveries fronpatsgfolio of Loans will
be approximately $7.2 billion. The Debtors alsoldhdoans which include the
commitment of the Debtors to fund additional amoohtup to $5.6 billion in the
aggregate.

The Debtors have concluded a comprehensive crediew process of
their entire portfolio of loans, and rated eachnlacording to the Debtors internal
methodology. As of December 31, 2009, 26% of thedéd loans in the Debtors’
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portfolsi)o were rated “high grade,” 74% of the loansthe portfolio were rated “high
yield.”

For further information about the Loans held byhread the Debtors,
balance sheets, dated as of June 30, 2009, ofafable Debtors are annexed hereto as
Exhibit 2C.

4, Bank Platforms

LBHI owns two non-debtor domestic banks: Woodlar@@ismmercial
Bank and Aurora Bank FSB. Both Woodlands and Aauank are wholly-owned by
Lehman Brothers Bancorp Inc._(*“BancOrpwhich is a wholly-owned non-debtor
subsidiary of LBHI.

As of December 31, 2009, Aurora Bank and Woodldrase terminated
unfunded commitments on loans in the aggregate ataf$11.3 billion at a cost of $19
million.

a. Transactions with Woodlands Commercial Bank

Woodlands is a Utah chartered industrial bank waiferations in Salt
Lake City, Utah. Woodlands has been engaged ibuik&ess of issuing commercial and
real estate loans to major corporations, short-sgoured warehouse loans to borrowers,
and interest rate products, such as swap or deegatontracts. Woodlands is funded
primarily by brokered certificates of deposit, whimature over time on a scheduled
basis. Woodlands is subject to the regulatorya@itihof the Federal Deposit Insurance
Corporation (“EDIC) and the Department of Financial Institutionstbé State of Utah
(the “Utah Departmeiit. If Woodlands is not “adequately capitalizetietFDIC and the
Utah Department may take regulatory actions taictaVoodlands’ activities, including
if Woodlands is “undercapitalized” or “criticallyndercapitalized,” as defined in the
applicable regulations, to appoint the FDIC as aeirer to seize and liquidate
Woodlands’ assets.

LBHI believes that Woodlands is a valuable ass&s$. of September 30,
2008, LBHI's equity interest in Woodlands was $1lidmi, and Woodlands’ total risk-
based capital ratio was 10.81%, well within commpia of the FDIC and Utah
Department regulations. During the quarter frontoDer 1, 2008, through December 31,
2008, LBHI's equity interest in Woodlands declineecipitously to $432 million as of
December 31, 2008, resulting in a total risk-basagital ratio of 5.4%, well below the
8% ratio considered adequate under applicable aggosk.

In response to Woodlands’ diminished capital position January 30,
2009, the FDIC presented Woodlands with a Cease Besist Order requiring

® Certain claims against other chapter 11 debtoiisiterests in distressed debt, held by
the Debtors are included in the Debtors’ Loan pdidf but are not rated by the Debtors.
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Woodlands to obtain sufficient capital to achieme'adequately capitalized” level under
applicable regulations not later than February Z)9, and to adopt a capital plan to
maintain such level. Based upon discussions with EDIC, Woodlands and LBHI
concluded that the failure to agree to the entryhef proposed Cease and Desist Order
would shortly lead to the FDIC’s seizure of Woodlan Accordingly, Woodlands
consented to the entry of a Cease and Desist Qidexgd February 4, 2009. In addition
to Woodlands’ obtaining and maintaining sufficiecapital to reach the required
minimum level of adequate capitalization under egalle regulations and Woodlands’
submission of a capital plan, the Cease and Dé&xidér required that LBHI provide
assurances to the FDIC of Woodlands’ performandbeplan.

Seizure of Woodlands followed by an immediate [liggion of
Woodlands’ assets would have resulted in the Iéssgaificant value to LBHI's estate
that could have otherwise inured to the benefitoo€reditors and also could result in the
seizure of Aurora Bank pursuant to a statutory st@dility provision. In addition, if
Woodlands were to be seized, LBHI could receivegnize Claims against its estate and
could also be exposed to potentially significanti@ks under section 365(o) of the
Bankruptcy Code that would precipitate significétigation and attendant costs. If the
regulators successfully prosecute a Claim unddiose865(0) of the Bankruptcy Code,
it would have to be paid in full ahead of all alledvgeneral unsecured Claims.

To preserve the value of Woodlands and avoid slesrassociated with a
seizure of Woodlands, LBHI sought and obtained @iihto fund a capital contribution
of up to $272 million in cash (beginning with aritiel contribution of $200 million in
cash) to Woodlands in exchange for a first rightreéovery on Woodlands’ Claim
against LBI or other parties related to the seizofghe municipal securities. The
Bankruptcy Court’'s February 17, 2009 Order alstaized LCPI to terminate certain
unfunded loan participation agreements of Woodlanda or about September 1, 2009,
LBI informed Woodlands that its claim for the mupal securities would be allowed as
a customer claim in the amount of $532,125,668.38.

b. Transactions with Aurora Bank

Aurora Bank also operates a multi-asset loan atgn, purchasing, and
servicing business, with the loan origination basminvolving the issuance of residential
and commercial mortgage, small business, largeocatp, and consumer loans. Like
Woodlands, Aurora Bank is funded primarily by bnaa certificates of deposit, which
mature over time on a scheduled basis. Aurora Bdmkly owns Aurora Loan Services,
LLC (“Aurora Loan Servic€3, one of the nation’s largest residential loamveeng
operations. Aurora Bank is a federally chartetedttinstitution subject to the regulatory
authority of the Office of Thrift Supervision (tH®TS”) and, thus, subject to the capital
adequacy requirements of the OTS and the FDIClurféaio maintain required minimum
capital levels would make Aurora Bank susceptildeappointment of the FDIC as
receiver to seize and liquidate its assets.
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As of September 30, 2008, LBHI's net book equitierast in Aurora

Bank was approximately $1.5 billion, and Aurora Bantotal risk-based capital ratio
was 10.57%, well within compliance of the OTS ardI® regulations. During the
quarter from October 1, 2008 through December IN82 LBHI's net book equity
interest in Aurora Bank declined precipitously #6% million as of December 31, 2008,
leaving Aurora Bank with a total risk-based caprtio of 5.94%, below the 8% ratio
considered adequate under applicable regulatioffie decline in Aurora Bank’s
financial position was caused primarily by the amilon of fair value accounting to
Aurora Bank’s loan receivables during that quartepreciating the value of Aurora
Bank’s loan portfolio by approximately $640 milliokespite the substantially unchanged
composition of the portfolio, which consisted o&ihs that are generally not traded and
thus difficult to value. Additionally, LBHI and Aora Bank were parties to a Master
Forward Agreement (the_“MFA, under which Aurora Bank could require LBHI to
purchase certain of Aurora Bank’s loans at cod8HLdid not perform under the MFA
following the Commencement Date, and Aurora Bamédfia proof of claim against
LBHI in the approximate amount of at least $2. Adil.

Seizure of Aurora Bank followed by a firesale lidaiion of its assets
would impose significant losses on LBHI and woulsbdikely draw guarantee Claims.
Additionally, just like Woodlands, the seizure otithra Bank could expose LBHI to
potentially significant Claims under section 365¢b)the Bankruptcy Code. The OTS
has already asserted such a Claim. Moreover, ibrauBank is seized, there is also the
risk that Woodlands could be seized pursuant tatatery cross-liability provision. See
12 U.S.C. § 1215(e)(1)(A). Therefore, to presehesvalue of both banks and avoid the
aforementioned consequences, LBHI has from tinterte provided financial support to
Aurora Bank. Specifically, LBHI obtained court-aippal to take the following actions
to support Aurora Bank since the commencemensafhaipter 11 case.

- LBHI has entered into two settlement agreementd witirora Bank that has
transferred to Aurora Bank and Aurora Loan Servicewnership of
approximately $99 million in excess servicing fees;

- LBHI has made capital contributions to Aurora Baok $9.838 million on
February 27, 2009, $15 million on March 31, 2008) #illion on June 30, 2009,
and $100 million on December 28, 2009;

- LBHI has transferred master servicing rights to ¢gxarBank and Aurora Loan
Services valued at approximately $171 million;

- LBHI has provided services to assist in the termidma of certain loan
commitments of Aurora Bank totaling $1.357 billion;

- LBHI entered into an amendment to the master ré@ase agreement that has
made $450 million in short-term financing availatdeAurora Bank; and
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« LBHI entered into a short-term bridge financing ifiac with Aurora Loan
Services that has made up to $500 million in fim@g@vailable to Aurora Loan
Services

C. Updated Information Regarding the Debtors’ Interest
in the Banks

LBHI intends to continue to take steps as necessargtabilize the
operations of Aurora Bank and Woodlands. LBHI isrently in discussions with the
FDIC regarding the adequacy of the capitalizatiénAarora Bank and Woodlands.
Accordingly, LBHI will seek an orderly sale or othdisposition of Aurora Bank and
Woodlands over the 18 month period following fiaglproval of the Bankruptcy Court
and regulators and the ultimate consummation ofrresaction. The condensed balance
sheet for each of Aurora Bank and Woodlands, é3eaember 31, 2009, is included in
Exhibit 3 annexed hereto.

5. Private Equity/Principal Investments

Private Equity and Principal Investments includeiggand fixed-income
direct investments in corporations and generalngarand limited partner interests in
asset managers and related funds (“Private EgBitiyicipal Investmenty. Lehman’s
Private Equity business operated in six major asketses: merchant banking, real
estate, venture capital, credit-related investmemisvate funds investments and
infrastructure. Lehman raised privately-placeddim these asset classes, for which it
acted as a general partner and in which it hadrgeaad, in many cases, limited partner
interests. In addition, Lehman generally co-ingdsh the investments made by its funds
and made other non-fund-related direct investments.

Lehman had formed various private equity or oth@rmative investment
funds with third-party investors that were typigabirganized as limited partnerships.
Lehman typically acted as general partner for tHesels and did not consolidate the
funds into its results of operations when the tmeadty investors to the funds had (i)
rights to either remove the general partner withzauise or to liquidate the partnership;
or (ii) substantive participation rights.

a. Significant Transactions/Sales

This section includes descriptions of certain digant transactions or
dispositions of the Debtors’ Private Equity/ Prpadi Investments.

0] Transaction with Wilton Re

Wilton Re Holdings Limited (*Wilton R§ is a reinsurance holding
company engaged in the acquisition of U.S. lifeuragce risks. Pursuant to the
Amended and Restated Subscription Agreement, dasedf October 20, 2006 (the
“Wilton Subscription Agreemefit LBHI committed up to $300 million to purchase
Wilton Re’s securities, and warrants representing2&o stake in Wilton Re. The

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 76



Agreements provided that if LBHI fails to fund umdbe terms of the Agreements, then
LBHI would forfeit (i) 90% of the securities held/ lLBHI, (i) 90% of the warrants held
by LBHI, and (iii) any seats held by LBHI appoingeen Wilton Re’s board of directors.
Approximately $180 million of the LBHI commitment as funded prior to the
Commencement Date.

In January 2009, in order to preserve the valugsdahvestment in Wilton
Re and prevent the risk that it might forfeit imgerest if it failed to fund under the terms
of the Wilton Subscription Agreement, LBHI enterietb Amendment No. 1 to Wilton
Subscription Agreement (the “"Wilton Amendm@nwhich provided that LBHI would
assume the Wilton Subscription Agreement and fumel temaining amount of its
commitment in the first quarter of 2009. In conti@t the Wilton Amendment, LBHI
was able to negotiate more favorable terms as @¢onttmber and price of shares and
warrants LBHI would receive in exchange for funditgcommitment. The Bankruptcy
Court approved this transaction on January 21, 2009

(i) Disposition of Other Private Equity/Principal
Investments

The Debtors have completed, or are in the proceseropleting, sales of
certain indirect interests that it holds in respedt certain affiliated Private
Equity/Principal Investments. In each of the salles interests that have been sold have
involved a combination of the interests that thebtioes indirectly held. Below are
summaries of certain of the sales of Private Eq#tincipal Investments:

« The Debtors disposed of certain of their interaststhe Lehman Brothers
Merchant Banking funds to affiliates of certain nimrs of the management team
and Reinet Investments S.C.A. for approximately $@0on.

- The Debtors disposed of certain of their interéstthe Lehman Brothers Real
Estate Mezzanine funds to affiliates of PCCP, Lb€dpproximately $6 million.

- The Debtors entered into a letter agreement wiihaaés of certain members of
the management team of the European Mezzanine,fpaodsuant to which upon
the satisfaction of certain conditions affiliatdgtee Debtors and the management
team of the European Mezzanine funds will signleeady-negotiated transaction
agreement that would allow for the transfer of th@nagement of such funds to
such Affiliates.

« The Debtors disposed of various general and limpadnership interests in
venture capital funds as well as portfolio compahgres held directly by certain
Debtors or their subsidiaries for an aggregate anaf approximately $57
million.
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b. Updated Information Regarding the Debtors’ Private
Equity/Principal Investments

The Debtors estimate that their estates will recapproximately $10.1
billion from their portfolio of Private Equity/ Ricipal Investments.

Certain Private Equity/ Principal Investments amddhas partnership
interests that were uniquely structured for paléicunvestments. Therefore these
investments are not always liquid and the Debtaag oitimately to sell their interests in
such investments at a discount.

For further information about the Private Equityinipal Investments
held by each of the Debtors, balance sheets, detenf June 30, 2009, of each of the
Debtors are annexed hereto as Exhibit 2C.

F. Adversary Proceedings

During the Chapter 11 Cases, 38 adversary procgedihe “Adversary
Proceedingg have been commenced by the Debtors and 13 AdweRroceedings have
been commenced against the Debtors. The AdvePsageedings involve, among other
issues, extraordinarily complex financial secusitithe scope of the Bankruptcy Code’s
safe harbor provisions, the automatic stay, thbtsigf parties with respect to certain
posted collateral, the rights of setoff, claimedilby former employees, claims relating to
certain funding commitments, and various other eawd action.

Of particular significance i8ank of America, N.A. v. Lehman Brothers

Soecial Financing Inc. & Lehman Brothers Holdings Inc., Case No. 08-01753, in which
Bank of America, N.A. (“BofA) commenced an adversary proceeding against LBidl a
LBSF seeking a judgment that it is entitled to e its right to partially set off
amounts owed to it by LBSF and LBHI against apprately $509 million deposited by
LBHI in several accounts at BofA. BofA assertstthach setoff was not in violation of
the automatic stay. LBHI and LBSF claim that Baf@l not have a legal right to setoff
$509 million of the funds under any circumstanaesthe grounds that the funds were
deposited as collateral for the specific, restdgberpose of securing LBHI and LBSF’s
intraday overdraft limits. In addition, Lehman aeg that the safe harbor provision of
362(b)(17) does not apply to any of the setoffs] Hrerefore BofA's actions were in
violation of the automatic stay. This matter isreatly pending before the Bankruptcy
Court.

VI. CLAIMS PROCESS AND BAR DATE
A. Schedules and Statements

Due to the unprecedented size of the Chapter 1&Cawd the complexity
of the Debtors’ businesses, composing the SchedofleAssets and Liabilities (the
“Schedule¥), Schedules of Current Income and Expenditurd)eBales of Executory
Contracts and Leases, and Statements of FinantfiarsA(collectively, the “Schedules
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and Statementswas an enormous task. The Schedules reflecifdie Debtors’ known
liabilities at the time of preparation based onlibeks and records available at that time.
The Debtors initially filed their Schedules and t8taents on March 12, 2009 (the
Schedules and Statements of certain later filedtdslwere filed initially filed on later
dates):’ The Debtors amended the Schedules on June 18, 20 Debtors reserve the
right to amend their Schedules and Statements gliuha remaining pendency of the
Chapter 11 Cases.

B. Claims Bar Date

On July 2, 2009, the Court entered an order (thar“Bate Ordé€),
establishing September 22, 2009 as the deadlime“Bhar Daté) for filing proofs of
claim against any of the Debtors in the ChapteCages’ Due to the anticipated large
volume, amount and the complicated nature of taend that would be filed, the Debtors
determined that modified and/or supplementary clgimg procedures were required in
certain circumstances. Therefore, the Debtorsrgpted a detailed questionnaire for
claims based on Derivative Contracts, and (ii) tm@a separate detailed questionnaire
for claims based on guarantees. Claimants filibgns based on derivatives or
guarantees were required to complete and submiypécable questionnaires pursuant
to the procedures established in the Bar Date Gmier dedicated website. The Bar Date
Order established October 22, 2009 as the dea(tlwee“Questionnaire Deadlifefor
the filing of derivative questionnaires and guaganuestionnaires.

Furthermore, as an accommodation to holders oéicesgecurities issued
by LBHI and its Affiliates, the Debtors establishallernative and streamlined claim
filing procedures. The Bar Date Order establishesidber 2, 2009 as the deadline (the
“Securities Programs Bar Dd}dor filing proofs of claim against any of the B@rs in
the Chapter 11 Cases based on certain notesygddsy LBHI and its affiliates to retail
investors located outside of the United States @hdncluded on a list published on
www.lehman-docket.com on July 17, 2009 (the “LehrRamgrams Securiti&s

In compliance with the Bar Date Order, the Debtdtsough Epiq
Bankruptcy Solutions, LLC (the _“Solicitation Agéntand the “Claims Ageri}
Solicitation Agent, acting as the Claims Agent,\ypded a proof of claim form and notice
of the Bar Date by mail on or about July 8, 200the Debtors published notice of the
Bar Date inThe New York Times (International Edition),The Wall Street Journal
(International Edition) and@he Financial Times. On or about July 27, 2009, the Debtors,
through the Solicitation Agent, acting as the CkiAgent, provided a modified proof of

19 Merit LLC, LB Somerset LLC and LB Preferred SonsrsLC filed their petitions on
December 14, 2009 and December 22, 2009 respsacti@thtements and Schedules for
these Debtors were filed on February 12, 2010.

1 Merit LLC, LB Somerset LLC and LB Preferred SonetrsLC have motions pending
before the court whereby they seek to set May Q80 2As the applicable claims bar date
in their respective cases.
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claim form and notice of the Securities Programs Bate by mail. The Debtors
published notice of the Securities Programs BaeatlO languages (plus 7 translations
for local dialects) in 26 newspapers in 18 coustrie

Nearly 66,000 proofs of claim asserting Claims agathe Debtors have
been filed with the Claims Agent appointed by thenBuptcy Court. The aggregate
amount of Claims filed and scheduled exceeds $8li8n including duplication, but
excluding any estimated amounts for unliquidatedir@. The Debtors currently are
reviewing, analyzing, and reconciling the filed i@Gia.

To date, the Debtors have filed nine omnibus olgastto proofs of
claim, seeking the disallowance and expungememtvef 3,200 proofs of claim. The
Debtors anticipate filing additional objections eskking many of the remaining filed
proofs of claim. If the Debtors do not object topeoof of claim by the deadline
established in the Plan, the Claim asserted thevdirbe deemed Allowed and will be
treated pursuant to the Plan.

As appropriate, the Debtors may seek to negotiadesattle disputes as to
proofs of claim as an alternative to filing objects to the proofs of claim. To that end,
pursuant to the authority granted by the Bankrug@owurt, the Debtors have established
alternative dispute resolution procedures to ftatéi the negotiations and settlement of
Claims. Such proposed procedures are intendedbid &) expensive and time intensive
litigation of Claims and (ii) undue delay in thenaidistration of the Chapter 11 Cases.

In order to provide information to all creditorsgeeding certain Claims
filed against the Debtors, and assist creditotsitierstanding and evaluating the Plan, on
March 29, 2010, the Debtors filed an 8-K with tHeCSproviding information regarding
the amount of Guarantee Claims and IntercompanyrGléled against LBHI. The 8-K
provided detailed information regarding the amoahtThird-Party Guarantee Claims
asserted relating to obligations of the variousnry Obligors, as well as the amount of
Affiliate Guarantee Claims asserted by LBHI's Atiiles.

Annexed hereto as Exhibit 6 is additional inforroatiregarding the
Claims filed against the Debtors. Exhibit 6 ina@sdnformation regarding the Debtors’
Claims review process and data regarding the nuareiamount of Claims filed against
the Debtors, adjustments made to the aggregaten@aiounts by the Debtors, and the
Debtors’ estimates of Allowed Claim amounts. Teistscreditors in understanding the
Claims data, the Debtors have sorted the dateeiialfowing ways: (i) total number and
amount of Claims filed against LBHI by third pagjesorted by the type of obligation
underlying the Claim, (ii) Third-Party Guaranteeai@is filed against LBHI, (iii) Affiliate
Guarantee Claims filed against LBHI, (iv) total noen and amount of Claims filed
against each Debtor, (v) total number and amounClaims filed against all of the
Debtors, sorted by the type of obligation undedythe Claim, (vi) total humber and
amount of Claims filed against all Debtors otheanth.BHI by third parties, sorted by
type of obligation underlying the Claim, (vii) tbtamount of Claims filed against each
Debtor by Affiliates, (viii) Claims filed againstldebtors by Affiliates, sorted by type of
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obligation underlying the Claim, (ix) Claims filexjainst LBHI by Affiliates, sorted by
type of obligation underlying the Claim, and (x)a@hs filed against all Debtors other
than LBHI by Affiliates, sorted by type of obligati underlying the Claim.

The Debtors estimate that the face amount of theGlin the Chapter 11
Cases will ultimately exceed $1 trillion. The Detst estimate of Allowed Claims
against each Debtor is set forth on Exhibit 6 aedeixereto. However, the Debtors are
only in the initial stages of the review, recoratiibn and objection process, and in excess
of 21,000 Claims were filed with an unliquidatedi@ amount (or portion thereof), and
therefore the estimates of Allowed Claims are subje change. In addition, rejection
damages Claims associated with executory contrants unexpired leases that are
pending rejection have not yet been asserted aiirezhjto be asserted. It is possible that
when such process is completed, including resalutibrejection damages Claims, the
amount of Allowed Claims could exceed such estichateount.

VIl. DEBTORS’ RELATIONSHIP WITH LEHMAN BROTHERS INC.

Due to the intertwined nature of the Debtors’ basses and LBI's
business prior to the Commencement Date, the Delbtodt LBl have asserted significant
Claims against each other. The Debtors filed Cdaamgainst LBI (i) as “customers” as
such term is defined in SIPA and (ii) as generaeanred creditors of LBI. LBl is still
reviewing its Claims, and therefore, the Debtoesraot able to estimate the recoveries on
these Claims. Certain of the Debtors’ Claims agfaibBl may be subject to
subordination agreements entered into prior to @mnmencement Date with LBI,
therefore, on certain of the Claims, the Debtord Wkely only receive a minimal
recovery, if any.

On October 5, 2009, LBI filed a motion seeking tt@ate up to $4.9
billion of assets to customer property to be usegdy customer Claims pursuant to
section 16 of SIPA to remedy shortfalls in LBI'sSeeve account resulting from errors by
LBI. Absent such allocation, such property wouddavailable for distribution to general
unsecured creditors of LBI. The Debtors and thed@ors’ Committee met with LBI's
advisors and reviewed documents allegedly suppmpttie alleged errors. As a result of
such diligence and meetings, the Debtors and tleelitors’ Committee agreed not to
object to LBI's allocation of approximately $2.4ltain to the pool of customer property
at that time. The SIPA Trustee agreed that he dvemaek further approval of the
Bankruptcy Court for any further allocations punsii@ section 16 of SIPA.

LBI has filed Claims against the Debtors with unl@dated amounts. The
Debtors estimate that these Claims will ultimatsdyin excess of $30 billion.

VIII.  INTERCOMPANY CLAIMS

Prior to the Commencement Date, in the ordinaryrs®wf business,
LBHI and its Affiliates entered into transactionglwone another and made loans to one
another. Such transactions were entered into foargéety of reasons including, the
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management of risk on a firm-wide basis, fundinigssdiaries’ operations, lending funds
to Affiliates or entering into transactions withfites. Other than a minimal amount
that remained in each subsidiary of LBHI, the Debiatended to be repaid and as such,
the balances of such intercompany payables andvadtes generally fluctuated as
amounts were borrowed and repaid to LBHI. Signiftdatercompany Claims among the
Debtors and certain significant Intercompany Claiofs non-Debtor Affiliates are
included on Exhibit 9 annexed hereto.

The Debtors have analyzed a sampling of Intercomp@faims to
determine whether the Intercompany Claims should réeharacterized as equity
contributions in accordance with the applicablendéads in this jurisdiction. The
Debtors’ analysis included the consideration offtlilowing factors (i) the names given
to the instruments, if any, evidencing indebtedn@gghe presence or absence of a fixed
maturity date and schedule of payments, (iii) thespnce or absence of a fixed rate of
interest and interest payments, (iv) the sourceepadyments, (v) the identity of interest
between the borrower and the lender, (vi) the adeygwf the capitalization of the
borrower, (vii) the security, if any, for the adeas, (viii) the ability of the borrower to
obtain financing from outside lending arrangemefit3,the extent to which the advances
were contractually subordinated to the claims dsiole creditors, (x) the extent to which
advances were used to acquire capital assetsxgnblg presence or absence of a sinking
fund to provide for repayment.

As discussed above, the intercompany transactianiedsin function and
therefore had different characteristics and terfasr most of the Intercompany Claims,
consideration of the above factors does not yietdear-cut conclusion. In such cases,
some of the above factors support the conclusiat the Intercompany Claim was
indebtedness or a valid obligation pursuant toaadaction, while others support the
conclusion that such Intercompany Claim should beharacterized as an equity
contribution.  The determination of whether Intengany Claims should be
recharacterized as equity contributions is a faignsive and costly analysis. In order to
avoid the attendant litigation and expense, thet@shkhave proposed in the Plan to treat
the Intercompany Claims as Claims. If the Plamas approved, the Debtors may be
compelled to review and analyze all Intercompangif@ and it is possible that such
review and analysis would result in certain Intenpany Claims being recharacterized as
equity contributions.

IX. LAMCO

During the Chapter 11 Cases, LBHI has developedeamt of
approximately 450 individuals (including 70 A&M elogees), spread across LBHI's
information technology infrastructure and five dist asset classes (commercial real
estate, residential mortgages, private equity amacipal investments, corporate loans
and derivatives) to manage and wind-down the Dsbtassets effectively. LBHI
developed, by necessity, an infrastructure forlting-term management of the Debtors’
long-term investments and assets and LBHI's assetagement teams developed the
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skills required, and an expertise and knowledgee bggecifically geared to, the
management of such long-term investments and dsstceassets.

The Debtors have determined that the capabilitiesLBHI's asset
management team are scalable and thus easilydrabbf to the management of other
long-term investment assets for third parties ai. win the course of managing and
administering such assets, LBHI has built a goiogeern asset management business
that may be of substantial value, with capabilitib@t may endure beyond the
administration of the Chapter 11 Cases, and geneeatnues. In order to maximize the
value of the asset management business, LBHI istémarganize a new separate but
wholly owned subsidiary to provide management ses/to the Debtors and, potentially,
to third parties. LBHI has therefore establish@aMCO Holdings LLC, and its wholly
owned subsidiary, LAMCO LLC (together,_  “LAMC® to provide legacy asset
management and administration services to the Pehitul, subject to certain restrictions
and approvals, third parties. Upon Bankruptcy €ayproval, the Debtors intend to
transfer to LAMCO a majority of LBHI's asset managnt employees and certain
infrastructure.

In addition to maximizing the value of LBHI's assetanagement
business, LAMCO will aid the Debtors’ employee reien efforts — especially to the
extent that LAMCO is able to attract third partysimess — by offering the potential for
long-term employment to the individuals whose skiihd knowledge are essential to the
successful management of the Debtors’ assetsurmn the direct costs of recruiting and
training new employees should be reduced, andaadicosts and investment losses
associated with turnover and loss of asset- antigtiorspecific knowledge should also
be stemmed.

LAMCO will serve as a centralized asset managenmdsiform for a
significant portion of the Debtors’ assets. AltghuLAMCO Holdings and LAMCO
LLC will be non-debtor entities, they will be subjeo certain restrictions that will afford
the Bankruptcy Court and the Debtors’ creditorsubsgantial degree of oversight and
control. First, LAMCO Holdings will be required seek Bankruptcy Court or Creditors’
Committee approval of any acts for which LBHI wouwdrrently require Bankruptcy
Court or Creditors’ Committee approval, as applieabSecond, LAMCO Holdings and
LBHI have agreed to be governed by certain reginst and to grant the Creditors’
Committee certain rights, over their going-forwaoperations and key corporate
decisions, including compensation of directorsjcefs, and employees, the nature and
extent of any third party contracts and the issaamicany equity or equity-derivative
interest in LAMCO.

The Debtors expect that LAMCO will be able to entgo agreements to
manage assets of third parties for a profit thatldiinure to LBHI’'s benefit, as an equity
holder of LAMCO, and ultimately to the benefit df af the stakeholders in the Debtors.
In addition, LBHI, with the assistance of Lazasljn the process of exploring a strategic
relationship with a third party with respect to LAND, including the possibility of
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selling an equity stake in LAMCO to a potential tpar, or otherwise entering into
mutually beneficial ventures and arrangements thittd parties.

The Debtors have not yet received authority fromBlankruptcy Court to
permit LAMCO to manage their assets. The Debtibed 2 motion with the Bankruptcy
Court on March 15, 2010, seeking approval to einteran asset management agreement
(and related agreements) with LAMCO for the purgodiscussed in this section. The
motion is scheduled for a hearing before the BaptkyuCourt on April 15, 2010.

X. SUMMARY OF THE CHAPTER 11 PLAN

The Debtors’ management believes that through tlaa, Fholders of
Allowed Claims will obtain a recovery from the ds&of the Debtors that is greater than
the recovery they would receive if the assets efbtors were liquidated under chapter
7 of the Bankruptcy Code.

The Plan, as modified for clarification, is annexedteto as Exhibit 1 and
forms a part of this Disclosure Statement. Thermmany of the Plan set forth below is
qualified in its entirety by reference to the pions of the Plan.

A. Considerations Regarding the Chapter 11 Plan

The terms of the Plan are the result of substaatialysis and discussions
by the Debtors and their advisors concerning varissues including, without limitation,
the enforceability of Guarantee Claims, Interconya@laims and substantive
consolidation. The Plan proposes an economic ugsol with respect to Guarantee
Claims and Intercompany Claims and such mattersliamissed below in section B—
"Rationale Underlying Plan Treatment of Claims.” ithV respect to substantive
consolidation, the Debtors and the Creditors’ Cotteaiundertook a diligence process to
ascertain whether substantive consolidation woelci appropriate remedy for some or
all of the Debtors in these Chapter 11 Cases andiceof their Affiliates. While an
argument asserting that the Debtors and certainligdés should be substantively
consolidated has merit, in light of the substargi&brt, time, and expense that would be
required to fully prosecute substantive consolalgtas well as the risks inherent in such
litigation, the Debtors propose an economic resmhuivhich fairly allocates the Debtors’
assets and value to all of the economic stakerh®lder

1. Substantive Consolidation

Substantive consolidation is an equitable remedy #éhbankruptcy court
may be asked to apply in chapter 11 cases ofa#di debtors. Substantive consolidation
involves the pooling of the assets and liabilinéshe affected debtors and distributions
on allowed Claims is made from a common fund. dilthe debtors in the substantively
consolidated group are treated as if they wer@eg@lesicorporate and economic entity and
intercompany Claims, subsidiary equity or ownershiprests, joint and several liability
Claims and Guarantee Claims are disregarded. @Quoesdy, a creditor of one of the
substantively consolidated debtors is treated asreditor of the substantively
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consolidated group of debtors, and issues of iddai corporate ownership of property
and individual corporate liability on obligationseagnored.

If the Debtors in these Chapter 11 Cases were auiidgtly consolidated,
the Third-Party Guarantee Claims, Affiliate GuaenClaims and Intercompany Claims
would be disregarded. The assets of each of thoeand any non-Debtor Affiliates
that are substantively consolidated would be podiegether and used to make
distributions to the holders of Allowed Claims agsi each of the Debtoqzro rata.
Hypothetically, if certain Debtors purport to hattbre assets, or assets with greater value
than the other Debtors, holders of Allowed Clairgaiast such Debtors would receive a
smaller distribution as a result of substantive sohidation as all assets would be
commingled. Conversely, holders of Allowed Claiagainst Debtors with purportedly
greater liabilities and fewer assets than othert@sbwvould receive a larger distribution
as a result of substantive consolidation. Theeffett of substantive consolidation would
be to enhance recoveries to creditors holding L8#Yy Claims.

2. Non-Substantive Consolidation of the Debtors

A plan that does not substantively consolidate Erebtors and their
Affiliates but instead strictly recognizes the cangite integrity of each of the Debtors
would yield a very divergent result from a plandxh®n substantive consolidation. In a
plan that strictly recognizes the corporate intggof the Debtors, all Allowed Guarantee
Claims and Intercompany Claims would be recognamsdireceive distributions based on
their full amount. Holders of Allowed Claims ofparticular Debtor would be entitled to
receive a Distribution only from the assets of {heatticular Debtor.

As the ultimate parent company for Lehman, LBHlues$ various
guarantees and has significant intercompany ligdsli As compared to Distributions
under the Plan, distributions by LBHI in a planttistrictly recognized the corporate
integrity of each Debtor would be greatly diluteddaspread across a large group of
holders of Allowed Claims based on direct obligasiof LBHI, Guarantees Claims and
Intercompany Claims. A plan that strictly recogszthe corporate integrity of each
Debtor, and all Guarantee Claims and Intercompalayn@, would invite protracted
litigation with respect to the extent and validdf such Claims that may take years to
resolve. Any additional distributions received ayparticular Class under such plan
would be diminished by the time value of money adthinistrative costs.

3. The Plan is a Fair Proposal to the Economic Stakelaers

As part of the Debtors’ analysis of whether sultstanconsolidation is
appropriate in these Chapter 11 Cases, the Debhoasiagement and the Creditors’
Committee each reviewed and considered the Deltorsks and records, public filings,
operational relationships among the Debtors, theorte keeping of intercompany
transactions, whether creditors relied on its paldir Lehman counterparty to a
transaction or the enterprise as a whole, and a@tbeoments and facts underlying the
various inter-Debtor issues. The Debtors’ managermaed the Creditors’ Committee
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conducted numerous interviews of current and forramployees of Lehman and
analyzed the relevant legal standards.

Prior to the Commencement Date, (i) Lehman operatedne company
organized by business division, not necessarilyldgal entity, (i) LBHI's board of
directors and executive committee had respongibitit Lehman’s firm-wide strategy,
risk, funding, liquidity, operations and produc(si) Foreign Debtors and non-Debtor
Affiliates were utilized to raise capital in foreigurrencies to enable Lehman to manage
the risk in movements in foreign currencies excleamgtes, (iv) one investment
committee existed for all Lehman’s transactiong, the Debtors shared administrative
and back-office functions, (vi) certain Debtors hegltain overlapping directors and
officers, (vii) certain subsidiaries had no empley®er physical locations, (viii) Lehman’s
cash-management systems were centralized and nthoage firm-wide basis through
LBHI, (ix) tax returns were filed with the IRS on @nsolidated basis, (x) creditors
transacted with Lehman as one economic enterprisedal not rely on the separate
identity or credit of any single subsidiary, (xpeditors did not have access to financial
statements of most of the subsidiaries, (xii) LBHrportedly guaranteed all obligations
of certain of its subsidiaries and (xiii) Lehmanimained detailed books and records on
the assets and liabilities of its parent and sud@ses on an entity by entity basis. As set
forth above, there are relevant facts weighing béih and against substantive
consolidation.

In connection with its analysis of Lehman’s opemasi prior to the
Commencement Date, the Debtors’ management alssidswed the impact of
substantively consolidating the Debtors and nontdrehffiliates, including the Foreign
Debtors. In the case of the Debtors, substantivesaidation poses several difficulties.
First, the Foreign Debtors and Foreign Administmtmay not be willing or able to
recognize the Bankruptcy Court’s jurisdiction andey substantively consolidating such
entities and therefore may be unwilling or unabledntribute assets to the pool of assets
for distribution in connection with a Plan that stantively consolidated such entities.
Second, two of LBHI's significant subsidiaries, LBAnd LBIE, were regulated
broker/dealers and therefore are currently in aASfPoceeding and an insolvency
proceeding in the U.K, respectively. In additi@s, described above, LBHI owns two
banks in the United States regulated by the FDIE Bankhaus in Germany which is
regulated by German Federal Financial Supervisarihérity (BaFin). Entities subject
to regulation have insolvency and liquidation pchaes which may not make
substantive consolidation of the Debtors with seanlities efficient, logical or possible.
Third, due to the number of creditors in the Chagté Cases and the large Claim
amounts and interest of certain creditors, it kely that any decision to substantively
consolidate the Debtors would result in protradtggation which would take years to
conclude, substantially delaying and distributiomsall creditors. The Debtors’ estates
would incur significant expense, even in the contéthese Chapter 11 Cases, defending
such determination. Notwithstanding such poterttiaidles, the Debtors may seek an
alternative plan that substantively consolidates@ebtors and certain foreign Affiliates.
To the extent a Foreign Debtor is unable or unmgllio contribute assets to a general
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pool or otherwise participate in a Plan based distsuntive consolidation, the Claims of
such Affiliates against the Debtors may be disrégdrand expunged.

Giving due consideration to all relevant factorsl dagal theories, the
Debtors propose the Plan as a fair economic resalir their Affiliates and holders of
Allowed Claims. The Plan recognizes the corponatiegrity of the various Debtors, and
includes an economic solution to issues of enfdnitiea and proof inherent in the
Guarantee Claims asserted by creditors and A#giaand in Intercompany Claims. The
Debtors’ management believes that the Plan repiesenequitable distribution of their
assets among the holders of Allowed Claims of #mgous Debtors.

B. Rationale Underlying Plan Treatment of Claims

The Debtors’ management believes that the Planesepts a fair
economic solution for all of the Debtors’ claimatist will expedite the administration
of the Debtors’ Chapter 11 Cases and accelerateveees to creditors. Although
litigation regarding a plethora of issues coulddume somewhat different absolute and
relative recoveries from those included in the Plauch litigation would be
extraordinarily expensive and would not be finakgolved for years, thus delaying and
potentially materially reducing Distributions td ateditors.

1. Economic Solutions With Respect To Third-Party Guaantee
Claims and Affiliate Guarantee Claims

The Plan proposes an economic solution with resjpeédlowed Claims
against LBHI based on LBHI's purported guaranteethaf liabilities of certain of its
Affiliates. LBHI frequently guaranteed the obligats of certain of its Affiliates in
connection with derivative transactions, the issean of securities and other
commitments pursuant to guarantees executed fdvehefit of a particular counterparty
or in respect of a particular obligation (each aafisaction Guarante In addition, on
June 9, 2005, LBHI enacted a Unanimous Written €onsf the Executive Committee
of the Board of Directors of Lehman Brothers HotinInc. (the “Guarantee
Resolution¥), which provided that LBHI fully guaranteed ai&bilities, obligations and
commitments of 18 specified subsidiaries of LBHThe Executive Committee of the
Board of Directors of Lehman Brothers Holdings dedc additional resolutions
subsequent to June 9, 2005, which resolutions aalddtional subsidiaries to the list of
guaranteed subsidiaries (such 22 subsidiaries@haranteed Subsidiarigs

In the aggregate $142.5 billion of the Third-Pafyarantee Claims
against LBHI are based on Transaction Guaranteegdsby LBHI. In the aggregate
$154.1 billion of Affiliate Guarantee Claims filedgainst LBHI are based on the
Guarantee Resolutions and $69.8 billion of thelisti Guarantee Claims against LBHI
are based on Transaction Guarantees issued by LBHI.
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a. Third Party Guarantee Claims

With respect to Third-Party Guarantee Claims, tikenemic solution
embedded in the Plan is based on the principle LiEil’s liabilities pursuant to
Transaction Guarantees and Guarantee Resolutianddshe limited to the aggregate
liabilities included on the balance sheets of dagmary Obligor on the Commencement
Date, as such amounts are adjusted by the Delatsrdescribed below. Prior to the
Commencement Date, LBHI guaranteed the liabilibésvarious of its domestic and
foreign subsidiaries. Therefore, allowing Claimsiagt LBHI in the amounts included
on the balance sheets of such Affiliates allochiads in a fair and proportionate manner
among creditors of LBHI's Guaranteed Subsidiari€he Debtors’ proposal with respect
to the Guarantee Claims only directly affects thestiibutions by LBHI and not
Distributions by any other Debtor. By imposing Aggregate Class Maximum on the
Third-Party Guarantee Claims and the Affiliate Gudee Claims, holders of all Claims
will receive an accelerated Distribution since Bebtors will only have to reserve up to
the Aggregate Maximum Amount for distributions ohir@-Party Guarantee Claims and
Affiliate Claims.

The Plan provides that Allowed Third-Party Guaran@aims will be
separated into 18 separate Classes based on thar?i©Obligor. Each Class of Third-
Party Guarantee Claims is subject to an aggredass @llowed Claim maximum (the
“Aggregate Class Maximuipthat will be used to limit the distributions theBHI will
make to each Class in respect of Third-Party Gueeaflaims. The Aggregate Class
Maximum for each Class of Third-Party Guaranteenais set forth on Schedule 6 to
the Plan and on Exhibit 10 annexed hereto. Thigrégate Class Maximum for each
Class is implemented through the definition of Rded Third-Party Guarantee Claim
and will reduce each Allowed Third-Party Guaran@®aim for a Clasgro rata if the
total Allowed Third-Party Guarantee Claims for atgalar Class exceeds the applicable
Aggregate Class Maximum for such Class.

The Aggregate Class Maximum for Third-Party GuaganClaims, with
respect to any Class, represents the lesser tigipggregate liabilities set forth on the
books and records of the particular Primary Obligerof the Commencement Date and
(ii) the aggregate amount of the Claims filed agaltBHI as to the Primary Obligor, in
each case, as adjusted by the Debtors as desariiezlfollowing five paragraphs.

To account for the fact that the methodologies usethe Debtors prior to
the Commencement Date to prepare the financiatraets did not take into account
certain liabilities, for the purposes of the cadtidn of the Aggregate Class Maximum,
the Debtors adjusted the aggregate liabilities mtogly. The Debtors’ most significant
adjustment to the liabilities on the balance sheétthe Primary Obligors is that each
liability on the balance sheet of any Debtor reddtea Derivative Contract was increased
by 100% of the amount of such recorded liabilitpn and prior to the Commencement
Date, Derivative Contracts were included on thetbesh balance sheets at the value that
is the mid-point between the market bid and thefaskhe purchase of such contract or
entry into an identical contract. In consideratioin(i) the fact that the termination

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 88



payments due (or that may come due) in respecteoivBtive Contacts is likely to be in

excess of the corresponding liabilities includedios Debtors’ books and records and (i)
the safe-harbor provisions of the Bankruptcy Cdde,the purpose of calculating the
Aggregate Class Maximum, the Debtors have incredbed recorded amounts as
described. The escalation of the liability for Dative Contracts, for the purposes of the
calculation of the Aggregate Class Maximum on TiHadty Guarantee Claims, more
accurately reflects the liabilities if calculated accordance with the terms of the
Derivative Contracts for the termination and set@at of the Derivative Contracts upon
an event of default or termination event. Exhiditincludes information that the Debtors
utilized to calculate the Aggregate Class Maximumtake into account liabilities based
on Derivative Contracts.

As to Claims where Bankhaus is the Primary Obligfug, Aggregate Class
Maximum of Third-Party Guarantee Claims reflecte thgreements set forth in the
Bankhaus Agreement described above in section \bB-2‘Settlement with Lehman
Brothers Bankhaus AG.”

For the purposes of calculating the Aggregate CMagimum of the

Third-Party Guarantee Claims, the Debtors adjusitedClaims filed against LBHI in
respect of the obligations of a particular Prim@tyligor to eliminate duplicate Claims,
amended and superseded Claims, and reduced Claioungsnthat appear to be
overstated. Third-Party Guarantee Claims wered file the aggregate amount of
approximately $254,976 million. The adjustmentslmeesulted in a reduced amount of
aggregate Third-Party Guarantee Claims to appraein&142,535 million. As a result,
the economic solutions proposed by the Plan yieldlwed aggregate Claim amount of
approximately $94,138 million as to Third-Party @Grdee Claims. A detailed
description of adjustments to the Claim amounts thiedadjustments for each Debtor is
reflected on Exhibit 6 annexed hereto.

The Plan also provides that, to the extent thaowdld Third-Party
Guarantee Claims as to any Class are less thapgiieable Aggregate Class Maximum
for such Class, the resulting difference will bieedted to the holders of Allowed Third-
Party Guarantee Claims of other Classes in whiehahgregate amount of Allowed
Claims in such Class exceed the Aggregate ClassnmMem for such Class in accordance
with their Pro Rata Share.

The Plan treats each holder of an Allowed ThirdyP&uarantee Claim in
each Class equally, as holders will each receie# thro Rata Share of Distributions
made by LBHI in respect of all Allowed Third-PaBuarantee Claims in the Class. The
Plan uses the same methodology to determine theeggte Class Maximum for
Allowed Third-Party Guarantee Claims for each Class

The Debtors reserve the right to challenge theditgliof various
Guarantee Claims and the enforceability of the tgug Transaction Guarantee or
Guarantee Resolution. A determination regardirey éhforceability of the Guarantee
Resolutions and the validity of a Claim assertedabthird party creditor necessitates
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engaging in an extensive factual and legal analydistigation with respect to the
enforceability of guarantees will require the Cdortletermine, among other matters, (1)
whether the Guarantee Resolutions constitute oostrdbetween LBHI and the
Guaranteed Subsidiaries and/or a third party aed{2) whether a third party creditor
was an intended third-party beneficiary of suchti@mt, (3) whether a third party creditor
had actual knowledge of the Guarantee Resolutiods@ied upon them at the point in
time that such creditor transacted business w{Huaranteed Subsidiary and (4) whether
the Guarantee Resolutions were intended to prather Affiliates of LBHI. Each of
these issues present underlying issues that wauidgyecondition to their determination.
With respect to Transaction Guarantees, the Cootldvbe required to review each
Transaction Guarantee and the circumstances sulirguthe entry into the underlying
contract or obligation and determine whether (@ ¢uarantees are valid and enforceable
contracts, (ii) the guarantees were properly exataind (iii) whether the counterparty
actually relied upon the Transaction Guaranteehattime that it transacted business.
LBHI's rights to challenge the enforceability of &@antee Claims are reserved in all
respects and each Guarantee will be reviewed alwivédl or disallowed in accordance
with the Claims reconciliation process.

b. Affiliate Guarantee Claims

The Plan proposes an economic solution for Affli&@uarantee Claims
and limits the Allowed amount of Affiliate Guaraet€laims. The Plan proposes that
Distributions to holders of Affiliate Guarantee @t should be limited because of the
nature of such Claims. The Guarantee Claims &skbst Affiliates consist largely of (i)
Claims asserted against LBHI based on a Transa@igarantee related to a transaction
that an Affiliate entered into with another Affileg (ii) Claims asserted against LBHI by
an Affiliate based on a transaction between twadliafés and LBHI's guarantee of the
obligations of those Affiliates pursuant to the Gudee Resolutions and, in some cases,
(i) Claims asserted by an Affiliate against LBHélating to all liabilities of such
Affiliate on the grounds that such Affiliate wasGaaranteed Subsidiary pursuant to the
Guarantee Resolutions. In many cases, Affiliatapsacted with each other for the
purposes of managing risk on a firm wide basisfoorregulatory, accounting or tax
purposes. The transactions between Affiliatesnoft@rrored transactions that such
Affiliates entered into with third parties, andasesult moving the economic risk among
Lehman entities. The Debtors’ management beli¢gvastheir Affiliates in connection
with inter-Affiliate transactions were not intendédl be the direct beneficiaries of the
Guarantee Resolutions. The Chapter 11 Cases amigfrd’roceedings have in effect
created Claims among the Debtors and their Af@Bathat did not exist prior to the
Commencement Date. As previously mentioned, thar&uee Resolutions were not
intended to provide an Affiliate with a Claim agsiinLBHI for an intercompany
transaction, but rather were enacted to enableGilranteed Subsidiaries to transact
business with third-parties.

In addition, since the Plan provides for a Disttibn to holders of
Allowed Third-Party Guarantee Claims from LBHI, abystribution by LBHI to the
Primary Obligors should be limited. Otherwise toe textent that LBHI makes

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 90



Distributions to Affiliates, and such Affiliates g& through such distributions to their
respective creditors, such creditors would receivdtiple distributions from LBHI (once
directly, and once indirectly) in respect of thengaobligation.

The Plan proposes to Allow Affiliate Guarantee @laiin the aggregate
amount of $21,186 million. Within a period of sixonths after the Effective Date, the
Plan Administrator will review and consult with kdeks of Affiliate Guarantee Claims as
necessary and propose an allocation of the $21yiiién to each holder of an Allowed
Affiliate Guarantee Claim. The Debtors intend tbo@ate the $21,186 million to
Affiliates pro rata based on the amount of their Allowed Affiliate Gamstee Claim after
evaluating the enforceability of Claims. If theoposed allocation is accepted by holders
of at least two-thirds in amount of Allowed Affite Guarantee Claims and more than
one-half in number of holders of such Allowed Claimithin a 30 day period from the
solicitation of votes, then such allocation will bénding on all holders of Allowed
Affiliate Guarantee Claims. The Debtors will sdliwotes to accept or reject the
allocation by distributing ballots to the Affilisde Each Affiliate entitled to vote will be
permitted to vote to accept or reject the allocatlmased on its Allowed Affiliate
Guarantee Claim amount.

The individual allocation for each Affiliate thaaé asserted a Guarantee
Claim on any basis is not set forth in the Plarathier, holders of Affiliate Guarantee
Claims, by voting in favor of the Plan, will be vgg in favor of the Plan’s proposed
aggregate Allowed Claim, and the process for atingathe Allowed Claim at a later
date, as set forth below. If such proposal is amtepted, the allocation of the total
$21,186 million among the holders of Allowed Affite Guarantee Claim will be
determined by the Bankruptcy Court. Certain of Bebtors’ Affiliates filed Claims
against the Debtors on behalf of their creditorBo avoid potential duplication, no
allocation will be made as to Affiliate Guarantelai@s in respect of such Claims.

The $21,186 million that will be allocated among #ffiliate Guarantee

Claims represents the difference between (i) tme stiliabilities set forth on the books
and records of the Primary Obligors (approximagd$5,324 million) and (ii) the sum of
the Aggregate Class Maximums for all of the Prim@hligors (approximately $94,138
million, i.e. the amount of Third-Party Guarantdaif®s that will participate in the Plan).
For the purposes of this calculation, the same sagjents have been made to the
liabilities and the Claims as were made to caleuldte Aggregate Class Maximum
described above in Section X.B.1.(i)— “Third-Pa@yarantee Claims.” As creditors of
the Affiliates have asserted Guarantee Claims agdiBHI and such Claims are
recognized and treated under the Plan as descabede, the Debtors’ management
believes it is fair to limit the recoveries by tA#iliates pursuant to Guarantee Claims as
described.

For the same reasons stated relating to potenhallenges to the
enforceability of Transaction Guarantees or the r&uae Resolutions, the Debtors
reserve all rights to challenge Affiliate Guaran@aims.
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2. Treatment of Intercompany Claims

The Debtors’ books and records indicate that sabstalntercompany
payables and receivables existed between the Beatat their non-Debtor Affiliates as
of the Commencement Date. The significant Inteqgany Claims asserted by and
against the Debtors are reflected on Exhibit 9 aeddereto.

The Plan proposes an economic resolution of therdatmpany Claims.
To the extent that an Intercompany Claim held by Bebtor (or Debtor-controlled
entity) against a Foreign Debtor is treated as\edint to a general unsecured Claim in
the Foreign Proceeding, the Intercompany Claimressdoy such Affiliate against the
Debtors will be Allowed. If any Debtor’s (or Deltoontrolled entity’s) Intercompany
Claim is statutorily or otherwise subordinated unithe law of a foreign jurisdiction, or a
Foreign Administrator or Affiliate attempts to rechcterize any Debtor's (or Debtor-
Controlled Entity’s) Intercompany Claim as a sulated Claim or Equity Interest, then
such Affiliate’s Intercompany Claim will be disalled as against the Debtors. If any of
Debtors’ (or Debtor-Controlled Entity’'s) Claims agst an Affiliate are disallowed or
subordinated in the Foreign Proceeding in any marsueh Affiliate’s Claims will be
disallowed in these Chapter 11 Cases.

As part of the resolution of Intercompany Claiméfjllates may not seek
to setoff their Affiliate Guarantee Claims againd®HI's or any other Debtor's (or
Debtor-Controlled Entity’s) Claims against suchildte.

The Debtors propose that Intercompany Claims antbegDebtors and
their Affiliates be honored in the amounts of retsat Intercompany Claims set forth on
the Debtors’ books and records as of applicable i@entement Date. Included on
Exhibit 9 annexed hereto are the recorded InteremyClaims among the Debtors as of
September 14, 2008 and June 30, 2009. With respddBHI’s liabilities to LBT, the
Debtors propose to Allow LBT’s Intercompany Clairagainst LBHI at 50% of the
amount of such liabilities set forth on the booksl aecords of LBHI and LBT as of
September 14, 2008.

The Debtors’ books and records recorded a subataathount of
intercompany payables and receivables among theoBelbnd the Debtor-Controlled
Entities as of the Commencement Date. The Bar Datlker did not require Debtors or
Debtor-Controlled Entities to file Claims. The éled Intercompany Claims that each
Debtor (and any Debtor-Controlled Entity) holds iaga another Debtor will be
determined based on the books and records of th&toBe as of the applicable
Commencement Date. The Debtors’ significant Idempany Claims are reflected in
Exhibit 9 annexed hereto.
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C. Classification and Treatment of Claims and Equity hterests

The following summarizes the classification andatmeent of Claims and
Equity Interests under the Plan.

1. Treatment of Unclassified Claims
a. Administrative Expense Claims

Administrative Expense Claims are Claims constiyita cost or expense
of administration of the Chapter 11 Cases allowedeu sections 503(b) and 507(a)(1) of
the Bankruptcy Code. Such Claims include all dcéun@ necessary costs and expenses
of preserving the estates of the Debtors, all d@nd necessary costs and expenses of
operating the business of the Debtors in Possesaioy indebtedness or obligations
incurred or assumed by the Debtors in Possessioarninection with the conduct of their
business, all cure amounts owed in respect of seasel contracts assumed by the
Debtors in Possession, all compensation and resebugnt of expenses to the extent
Allowed by the Bankruptcy Court under section 330503 of the Bankruptcy Code.
Any fees or charges assessed against the estathe &febtors under section 1930 of
chapter 123 of title 28 of the United States Cdukdlde excluded from the definition of
Administrative Expense Claim and shall be paiddooadance with Section 13.05 of the
Plan. Certain creditors may have super-priorigina against the Debtors which are
Administrative Expense Claims with priority ovehet Administrative Expense Claims.
For example, the purchasers of Neuberger Berm#émeiacquisition described in section
V.D.a—"Sale of Investment Management Division” bist Disclosure Statement were
granted an allowed super-priority administrativepense claim for any claims against
LBHI based on LBHI's agreement to indemnify suchrghasers pursuant to the
applicable purchase agreements.

Except as provided in the next sentence with rasfgeordinary course
obligations and in Section X.C.1.b— “Compensatiad &eimbursement Claims” of this
Disclosure Statement with respect to professiormahpensation and reimbursement
Claims, and to the extent a holder agrees to lagsréble treatment, Administrative
Expense Claims will be paid in full, in Cash, or tlater of the Effective Date and the
date the Administrative Expense Claim becomes dqow&d Claim, or as soon thereafter
as is practicable by the Debtor obligated for thgnpent of such Administrative Claim.
The Debtors estimate that Allowed AdministrativepErse Claims payable on the
Effective Date, including compensation and reimborent of expenses payable to
professionals retained in the Chapter 11 Casekbwibpproximately $4.7 billion. The
Debtors may pay amounts in respect of reconcilec @ayments under executory
contracts and unexpired leases assumed pursuéim: lan. The estimated amount of
Allowed Administrative Expense Claims does not unid amounts subject to asserted
rights of setoff held by the Debtors. In the evanth asserted setoff rights are not valid,
the aggregate amount of Allowed Administrative EngeeClaims may increase.
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b. Compensation and Reimbursement Claims

Compensation and Reimbursement Claims are Admatigtr Expense

Claims for the compensation of professionals aimdbarsement of expenses incurred by
such professionals pursuant to sections 105(a)(b3&03(b)(2), 503(b)(3), 503(b)(4)
and 503(b)(5) of the Bankruptcy Code (the “Compgaosaand Reimbursement
Claims). All payments to professionals for Compensataod Reimbursement Claims
will be made in accordance with the proceduresbéisteed by the Bankruptcy Code, the
Bankruptcy Rules and the Bankruptcy Court relatmghe payment of interim and final
compensation for services rendered and reimburseofiexpenses. All applications for
compensation for services rendered and reimburdemkrexpenses are subject to
approval of the Bankruptcy Court after review by thee Committee appointed in the
Chapter 11 Cases.

Section 503(b) of the Bankruptcy Code provides fmyment of
compensation to creditors, indenture trustees dhdrcentities making a “substantial
contribution” to a reorganization case and to aggs for and other professional advisors
to such entities. The amounts, if any, which may dought by entities for such
compensation are not known by the Debtors at ithie.t Requests for compensation
must be approved by the Bankruptcy Court afteraaihg on notice at which the Debtors
and other parties in interest may participate drjdat to the allowance of any Claims for
compensation and reimbursement of expenses.

Pursuant to the Plan, each holder of a CompensatidnrReimbursement
Claim will (i) file its final application for the lbwance of compensation for services
rendered and reimbursement of expenses incurreablgter than the date that is one
hundred twenty (120) days after the Effective Datsuch other date as may be fixed by
the Bankruptcy Court and (ii) if granted such araeby the Bankruptcy Court, be paid
in full in such amounts as are Allowed by the Bapkcy Court (a) on the date such
Compensation and Reimbursement Claim becomes amwédl Claim, or as soon
thereafter as is practicable or (b) upon such dadrens as may be mutually agreed upon
between such holder of a Compensation and ReimimerseClaim and the Debtors.

C. Priority Tax Claims

Except to the extent that a holder of an Allowedifity Tax Claim has
been paid by a Debtor prior to the Effective Dateagrees to less favorable treatment,
each holder of an Allowed Priority Tax Claim wilegeive Cash from the Debtor
obligated for the payment of such Allowed Priofltgex Claim in an amount equal to the
Allowed amount of such Priority Tax Claim on theelaof the Effective Date and the
date such Priority Tax Claim becomes an Allowedofity Tax Claim, or as soon
thereafter as is practicable.

Because certain taxes carry joint and/or seveahllity, taxing authorities
may file duplicative Priority Tax Claims against itiple Debtors. However, because the
taxing authorities do not collect more than oncedarticular joint and/or several tax
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liability, the amount of any actual payments inpest of duplicative Allowed Priority
Tax Claims would be far less than the aggregai@ twft such duplicative claims. In
addition, LBHI may have a claim against LBI for arfpon of any Allowed Priority Tax
Claim.

LBHI is currently engaged in dispute resolutionqasses with respect to
its federal, state and local disputed tax issuesgeacribed in more detail below. Because
the parties have not yet completed the disputedutgn processes, it is difficult at this
stage to precisely predict the expected amount béwkd Priority Tax Claims.
However, LBHI has estimated for the purposes of thisclosure Statement that the
aggregate amount of Allowed Priority Tax Claims fegleral, state and local taxing
authorities is estimated to be approximately $Rdnil

0] Federal

The Internal Revenue Service (“IRShas not yet filed any Priority Tax
Claims against the Debtors as the bar date for&édax claims has been extended until
June 30, 2010, and will likely be extended furtheBHI's 2001 through 2008 tax years
are still open and subject to assessment. TheoBebkpect that any federal Priority Tax
Claims relating to the consolidated federal incdmaoe returns of the Debtors for these
years would be filed at the end of 2010 after tbengletion of a jointly developed
process designed to facilitate the resolution efdhtstanding tax disputes. This dispute
resolution process involves an effort by LBHI arn tIRS to settle the outstanding
disputed tax issues, including the use of mediafamthe significant issues, and is
described more fully in LBHI's Motion Pursuant tocederal Rule of Bankruptcy
Procedure 9019 for Authorization and Approval oft@ie Settlements with the Internal
Revenue Service and accompanying Declaration [Ddéks. 7734, 7735]. By engaging
in the dispute resolution process, the Debtors @xjmereduce the dollar amount of any
Priority Tax Claims that may be filed by the IRS.

The LBHI consolidated group is due a refund of saveundred million
dollars from the IRS for the tax years 1997 thro@§lo0 and 2006 that the IRS has
indicated it will apply as offsets against any @f ¢claims, although the amount of that
refund has not yet been determined. Use of theuthBsresolution process over the last
year has resulted in the settlement of six of igatadisputed issues that remained from
the IRS examination of the 1997 through 2000 codat#d federal income tax returns.
LBHI has initiated a lawsuit in bankruptcy courtthvirespect to one of the unresolved
issues from the 1997 through 2000 tax years, andlld®ntinues to attempt to resolve
the other remaining issue, as well as the issueh&2006 tax year.

LBHI also expects to make an election to carry beeR008 net operating
loss for up to five years, which would significgntleduce any potential federal tax
deficiency and mitigate any potential Priority T@laims the IRS may have against the
Debtors. The Debtors will seek to further mitigatey Priority Tax Claims filed by the
IRS through the claims objection process and, ¢essary, litigation.
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Notwithstanding the jointly developed dispute resioh process and the
five year net operating loss carryback, there mossibility that the IRS’s Priority Tax
Claims could be material.

(i) Other Priority Tax Claims

Approximately 120 state, city, and municipality &y Tax Claims have
been filed against LBHI and its affiliated debtoiBecause the bar dates for filing state,
city, and other municipality claims have passedjitamhal claims are not expected.
Although the number of Claims from states, citieed municipalities is expected to
remain at approximately 120, certain claimed ameumght still be adjusted by state and
local jurisdictions. As of this date, the Priorityax Claims filed by states, cities, and
municipalities approximate $1.9 billion. Of thisnaunt, approximately $1.2 billion or
63% is attributable to New York State and approxetya$627 million or 33% is
attributable to New York City for a combined totdl$1.827 billion. The remaining $73
million or 4% is attributable to the remaining ofe.

The Debtors are actively engaged in a resolutiactgss with both the
State and City of New York. To this end, the Debtbelieve that the New York State
and City Priority Tax Claims will ultimately be #led for less than the $1.827 billion
claimed amounts.

2. Summary of Classes

The Plan places all Claims and Equity Interestgepk Administrative
Expense Claims and Priority Tax Claims, in the s#aslisted below for all purposes
including voting and Distributions. A Claim or Bgulinterest is placed in a particular
Class only to the extent that it falls within thesdription of that Class, and is classified
in any other Class to the extent that any portlwerdof falls within the description of
such other Class.

Unless otherwise specified below, holders of Claimsach Class of
Notes will receive a Pro Rata Share of AvailablsiC&om the Debtor against which
they hold an Allowed Claim. For further detail ading the classification and treatment
of the Claims and Equity Interests, see section.-xCClassification and Treatment of
Claims and Equity Interests” of this Disclosuret&taent or the Plan annexed hereto as
Exhibit 1.

a. Treatment of Classified Claims Against and Equity
Interests in LBHI

0] LBHI Class 1- Priority Non-Tax Claims Against
LBHI

Priority Non-Tax Claims against LBHI include anya@h against LBHI,

other than an Administrative Expense Claim or @y Tax Claim, entitled to priority
in payment under section 507(a) of the BankruptogeC
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Holders of Priority Non-Tax Claims against LBHI e paid in cash in
the full amount of their Allowed Claim under theaR!

(i) LBHI Class 2- Secured Claims against LBHI

Holders of Allowed Secured Claims against LBHI wileceive a
Distribution of, at the option of LBHI, any of (Bayment in Cash by LBHI in an amount
equal to the Allowed amount of such Secured Clamnthe later of the Effective Date and
the date such Secured Claim becomes an Allowedr&dcGlaim; (ii) the sale or
disposition proceeds of the Collateral securindhsibowed Secured Claim to the extent
of the value of the Collateral securing such Allow&ecured Claim; (iii) surrender to the
holder of such Allowed Secured Claim of the Colakesecuring such Allowed Secured
Claim; or (iv) such treatment that leaves unaltdiesl legal, equitable, and contractual
rights to which the holder of the Allowed Securddif is entitled.

(i)  LBHI Class 3- Senior Unsecured Claims against
LBHI

In addition to the Distribution of their Pro Rath#se of Available Cash,
holders of Allowed Senior Unsecured Claims agaligt| will receive amounts that, if
not for certain contractual subordination languageuld have been Distributed to
holders of Allowed Subordinated Unsecured Clainmeresg LBHI.

The underlying agreements for each Subordinateé Naivide that upon
the bankruptcy of LBHI, no payments will be made holders of Subordinated
Unsecured Claims in respect of the SubordinatecedNantil all senior obligations of
LBHI have been satisfied in full. To give effect these provisions included in the
documents underlying the Subordinated Notes, atrDutions under the Plan made by
LBHI will be calculated as if each holder of an @led Subordinated Unsecured Claims
based on a Subordinated Note were to receive @dsRta Share of a Distribution from
LBHI; provided, however, that amounts that wouldidndoeen Distributed to holders of
Allowed Subordinated Unsecured Claims will be awtoally Distributed to holders of
Allowed Senior Unsecured Claims. The Plan doespmnopose to include holders of
Third-Party Guarantee Claims, Affiliate Guarante&i@s or Intercompany Claims
against LBHI as entitled to share in the redistitrudescribed above.

(iv)  LBHI Class 4- General Unsecured Claims

General Unsecured Claims against LBHI include alayn€other than an
Administrative Expense Claim, a Priority Tax Claim, Priority Non-Tax Claim, a
Secured Claim, a Senior Unsecured Claim, a Subatetin Unsecured Claim, an
Intercompany Claim, a Third-Party Guarantee Clai an Affiliate Guarantee Claim.

Each holder of an Allowed General Unsecured ClainLBHI Class 4
shall receive its Pro Rata Share of Available Gasim LBHI.

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 97



(v) LBHI Class 5- Subordinated Unsecured Claims
against LBHI

Subordinated Unsecured Claims include any Claiminag&BHI arising
under the Subordinated Notes.

Holders of Allowed Subordinated Unsecured Claimairagf LBHI are not
expected to receive any Distributions on accourduch their Claims. Any Distributions
that would have been paid to such Claims are autoaflgt reallocated to holders of
Senior Unsecured Claims against LBHI pursuant tovigions of the documents
underlying the Subordinated Notes.

(vi)  LBHI Class 6- Intercompany Claims

Intercompany Claims are recognized under the PlaH.Intercompany
Claims (other than the LBT'’s Intercomany Claim agaiLBHI) will be Allowed or
disallowed under the Plan under the ordinary Clamesonciliation process. LBT’s
Intercompany Claims against LBHI will be Allowed &0% of the amount of such
liabilities set forth on the books and records BHL and LBT as of September 14, 2008.
Thus, an Intercompany Claim that has been timédy fwill be treated as presumptively
valid, subject to objection by the Debtors. Iflatercompany Claim held by any of the
Debtors (or Debtor-Controlled Entities) against ardign Debtor will be treated
equivalent to a general unsecured Claim in the igoreProceeding, then the
Intercompany Claim asserted by an Affiliate will ABowed. If any of the Debtors’ (or
any of the Debtor-Controlled Entities’) IntercomparClaims are automatically
subordinated under the law of a foreign jurisdictior a Foreign Administrator or
Affiliate attempts to recharacterize a Debtors’ &oi of the Debtor-Controlled Entities’)
Intercompany Claim as a subordinated Claim, thexn fAffiliate’s Intercompany Claim
will not be Allowed under the Plan. The Debtor gslation Agreement which will be
attached to the Plan Supplement will address latepany Claims among the Debtors.

(vii)  LBHI Class 7A-7R Third Party Guarantee
Claims against LBHI

Third-Party Guarantee Claims include any Claim magfaLBHI asserted
on the basis of a Guarantee by a party that isanoiffiliate of the Debtors. For
example, a holder of a Claim against LBSF thadfé#ecorresponding Guarantee Claim
against LBHI will participate in recoveries undeetPlan in Class 7A.

Each subclass in classes 7A through 7R has a elitfeékggregate Class
Maximum applicable to such Class. To the exterdt tthe Allowed Third-Party
Guarantee Claims in any given Class are greaterttteAggregate Class Maximum the
Plan incorporates a formula in the definition oéffitted Third-Party Guarantee Claim”
to limit the participation of the holders of suckaiths in the Plan and calculate the Pro
Rata Share of the Aggregate Class Maximum for éadter of an Allowed Third-Party
Guarantee Claim.
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For example, if a creditor holds an Allowed Thirdry Guarantee Claim
against LBHI in the amount of $1,000 based on mary Claim against LBSF, and the
total amount of Allowed Third-Party Guarantee Claim Class 7A is exactly twice the
amount of the Aggregate Class Maximum applicableB8F, then such holder will have
a Permitted Third-Party Guarantee Claim of $500 waill participate in Distributions
under the Plan as if its Allowed Claim was $500inc8 the Permitted Third-Party
Guarantee Claim amount is dependent on the aggregabunt Allowed Third-Party
Guarantee Claims, such amount may fluctuate daheg-laims reconciliation process as
Claims are Allowed and disallowed.

To the extent that the Allowed Third-Party Guaran@®aims in any given
Class are less than the Aggregate Class Maximuaoh, lealder of such Allowed Claims
participate in the Plan on the basis of its Allovi&dim Amount.

(viii)  LBHI Class 8- Affiliate Guarantee Claims
against LBHI

The aggregate amount of all Allowed Affiliate Guatee Claims shall be
equal to $21,186 million which will be allocated ang the Affiliate Guarantee Claims
by the Debtors upon the agreement of holders dfi@t# Guarantee Claims.

(ix)  LBHI Class 9- Equity Interests in LBHI

Equity Interests in LBHI includes any shares of awon, preferred stock,
other form of ownership interest, or any interastight to convert into such an equity or
ownership interest or acquire any equity or ownershterest, including, without
limitation, vested and/or unvested restricted stagkts, contingent stock awards,
contingent equity awards, performance stock uaitgl, stock options or restricted stock
awards granted under management ownership plagisys in existence immediately
prior to or on LBHI's Commencement Date. Holdef&quity Interests in LBHI are not
expected to receive any Distributions under thaPla

On the Effective Date, all Equity Interests in LBsHall be cancelled and
one new share of LBHI's common stock shall be idsioethe Plan Administrator which
will hold such share for the benefit of the holdefssuch former Equity Interests
consistent with their former economic entitlemeniEsach holder of an Equity Interest in
LBHI shall neither receive nor retain any propestyinterest in property on account of
such Equity Interests; provided, however, thathe event that all Allowed Claims in
LBHI Classes 1 through 8 have been satisfied ihifubccordance with the Bankruptcy
Code and the Plan, each holder of an Equity InteneeBHI may receive its Pro Rata
Equity Share of any remaining assets of LBHI cdesiswith such holder’s rights of
priority of payment existing immediately prior toet Commencement Date. The rights of
the holders of former Equity Interests in LBHI dHz# nontransferable. On or promptly
after the Effective Date, the Plan Administratoralshile with the Securities and
Exchange Commission a Form 15 for the purposerofitating the registration of any of
its publicly traded securities. Unless otherwiséednined by the Plan Administrator, on
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the date that LBHI's Chapter 11 Case is closedctoalance with Section 6.6 of the
Plan, all such former Equity Interests in LBHI dhzd deemed cancelled and of no force
and effect provided that such cancellation doesadwérsely impact the Debtors’ estates.

b. Treatment of Classified Claims Against and Equity
Interests in the Subsidiary Debtors

As to each of the Subsidiary Debtors, the Plan sdapcommon scheme
for the classification and treatment of Claims.eTbllowing classification and treatment
applies with respect to each Subsidiary Debtotsimidividual capacity.

0] Priority Non-Tax Claims

Priority Non-Tax Claims include any Claim, otheathan Administrative
Expense Claim or a Priority Tax Claim, entitled goority in payment under section
507(a) of the Bankruptcy Code.

Holders of Priority Non-Tax Claims will be paid ¢ash in the full amount
of their Allowed Claim under the Plan.

(i) Class 2- Secured Claims

Holders of Allowed Secured Claims will receive asfibution of, at the
option of the applicable Subsidiary Debtor, any(ipfpayment in Cash in an amount
equal to the Allowed amount of such Secured Clamnthe later of the Effective Date and
the date such Secured Claim becomes an Allowedr&dcGlaim; (ii) the sale or
disposition proceeds of the Collateral securinchsibowed Secured Claim to the extent
of the value of the Collateral securing such Allow&ecured Claim; (iii) surrender to the
holder of such Allowed Secured Claim of the Colakesecuring such Allowed Secured
Claim; or (iv) such treatment that leaves unaltdiesl legal, equitable, and contractual
rights to which the holder of the Allowed Securddif is entitled.

(i)  Class 3- General Unsecured Claims

General Unsecured Claims include any Claim otheanthan
Administrative Expense Claim, a Priority Tax Claim, Priority Non-Tax Claim, a
Secured Claim and an Intercompany Claim.

Each holder of an Allowed General Unsecured Claiailgeceive its Pro
Rata Share of Available Cash from such Guaranteegi8iaries.

(iv)  Class 4- Intercompany Claims

Intercompany Claims are recognized under the PlaH.Intercompany
Claims will be Allowed or disallowed under the Plamder the ordinary Claims
reconciliation process. Thus, an Intercompanyr€ltiat has been timely filed will be
treated as presumptively valid, subject to objectiy the Debtors. If an Intercompany
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Claim held by any of the Debtors (or Debtor-corlélentities) against a Foreign Debtor
will be treated equivalent to a general unsecurkanCin the Foreign Proceeding, then
the Intercompany Claim asserted by an Affiliatel wé Allowed. If any of the Debtors’
(or any of the Debtor-controlled entities’) Intengpany Claims are automatically
subordinated under the law of a foreign jurisdictior a Foreign Administrator or
Affiliate attempts to recharacterize a Debtors’ éory of the Debtor-controlled entities’)
Intercompany Claim as a subordinated Claim, thexn fffiliate’s Intercompany Claim
will not be Allowed under the Plan. The Debtor gdation Agreement which will be
attached to the Plan Supplement will address latepany Claims among the Debtors.

(v) Class 5- Equity Interests

Equity Interests includes any shares of commonfepmexd stock, other
form of ownership interest, or any interest or tighh convert into such an equity or
ownership interest or acquire any equity or ownershterest, including, without
limitation, vested and/or unvested restricted stagkts, contingent stock awards,
contingent equity awards, performance stock uaitg, stock options or restricted stock
awards granted under management ownership pla@asyiibebtor that was in existence
immediately prior to or on the Commencement Datesteh Debtor. Holders of Equity
Interests in Debtors (other than LBDP, LBFP, LB ,7@&S, East Dover, LS Finance, LB
Rose Ranch and PAMI) are not expected to receiyelastributions under the Plan.
The holder of the Equity Interest in each Debtdt veiceive any amounts remaining for
Distribution after all Claims against such entities/e been satisfied in full in accordance
with the Plan.

D. Means for Implementation of the Plan
1. Continued Corporate Existence of Debtors

On the Effective Date, the Debtors will each mamtéheir current
corporate forms. After the Effective Date, LBHI yndecide, in its sole discretion, to (a)
maintain each Debtor as a corporation in good stgndntil such time as all aspects of
the Plan pertaining to such Debtor have been cdethler (b) at such time as the LBHI
considers appropriate and consistent with the implgation of the Plan pertaining to
such Debtor, dissolve such Debtor and completeviimeling up of such Debtor in
accordance with applicable law (including, withbmtitation, the transfer of all or part of
the assets of such Debtor to a liquidating trust)(c) dissolve any Debtor-Controlled
Entity and complete the winding up of such Debtontolled Entity in accordance with
applicable law.

2. Revesting of Assets

On the Effective Date, pursuant to section 1141fbg (c) of the
Bankruptcy Code, all property of the Debtors’ estatvill vest in the respective Debtor
free and clear of all Claims, Liens, encumbranchayges and other interests, except as
provided in the Plan. From and after the Effecihage, the Debtors may take any action,
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including, without limitation, the operation of ihédusinesses, the use, acquisition, sale,
lease and disposition of property, and the entrio itransactions, agreements,
understandings or arrangements, whether in or dthem in the ordinary course of
business, and execute, deliver, implement, andg fodirform any and all obligations,
instruments, documents and papers or otherwiserinaction with any of the foregoing,
free of any restrictions of the Bankruptcy Codetloe Bankruptcy Rules and in all
respects as if there were no pending cases underclaapter or provision of the
Bankruptcy Code, except as explicitly providedha Plan.

3. Plan Administrator
a. Authority of the Plan Administrator

Pursuant to the Plan, LBHI is appointed as the R@ministrator for each
of the Debtors.

The Plan Administrator will have the authority aight on behalf of each
of the Debtors, without the need for Bankruptcy @oapproval (unless otherwise
indicated), but in consultation with the Credito@mmittee to carry out and implement
all provisions of the Plan, including, without li@iion, to:

0] control and effectuate the Claims reconciliatigprocess, including
objecting to, seeking to subordinate, compromissattling any and all Claims
against the Debtors;

(i) make Distributions to holders of Allowed Clasmn accordance with the
Plan;

(i)  exercise its reasonable business judgmerditect and control the wind
down, liquidation and/or abandonment of the asséktise Debtors;

(iv)  prosecute all Litigation Claims, including Adance Actions, on behalf of
the Debtors, and to compromise, settle, abandemids, or otherwise dispose of
any Litigation Claims, as the Plan Administratoryrdetermine is in the best
interests of the implementation of the Plan.

(v) make payments of compensation and expensesotesgionals who will
continue to perform services in their current capes;

(vi)  engage professionals as necessary to assprforming its duties under
the Plan;

(vii)  maintain the books and records and accouhtseoDebtors;

(viii) invest Cash of the Debtors, including anysGaroceeds realized from any
assets of the Debtors, including any Litigation i@k and any income earned
thereon;
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(ix)  incur and pay reasonable and necessary expaftshe administration and
implementation of the Plan;

x) manage each Debtor’s tax obligations, includindiling and paying tax
returns, (ii) request, if necessary, an expeditetkrthination of any unpaid tax
liability of each Debtor or its estate under Bangtoy Code section 505(b) for all
taxable periods of such Debtor ending after the @enctement Date through the
liquidation of such Debtor as determined under iapple tax laws and (iii)
represent the interest and account of each Debtds @state before any taxing
authority in all matters including, without limitah, any action, suit, proceeding
or audit; and

(xi) prepare and file any and all informationalurgis, reports, statements,
returns or disclosures relating to the Debtors tha¢ required by any
Governmental Unit or applicable law.

(xii) perform such other duties and functions tlzae consistent with the
implementation of the Plan.

b. Liability of Plan Administrator

The Plan Administrator will have no liability whatsver for any acts or
omissions in its capacity as Plan Administratortiie Debtors or holders of Claims
against or Equity Interests in the Debtors othemtlior gross negligence or willful
misconduct of the Plan Administrator. LBHI, solely its capacity as the Plan
Administrator will be indemnified and held harmldsg each of the Debtors for any
losses incurred in such capacity, except to thergxduch losses were the result of the
Plan Administrator’s gross negligence or willfulsoonduct.

C. Indenture Trustee and Creditors’ Committee Members
Fees

Subject to the occurrence of the Effective Date, ridlasonable fees and
expenses (including attorneys fees) of (i) the mides trustees with respect to the Senior
Notes and (ii) the individual members of the Crexdit Committee, in each case, incurred
in their capacities as indenture trustees or mesnlwdérthe Creditors’ Committee,
respectively, shall be Allowed as Administrativeperse Claims and shall be paid by the
Debtors in accordance with the Debtor Allocatiorréegment.

4. Treatment of Disputed Claims

On or after the Effective Date, the Plan Adminiiraafter consultation
with the Creditors’ Committee, will have the exclgs right to file and prosecute
objections to Claims or request estimation hearingse Plan Administrator will consult
with the applicable Debtor and the Creditors’ Comee with respect to objections to
Claims. On and after the Effective Date, the FAaministrator will have the authority
to compromise, settle, otherwise resolve or withdi@y objections to Claims and
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compromise, settle or otherwise resolve Disputedin®® without approval of the
Bankruptcy Court. Unless otherwise ordered byBhakruptcy Court, on and after the
Effective Date, the Debtors will file all objectisio Claims that are the subject of proofs
of Claim or requests for payment filed with the Bamptcy Court (other than applications
for allowances of Compensation and Reimbursemeaitt@) and serve such objections
upon the holder of the Claim as to which the olnpects made as soon as is practicable,
but in no event later than (i) two (2) years aftex Effective Date or (ii) such later date as
may be approved by the Bankruptcy Court for cabseva, after notice and a hearing.

If any portion of a Claim is a Disputed Claim, nayment or distribution
will be made on account of such Claim unless artd such Disputed Claim becomes an
Allowed Claim.

After such time as a Disputed Claim becomes anwsdbb Claim, the
Debtors shall distribute to the holder thereof thstributions, if any, to which such
holder is then entitled under the Plan. Such ibistions to holders of Allowed Claims
shall be made on or before the date that is st&@ ¢(lays after the order or judgment of
the Bankruptcy Court allowing such Disputed Claietdmes a Final Order, without any
post-Effective Date interest thereon.

Holders of Disputed Claims shall not be entitled inderest if such
Disputed Claim becomes an Allowed Claim unlesshibleler of such Allowed Claim is
entitled to postpetition interest on such Claimemithe Bankruptcy Code and the Plan.

E. Provisions Governing Distributions
1. Obligations to Make Distributions

All distributions to be made to the holders of AWled Claims pursuant to
the Plan will receive such distributions from thiar? Administrator (as agent for the
Debtors), which will have sole liability with resgehereto.

2. Post Petition Interest

In accordance with section 502(b)(2) of the BantaypgCode (except as
otherwise provided by sections 562 and 502(g)(2hefBankruptcy Code), the amount
of all Unsecured Claims against the Debtors wilch&ulated as of the Commencement
Date. Except as otherwise explicitly provided he Plan, no holder of a Claim will be
entitled to or will receive Postpetition Interest their Claim.

3. Method of Distributions Under the Plan
a. In General

All distributions under the Plan will be made by tRlan Administrator.
Subject to Bankruptcy Rule 9010, all distributiansder the Plan to holders of Claims
will be made to the holder of each Allowed Claintle# address of such holder as listed
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on the Schedules, unless such address has beesesigibby a new address as set forth
(a) on a proof of claim filed by a holder of an @&led Claim or (b) in another writing
notifying the Plan Administrator (at the addresseisforth in Section 14.8 of the Plan) of
a change of address. In the event that any disitoi to any such holder is returned as
undeliverable, the Plan Administrator shall usesosable efforts to determine the current
address of such holder, but no distribution to sualder shall be made unless and until
the Plan Administrator has determined the thenettiraddress of such holder, at which
time such distribution shall be made to such hold#rout interest.

b. Distributions of Cash

Any payment of Cash under the Plan will, at thenPAaministrator’s
option, be made by check drawn on a domestic bankire transfer. No payment of
Cash less than one-hundred dollars ($100) will aelerby the Debtors to any holder of
an Allowed Claim unless a request therefor is maderiting to the Debtors.

4, Timing of Distributions
a. Distributions of Available Cash

Payments and distributions to holders of Claim¢ &na Allowed Claims
on the Effective Date will be made on the Effectbate, or as soon thereafter as is
practicable following the satisfaction of Allowedd#inistrative Expense Claims,
Allowed Priority Tax Claims, Allowed Priority Nondax Claims and Allowed Secured
Claims (to the extent the Debtors determine to gpagh Allowed Secured Claims in
Cash).

After the initial Distribution, each Debtor shallake Distributions of
Available Cash in accordance with the Plan to hsldd Allowed Claims against such
Debtor semi-annually on March 30 and Septemberf38aoh year, provided that each
such Distribution in the aggregate is not less ti$4:1©,000,000 of such Debtor’s
Available Cash.

Any payment or distribution required to be madearrtie Plan on a day
other than a Business Day will be made on the siexteeding Business Day.

b. Distributions on Claims After Allowance

The Plan Administrator may determine, in its saektion, (a) to make a
Distribution that is less than $10,000,000 in thgragate of a Debtor’s Available Cash,
or (b) not to make a Distribution to the holderaof Allowed Claim on the basis that it
has not yet determined whether to object to suamCand such Claim shall be treated as
a Disputed Claim for purposes of Distributions undee Plan until the Plan
Administrator determines not to object to such @ldor the time to object to Claims
expires), agrees with the holder of such Claimllowasuch Claim in an agreed upon
amount or objects to such Claim and such Claimlliswed by a Final Order.
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(o} Distribution Record Date

As of the close of business on the Distribution &kdcdDate, the Claims
register shall be closed, and there shall be ntduichanges in the record holder of any
Claim. The Debtors and the Plan Administrator |dha@e no obligation to recognize any
transfer of any Claim occurring on the Distributi@acord Date or any time thereafter.

d. Time Bar to Cash Payment Rights

Checks issued in respect of Allowed Claims shalhbk and void if not
negotiated within ninety (90) days after the dafeissuance thereof. Requests for
reissuance of any check shall be made to the P@miistrator by the holder of the
Allowed Claim to whom such check originally wasued. Any claim in respect of such
a voided check shall be made on or before ninedy @@ays after the expiration of the
ninety (90) day period following the date of isscarof such check. Thereafter, the
amount represented by such voided check shalldcasly revert to the Debtor and any
Claim in respect of such voided check shall be hdisged and forever barred from
assertion against such Debtor and its property.

5. Unclaimed Distributions

All distributions under the Plan that are unclainfeda period of six (6)
months after distribution thereof will be deemedlamimed property under section 347(b)
of the Bankruptcy Code and revested in the Deld#ndsany entitlement of any holder of
any Claim to such distributions will be dischargaad forever barred from assertion
against such Debtor or its respective property

6. Withholding and Reporting Requirements

In connection with the Plan and all instrumentsuésk in connection
therewith and distributed thereon, the Plan Adntiater shall comply with all applicable
withholding and reporting requirements imposed hy &deral, state, or local taxing
authority, and all Distributions under the Planlsha subject to any such withholding or
reporting requirements. Notwithstanding the ab@aeh holder of an Allowed Claim that
is to receive a Distribution under the Plan shaildnthe sole and exclusive responsibility
for the satisfaction and payment of any tax obiayet imposed by any Governmental
Unit, including income, withholding and other tabligations, on account of such
Distribution. The Plan Administrator has the righiit not the obligation, not to make a
Distribution until such holder has made arrangesiesdtisfactory to such issuing or
disbursing party for payment of any such tax olligges. The Plan Administrator may
require, as a condition to receipt of a Distribntithat the holder of an Allowed Claim
complete and return a Form W-8 or W-9, as appleableach such holder. If the Plan
Administrator makes such a request and the hokllsrtb comply before the date that is
180 days after the request is made, the amounudaf Bistribution shall irrevocably
revert to the applicable Debtor and any Claim ispeet of such Distribution shall be
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discharged and forever barred from assertion agaunsh Debtor or its respective
property.

7. Setoff and Recoupment

The Debtors may setoff against or recoup from angn€C and the
payments to be made pursuant to the Plan in regppestich Claim, any Claims of any
nature whatsoever that the Debtors may have aghiestiaimant. Neither the failure of
the Debtors to setoff or recoup from any Claim, tiee allowance of any Claim will
constitute a waiver or release by the Debtors gf arch Claim the Debtors may have
against such claimant.

F. Treatment of Executory Contracts and Unexpired Leass

The Bankruptcy Code grants the Debtors the powebjest to the
approval of the Bankruptcy Court, to assume orcteggecutory contracts and unexpired
leases. If an executory contract or unexpiredeleasejected, the counterparty to such
contract or lease agreement may file a Claim faonatges incurred by reason of the
rejection. In the case of rejection of leasesea property, such damage Claims are
subject to certain limitations imposed by the Bampkcy Code.

1. Rejected Contracts and Leases of the Debtors

Pursuant to sections 365(a) and 1123(b)(2) of taekBiptcy Code, all
executory contracts and unexpired leases that bgisieen a Debtor and any person or
entity shall be deemed rejected by such Debtoaof ése Effective Date, except for any
executory contract or unexpired lease (i) that been assumed pursuant to an Order of
the Bankruptcy Court entered prior to the Effectivate and for which the motion was
filed prior to the Confirmation Date, (ii) as to iwwh a motion for approval of the
assumption or rejection of such executory contoactnexpired lease has been filed prior
to the Confirmation Date, or (iii) that is spec#ily designated in the Plan Supplement as
a contract or lease to be assumed by the Debtor.

2. Assumed Contracts and Leases of the Debtors

Entry of the Confirmation Order shall, subject talaipon the occurrence
of the Effective Date, constitute (i) the approvplrsuant to sections 365(a) and
1123(b)(2) of the Bankruptcy Code, of the assunmptib the executory contracts and
unexpired leases assumed or assumed and assigredaqtuto the Plan and (ii) the
approval, pursuant to sections 365(a) and 1123(lm{Zhe Bankruptcy Code, of the
rejection of the executory contracts and unexpleages rejected pursuant to the Plan.
To the extent any provision of an executory contoaiainexpired lease to be assumed by
any of the Debtors under the Plan limits such Debtability to assign such executory
contract or unexpired lease, the effectiveness uah sprovision shall be limited or
nullified to the full extent provided in section&®) of the Bankruptcy Code.

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 107



3. Right to Modify Schedules of Assumed Contracts

The Debtors reserve the right, on or prior to tlenf@mation Date, to
amend the Plan Supplement to remove any executomgract or unexpired lease
therefrom or add any executory contract or unexplease thereto, in which event such
executory contract(s) or unexpired lease(s) wildbemed to be, respectively, rejected or
assumed. The Debtors will provide notice of anygadments to the Plan Supplement to
the parties to the executory contracts and unedpeases affected thereby. The listing
of a document in the Plan Supplement will not citutst an admission by the Debtors
that such document is an executory contract orreexpired lease or that the Debtors
have any liability thereunder.

4. Insurance Policies

Pursuant to the Plan, all of the Debtors’ insurapodicies and any
agreements, documents or instruments relatingtthare treated as executory contracts
and shall be deemed assumed under the Plan. &denent of the Debtors’ insurance
policies and any agreements, documents or instrian@tating thereto as executory
contracts under the Plan will not constitute ordeemed a waiver of any Litigation
Claim that the Debtors may hold against any entitgluding, without limitation, the
insurer under any of the Debtors’ policies of irmswe.

5. Cure of Defaults

Except as may otherwise be agreed to by the pastigiin thirty (30)
days after the Effective Date, the Debtors willecany and all undisputed defaults under
any executory contract or unexpired lease assumeatebDebtors pursuant to the Plan,
in accordance with section 365(b) of the Bankruf@ogle. All disputed defaults that are
required to be cured will be cured either withirtth(30) days of the entry of a Final
Order determining the amount, if any, of the Delsttiability with respect thereto or as
may otherwise be agreed to by the parties.

6. Bar Date for Filing Proofs of Claim Relating to Exeutory
Contracts and Unexpired Leases Rejected Pursuant the Plan

Claims arising out of the rejection of an executoontract or unexpired
lease pursuant to the Plan must be filed with thekBuptcy Court and served upon the
Debtors or, on and after the Effective Date, thétDes, no later than forty-five (45) days
after the later of (i) notice of entry of an or@ggproving the rejection of such executory
contract or unexpired lease, (ii) notice of entfyl@ Confirmation Order, and (iii) notice
of an amendment to the Plan Supplement relatisgith executory contract or unexpired
lease. Except as set forth in the preceding seejesll such Claims must otherwise
comply with the provisions of the Bar Date Ordercliding, without limitation, the
Derivatives Questionnaire and the Guarantee Questice. All such Claims not filed in
accordance with the foregoing and within such tualebe forever barred from assertion
against the Debtors and their estates.
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G. Conditions Precedent to Plan’s Confirmation and Eféctive Date
1. Conditions to Confirmation of the Plan

A condition precedent to the confirmation of eaclkanPis that the
Bankruptcy Court shall have entered a Confirmatoder with respect to such Plan in
form and substance satisfactory to the respectelgd and the Creditors’ Committee.

2. Conditions to Effective Date

The Plan will not become effective unless and utitié following
conditions will have been satisfied pursuant toRben:

@) the Confirmation Order, in form and substanceeptable to the Debtors
and the Creditors’ Committee shall have been sidnethe judge presiding over
the Chapter 11 Cases, and there shall not be aostanjunction in effect with
respect thereto;

(b) all actions and all agreements, instrumentstber documents necessary
to implement the terms and provisions of the Plaallshave been effected or
executed and delivered, as applicable, in form sutastance satisfactory to the
Debtors;

(c) the Debtors shall have received all authoriretj consents and regulatory
approvals, if any, required by the Debtors in catioa with the consummation
of the Plan are obtained and not revoked; and

(d) the certificate of incorporation and by-lawstloé Debtors shall have been
amended to the extent necessary to effectuateldine P

3. Waiver of Conditions

The Debtors, with the consent of the Creditors’ Guttee, and to the
extent not prohibited by applicable law, may wathe occurrence of the conditions
precedent to the effectiveness of the Plan seh fabove. Any such waiver may be
effected at any time, without notice, without leareorder of the Bankruptcy Court, and
without any formal action other than proceedingagasummate the Plan.

H. Effect of Confirmation of the Plan
1. Release, Exculpation and Limitation of Liability

On and after the Effective Date, the Debtors arcemlities who have
held, hold or may hold Claims against or Equityefests in any or all of the Debtors
(whether proof of such Claims or Equity Interesas been filed or not), along with their
respective present or former employees, agentsedsf directors or principals, shall be
deemed to have released the Released Partiesgnohmone of the Released Parties shall
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have or incur any liability for, any Claim, CauseAxtion or other assertion of liability
for any act taken or omitted to be taken during@mapter 11 Cases in connection with,
or arising out of, the Chapter 11 Cases, the foatrand, dissemination, confirmation,
consummation or administration of the Plan, proptrtbe distributed under the Plan or
any other act or omission in connection with thea@hr 11 Cases, the Plan, the
Disclosure Statement or any contract, instrumeotuthent or other agreement related
thereto; provided, however, that (i) in no event shall any Litigation ClairGause of
Action or other Claim or assertion of liability agst any Released Party for any act
taken or omitted to be taken prior to the CommeragnDate be released by the Plan,
and (i) nothing in the Plan shall affect the ligiiof any person that otherwise would
result from any such act or omission to the exseich act or omission is determined by a
Final Order to have constituted willful miscondoctgross negligenc¢erovided, further,
that nothing in this Plan shall limit the liabilitf the professionals of the Debtors or the
Creditors’ Committee to their respective clientsguant to DR 6-102 of the Model Code
of Professional Responsibility.

2. Injunction

Except as expressly provided in the Plan, the Qmafiion Order, or a
separate order of the Bankruptcy Court, all ergtiteho have held, hold or may hold
Claims against or Equity Interests in any or althef Debtors and other parties in interest
(whether proof of such Claims or Equity Interesas been filed or not), along with their
respective present or former employees, agentgeddf directors or principals, are
permanently enjoined, on and after the EffectiveeDavith respect to any Claims and
Causes of Action which are extinguished or releggesuant to the Plan from (i)
commencing, conducting, or continuing in any mana@ectly or indirectly, any suit,
action, or other proceeding of any kind (includimgthout limitation, any proceeding in a
judicial, arbitral, administrative or other foruragainst or affecting the Released Parties
or the property of any of the Released Partie9, €iforcing, levying, attaching
(including, without limitation, any prejudgment athment), collecting, or otherwise
recovering by any manner or means, whether directipdirectly, any judgment, award,
decree, or order against the Released Partieseoprbperty of any of the Released
Parties, (iii) creating, perfecting, or otherwisefagcing in any manner, directly or
indirectly, any encumbrance of any kind against Reteased Parties or the property of
any of the Released Parties, (iv) asserting anit raf setoff, directly or indirectly,
against any obligation due the Released Partigheoproperty of any of the Released
Parties, except as contemplated or allowed by the; Rv) acting or proceeding in any
manner, in any place whatsoever, that does noboonto or comply with the provisions
of the Plan; and (vi) taking any actions to integfewith the implementation or
consummation of the Plan.

3. Retention of Litigation Claims and Reservation of Ryhts

Except as otherwise expressly provided in the Riathing contained in
the Plan or the Confirmation Order shall be deetoduoe a waiver or the relinquishment
of any rights or Litigation Claims that the Debtonay have or choose to assert on behalf
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of their respective estates under any provisiothefBankruptcy Code or any applicable
nonbankruptcy law, including, without limitationi) @ny and all Claims against any
person or entity, to the extent such person omyeasserts a crossclaim, counterclaim,
and/or Claim for setoff which seeks affirmativeieélagainst the Debtors, their officers,
directors, or representatives, (ii) any and alli@taor rights arising under any tax sharing
agreement among the Debtors and their Affiliatesl@iding the tax sharing agreement
among the Debtors and LBI based on their reguldrcamsistent course of conduct over
many years), (iii) any and all Claims for reimbursant of costs incurred for the benefit
of any Affiliate, including in connection with thdisposition of an Affiliate’s assets; and
(iv) any and all Avoidance Actions.

Except as expressly provided in the Plan, the Rldministrator, will,
after the Effective Date, retain the rights of edd#btor, to prosecute any Litigation
Claims, on behalf of the applicable Debtor, thailddhave been brought by such Debtor
at any time, including, but not limited to, avoidanor equitable subordination actions,
recovery causes of action and objections to Claimger sections 105, 502, 510, 542
through 551, and 553 of the Bankruptcy Code thkdrggeto the Debtors.

The Plan Administrator shall prosecute all suchingtd Litigation Claims
in coordination with the Debtors and the Credit@smmittee. If the Plan Administrator
declines to prosecute any Litigation Claim on bkludl any Debtor, the Creditors’
Committee shall have the right and standing togrote such Litigation Claim on behalf
of such Debtor.

4. Terms of Injunctions or Stays

Unless otherwise provided in the Plan, the Confiroma Order, or a
separate order of the Bankruptcy Court, all injloret or stays arising under or entered
during the Chapter 11 Cases under section 105 @rdl6the Bankruptcy Code, or
otherwise, and in existence on the ConfirmatioreDsihall remain in full force and effect
until the closing of all of the Chapter 11 Cases.

l. Summary of Other Provisions of Plan

The following subsections summarize certain otlgniBcant provisions
of the Plan. The Plan should be referred to fa& ¢bomplete text of these and other
provisions of the Plan.

1. Amendment or Modification of the Plan

Alterations, amendments or modifications of or te tPlan may be
proposed in writing by the Debtors at any time ptmthe Confirmation Date, provided
that the Plan, as altered, amended or modifiedsfiest the conditions of sections 1122
and 1123 of the Bankruptcy Code, and the Debtaall Bve complied with section 1125
of the Bankruptcy Code. The Plan may be alteragiraled or modified at any time after
the Confirmation Date and before substantial comsation, provided that the Plan, as
altered, amended or modified, satisfies the requairgs of sections 1122 and 1123 of the
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Bankruptcy Code and the Bankruptcy Court, afteiceoaind a hearing, confirms the
Plan, as altered, amended or modified, under sedi®9 of the Bankruptcy Code. A
holder of a Claim that has accepted the Plan &lgaleemed to have accepted the Plan,
as altered, amended or modified, if the proposeatatlon, amendment or modification
does not materially and adversely change the tedtof the Claim of such holder.

2. Survival of Debtors’ Reimbursement Obligations of Gficers
and Directors

The obligations of each Debtor to indemnify, defereimburse or limit
the liability of (i) directors, officers and anyh&tr employee who is held responsible for
obligations of the Debtor incurred after the Comoenent Date who are directors,
officers or employees of such Debtor or a Debtom@uled Entity on or after the
Commencement Date and (i) Released Parties, riggge against any Claims or
Causes of Action as provided in the Debtor’'s aticbf organization, certificates of
incorporation, bylaws, other organizational docutaeor applicable law, will survive
confirmation of the Plan, will be assumed by suabfr and will remain in effect after
the Effective Date. Any such assumed obligationgd in connection with an event
occurring after the Commencement Date shall be paichn Administrative Expense
under the Plan. Any such assumed obligation oweddnnection with an event
occurring before the Commencement Date shall lzgeteas General Unsecured Claims
under the Plan. Nothing in the Plan shall in araywmit, modify, alter, or amend the
Debtors’ limitation of liability of the Independeitirectors set forth in section 10.1 of
the Restated Certificate of Incorporation.

3. Allocation of Plan Distributions Between Principaland
Interest

Pursuant to the Plan, to the extent that any Albbviéaim entitled to a
distribution under the Plan is comprised of inddhtss and accrued but unpaid interest
thereon, such distribution shall be allocated fiosthe principal amount of the Claim (as
determined for federal income tax purposes) and,th® the extent the consideration
exceeds the principal amount of the Claim, to asttrout unpaid interest.

4, Maximum Distribution

In no event shall any holder of any Allowed Claieteive Distributions
under the Plan in excess of the Allowed amounuch<Claim.

5. Revocation or Withdrawal of the Plan

The Debtors reserve the right to revoke or withdthes Plan prior to the
Confirmation Date. If the Debtors revoke or witkrthe Plan prior to the Confirmation
Date, then the Plan shall be deemed null and véindsuch event, nothing contained in
the Plan shall constitute or be deemed a waiveelease of any Claims by or against the
Debtors or any other person or to prejudice in@ayner the rights of the Debtors or any
person in any further proceedings involving the Deh
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6. Dissolution of the Creditors’ Committee

Pursuant to the Plan, the Creditors’ Committee |stisisolve on the
Closing Date. Upon such dissolution, the membéerebf will be released and
discharged of and from all further authority, dstieesponsibilities, and obligations
related to and arising from and in connection \ililh Chapter 11 Cases, and the retention
or employment of the Creditors’ Committee’s attgisieaccountants, and other agents
will terminate.

7. Exemption from Transfer Taxes

Pursuant to section 1146(a) of the Bankruptcy Cddg,the issuance,
transfer, or exchange of notes or equity secuyi{l@sthe creation of any mortgage, deed
of trust, lien, pledge, or other security interg®t) the making or assignment of or
surrender of any lease or sublease, or (d) therga¥i or delivery of any deed or other
instrument of transfer under, in furtherance ofjroconnection with the Plan, and any
merger agreements, agreements of restructuringpsiison, liquidation or dissolution,
any deeds, bills of sale, transfers of tangiblepprty, or assignments executed in
connection with any disposition of assets contetepldy the Plan, shall not be subject
to any stamp, real estate transfer, mortgage regprgales, use or other similar tax.

8. Effectuating Documents and Further Transactions

Pursuant to the Plan, each of the Debtors and #i#dbs is authorized to
execute, deliver, file or record such contractstrimiments, releases, indentures and other
agreements or documents and take such actions ydenaecessary or appropriate to
effectuate and further evidence the terms and tiondi of the Plan and any securities
issued pursuant to the Plan.

9. Retention of Jurisdiction

Following the Confirmation Date, the Bankruptcy @owvill retain
exclusive jurisdiction of all matters arising undarising out of, or related to, the Chapter
11 Cases and the Plan pursuant to, and for theopespof, sections 105(a) and 1142 of
the Bankruptcy Code and for, among other things feHowing purposes:

(@) To hear and determine any motions for the apiom assumption and
assignment or rejection of executory contracts pexpired leases and the
allowance of any Claims resulting therefrom;

(b) To determine any and all pending adversarygedmgs, applications and
contested matters relating to the Chapter 11 Cases;

(© To hear and determine any objection to Claims;

(d) To enter and implement such orders as may peppate in the event the
Confirmation Order is for any reason stayed, redokeodified, or vacated,;
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(e) To issue such orders in aid of execution of Blan to the extent
authorized by section 1142 of the Bankruptcy Code;

() To consider any modifications of the Plan, toecany defect or omission
or reconcile any inconsistency in any order of Bamkruptcy Court, including,
without limitation, the Confirmation Order;

(9) To hear and determine all applications for cengation and
reimbursement of expenses of professionals unadéioas 330, 331 and 503(b) of
the Bankruptcy Code;

(h) To hear and determine disputes arising in cocioe with the
interpretation, implementation, or enforcement bk tPlan, including any
agreements or documents contemplated by the Plan;

(1) To issue injunctions, enter and implement otbeders, and take such
other actions as may be necessary or appropriatestain interference by any
person with the consummation, implementation ooe@ment of the Plan, the
Confirmation Order, or any other order of the Baukcy Court;

()] To hear and determine any actions brought agaie Plan Administrator
in connection with the Plan;

(k) To hear and determine any actions brought tover all assets of the
Debtors and property of the estates, whereverédacat

() To hear and determine matters concerning skatal, and federal taxes in
accordance with sections 346, 505 and 1146 of tekBiptcy Code, including
any requests for expedited determinations undeioses05(b) of the Bankruptcy
Code filed, or to be filed, with respect to taxures for any and all taxable
periods ending after the Commencement Date;

(m)  To hear all matters relating to Article XII tfe Plan, including, without
limitation, all matters relating to the releases;wépation, and injunction granted
thereunder,

(n) To hear any other matter consistent with trevisions of the Bankruptcy
Code; and

(o) To enter a final decree closing the ChapteCages.
10.  Plan Supplement

The Debtor Allocation Agreement, the amended ceati€ and by-laws of
the Debtors (if any) in accordance with Sectionaf.éhe Plan and a list of any contracts
or leases to be assumed or assumed and assigni ebtors in accordance with
Section 10.1 of the Plan, will be contained in Blan Supplement that is filed with the
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Clerk of the Bankruptcy Court at least ten (10) dayior to the last day upon which
holders of Claims may vote to accept or reject Rian. Upon its filing with the
Bankruptcy Court, the Plan Supplement may be obthion the Debtors’ independent
website at www.lehman-docket.coar by request to the Debtors in accordance with
Section 14.8 of the Plan.

J. Summary of Recovery Analysis Under the Plan

The Recovery Analysis setting forth the estimatddin® and estimated
recoveries for each Class is annexed hereto abiExhi

The Debtors indicated on Exhibit “A” to LBHI's Voiuary Petition for
chapter 11 that as of May 31, 2008, LBHI had apipnaxely $639 billion of assets and
approximately $613 billion of liabilities. As inchited on the Exhibit 4 annexed hereto,
the estimated aggregate gross recovery (beforpdaimment of any Claims or expenses)
following an orderly liquidation of the Debtors’sets is approximately $57 billion. The
substantial decrease in the aggregate value adgbets is a result of (i) the exclusion of
assets of the Foreign Debtors and entities not rutiaee control of LBHI, (ii) the
termination of secured financings, such as repwehegreements, pursuant to which
Lehman retained the subject securities on its loalasheet and also included the sale
proceeds and the obligation to repurchase the isesuand (iii) alternate valuation
methodologies which more accurately reflect thaitigtion value of the assets.

The Debtors’ estimates of Claims asserted agaiash ©ebtor are set
forth on Exhibit 6 annexed hereto. The Debtorsnede that ultimately, the Claims
against each Debtor will be less than the amou@lains filed. The assumptions made
by the Debtors in determining the estimated Allov@dims against each Debtor are set
forth on Exhibit 6.

XI. CONFIRMATION AND CONSUMMATION OF THE PLAN

Under the Bankruptcy Code, the following steps nfugstaken to confirm
the Plan:

A. Solicitation of Votes

In accordance with sections 1126 and 1129 of thekBgtcy Code, the
Claims in all Classes of the Plan are impaired, taecholders of Allowed Claims in each
of these Classes other than LBHI Class 5 are edtith vote to accept or reject the Plan.
The holders of Claims in LBHI Class 5 will not reee any distributions under the Plan
and are conclusively presumed to have rejectedPtaa. The holder of the Equity
Interest in each of the Debtors is impaired ancbisclusively presumed to have rejected
the Plan.

As to the classes of Claims entitled to vote otaa,the Bankruptcy Code
defines acceptance of a plan by a class of cred@sracceptance by holders of at least
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two-thirds in dollar amount and more than one-iraliumber of the Claims of that class
that have timely voted to accept or reject a plan.

A vote may be disregarded if the Bankruptcy Couwstedmines, after
notice and a hearing, that acceptance or rejeetis not solicited or procured in good
faith or in accordance with the provisions of thenBruptcy Code.

Any creditor in an impaired Class (i) whose Claiastbeen listed by the
Debtors in the Schedules filed with the BankrupBmurt (provided that such Claim has
not been scheduled as disputed, contingent or widited) or (ii) who filed a proof of
claim on or before the Bar Date or Securities Paogy Bar Date, as applicable, or any
proof of claim filed within any other applicablerpel of limitations or with leave of the
Bankruptcy Court, which Claim is not the subject ari objection or request for
estimation, is entitled to vote on the Plan.

B. The Confirmation Hearing

The Bankruptcy Code requires the Bankruptcy Caitér notice, to hold

a confirmation hearing. The Confirmation Hearimg respect of the Plan has been
scheduled for [ ], commencing at [ ___.m.] Eastern Time, before the
Honorable James M. Peck, United States Bankruptdge] at the United States District
Court for the Southern District of New York, Roori16 Alexander Hamilton Customs
House, One Bowling Green, New York, New York 1000Phe Confirmation Hearing
may be adjourned from time to time by the BankrypBourt without further notice
except for an announcement of the adjourned datderah the Confirmation Hearing.
Any objection to confirmation must be made in wigtiand specify in detail the name
and address of the objector, all grounds for theation and the amount of the Claim or
amount and description of the Equity Interest Heldhe objector. Any such objection
must be filed with the Bankruptcy Court and serued@ccordance with the Disclosure
Statement Order and the amended Case Managemest Qated February 13, 2009, on
or before | | at [ : _.m], Eastern Tim@bjections to confirmation of the
Plan are governed by Bankruptcy Rule 9014.

C. Confirmation

At the Confirmation Hearing, the Bankruptcy Courtl wonfirm the Plan
only if all of the requirements of section 1129tlé¢ Bankruptcy Code are met. Among
the requirements for confirmation of a plan aret ttiee plan is (i) accepted by all
impaired classes of Claims and equity interestsf ogjected by an impaired class, that
the plan “does not discriminate unfairly” and isiffand equitable” as to such class, (ii)
feasible and (iii) in the “best interests” of creus and stockholders that are impaired
under the plan.

1. Acceptance

The Claims in all Classes of the Plan are impaueder the Plan and,
other than Claims in LBHI Class 5, are entitledvtite to accept or reject the Plan.
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Claims in LBHI Class 5 and Equity Interests in eBabtor are receiving no distributions
under the Plan and, therefore, are conclusivelgymed to have voted to reject the Plan.
Equity Interests in each Debtor are impaired untter Plan and are conclusively
presumed to have voted to reject the Plan.

If any impaired Class of Claims entitled to voteedaot accept the Plan
by the requisite statutory majority provided intg@at 1126(c) of the Bankruptcy Code,
the Debtors reserve the right to amend the Placdordance with Section 8.2 of the Plan
or undertake to have the Bankruptcy Court confinen Plan under section 1129(b) of the
Bankruptcy Code or both. With respect to impaitdasses of Claims that are deemed to
reject the Plan, the Debtors shall request thatB#ekruptcy Court confirm the Plan
under section 1129(b) of the Bankruptcy Code. déiermination as to whether to seek
confirmation of the Plan under such circumstancdsbe announced before or at the
Confirmation Hearing.

2. Unfair Discrimination and Fair and Equitable Tests

To obtain nonconsensual confirmation of the Plah, must be
demonstrated to the Bankruptcy Court that the Rlaes not discriminate unfairly” and
is “fair and equitable” with respect to each impdir nonaccepting Class. The
Bankruptcy Code provides a non-exclusive definitodrthe phrase “fair and equitable.”
The Bankruptcy Code establishes “cram down” testsskcured creditors, unsecured
creditors and equity holders, as follows:

Secured Creditors Either (i) each impaired secured creditor retais
liens securing its secured Claim and receives @owat of its secured
Claim deferred cash payments having a present \egual to the amount
of its allowed secured Claim, (ii) each impairedwed creditor realizes
the “indubitable equivalent” of its allowed secur@&aim or (iii) the
property securing the Claim is sold free and ctddrens with such liens
to attach to the proceeds of the sale and theniesdt of such liens on
proceeds to be as provided in clause (i) or (iQvab

Unsecured CreditorsEither (i) each impaired unsecured creditor irexse
or retains under the plan property of a value eqoahe amount of its
allowed Claim or (ii) the holders of Claims andeirgsts that are junior to
the Claims of the dissenting class will not receawsy property under the
plan.

Equity Interests Either (i) each holder of an equity interest welceive or

retain under the plan property of a value equdh&ogreater of the fixed
liquidation preference to which such holder is tedi or the fixed

redemption price to which such holder is entitledtive value of the
interest or (ii) the holder of an interest thajusior to the nonaccepting
class will not receive or retain any property unidher plan.
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A plan of reorganization does not “discriminateairiy” with respect to a
nonaccepting class if the value of the cash andéamurities to be distributed to the
nonaccepting class is equal to, or otherwise fdienvcompared to, the value of the
distributions to other classes whose legal rightstiae same as those of the nonaccepting
class.

3. Feasibility

The Bankruptcy Code permits a plan to be confirmeédis not likely to
be followed by liquidation or the need for furttigrancial reorganization. This is the so-
called “feasibility” test.

Since the Debtors’ Plan contemplates a liquidatifor, purposes of
determining whether the Plan meets this requireptéet Debtors have analyzed their
ability to meet their obligations under the Plareothe expected period of liquidation.
As part of this analysis, the Debtors have prepassh flow estimates for each of the
Debtors for the five year period ending Decemb&r2313 (the “Projection Peritydand
liquidation analyses for each Debtor. These chsh éstimates, and the assumptions on
which they are based are included in Exhibit 7 aedehereto. Based upon such
estimates, the Debtors believe that they will b&e @b make all payments required
pursuant to the Plan and, therefore, after confionaof the Plan they will be able to
liquidate their assets and make Distributions ageroplated. The Debtors expect that
the liquidation of their assets and Claims recaatodn will take longer than the five year
period for which the Debtors have provided castv féstimates.

The Debtors’ management has prepared these caslefitbmates, based
upon certain assumptions that they believe to lasomable under the circumstances.
Those assumptions considered to be significantlaseribed in the cash flow estimates,
which are annexed as Exhibit 7. The cash flowrestts have not been examined or
compiled by independent accountants. The Debtakenmo representation as to the
accuracy of the cash flow estimates or their abitlit achieve the results. Many of the
assumptions on which the cash flow estimates asedare subject to significant
uncertainties. Inevitably, some assumptions vatlmaterialize and unanticipated events
and circumstances may affect the actual finan@aults. Therefore, the actual results
achieved throughout the Projection Period may Veogn the estimated results and the
variations may be material. All holders of Claithsit are entitled to vote to accept or
reject the Plan are urged to examine carefullyohthe assumptions on which the cash
flow estimates are based in connection with theadation of the Plan.

4, Best Interests Test

Even if the Plan is accepted by all holders of @kentitled to vote on the
Plan, the Bankruptcy Code requires that the BartkyugCourt, as a condition to
confirming the Plan, find that the Plan is in tresbinterests of all holders of Claims and
Equity Interests that are Impaired by the Plan @adl have not accepted the Plan. The
“best interests” test, as set forth in section 1af9) of the Bankruptcy Code, requires
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the Bankruptcy Court to find either that all mensbef an Impaired Class of Claims or
Equity Interests have accepted the Plan or thaPtae will provide a member who has
not accepted the Plan with a recovery of propefts wvalue, as of the Effective Date of
the Plan, that is not less than the amount th&t siwéder would receive or retain if the
Debtors were liquidated under chapter 7 of the Baptcy Code on such date.

To calculate the probable distribution to membdrsach Impaired Class
of Claims and Equity Interests if the Debtors wétpiidated under chapter 7, the
Bankruptcy Court must first determine the aggregawdlar amount that would be
generated from the disposition of the Debtors’ @s#etheir Chapter 11 Cases were
converted to chapter 7 cases under the Bankrupacye CThis “liquidation value” would
consist primarily of the proceeds from liquidatitige Debtors’ assets by a chapter 7
trustee.

The amount of liquidation value available to creditwould be reduced
by the costs and expenses of liquidation, as veellyaother administrative expenses and
costs of both the Chapter 7 cases and the Chapt€ades. Costs of a liquidation of the
Debtors under chapter 7 of the Bankruptcy Code evantlude the compensation of a
chapter 7 trustee, as well as of counsel and gifefessionals retained by the trustee,
asset disposition expenses, all unpaid expenseg@acby the Debtors in the Chapter 11
Cases (such as compensation of attorneys, finaadiakors, and accountants) that are
allowed in the chapter 7 cases, litigation costs @raims arising from the operations of
the Debtors during the pendency of the Chapter 44e€. The liquidation itself would
trigger certain priority payments that otherwisewdobe due in the ordinary course of
business. Those priority Claims would be paid uii from the liquidation proceeds
before the balance would be made available to phgroClaims or to make any
distribution in respect of Equity Interests. Tiguldation under chapter 7 would also
prompt the rejection of executory contracts andxpited leases and thereby create a
significantly greater amount of Unsecured Claims.

As of March 31, 2010, the Debtors have post petiteamployment
agreements with approximately 450 employees, wiemtsa significant amount of time
analyzing and reviewing the Debtors’ assets ance Hawilt infrastructures to manage
such assets. A chapter 7 trustee would have thienopf either retaining current
employees of the Debtors or rejecting the contraétsome or all of the Debtors’
employees. |If the chapter 7 trustee decides thit @ fraction of such employees are
required to liquidate the assets, and thereforectgjsuch employment contracts, the
Debtors would incur additional administrative expes from the rejection of post
petition contracts which would be prior to ClasséClaims. Furthermore, due to the
complexity and size of the Debtors’ assets it waake the chapter 7 trustee months to
analyze and review the assets, incurring additierpénses on the estate.

The additional Claims and expenses that would lerrred during a
chapter 7 liquidation, the recoveries that the Debtvould receive from the expeditious
liquidation of their assets is likely to be subsialy less than the recoveries if the
Debtors hold such assets and dispose of them olarger period of time. While the
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financial markets have improved since the periodmeadiately following the
Commencement Date, in the Debtors’ business judgntiea liquidation of the assets
under the current market conditions would resulthia Debtors’ taking a substantial
discount on the value of their assets.

In a chapter 7 liquidation, no junior class of @iai or Equity Interests
may be paid unless all classes of Claims or Equoigrests senior to such junior class are
paid in full. Section 510(a) of the Bankruptcy @ogrovides that subordination
agreements are enforceable in a bankruptcy cas¢hdosame extent that such
subordination agreements are enforceable undericapf@ non-bankruptcy law.
Therefore, no class of Claims or Equity Interesist is contractually subordinated to
another class would receive any payment on accoluits Claims or Equity Interests,
unless and until such senior class were paid In ful

Once the Bankruptcy Court ascertains the recovamidiguidation of the
Debtors’ secured and priority creditors, it woubgn determine the probable distribution
to unsecured creditors from the remaining availgistceeds of the liquidation. If this
probable distribution has a value greater thanviiee of distributions to be received by
the unsecured creditors under the Plan, then tha Rl not in the best interests of
creditors and cannot be confirmed by the Bankru@toyrt.

After considering the effects that a chapter 7itigtion would have on the
ultimate proceeds available for distribution to diters in the Chapter 11 Cases,
including (i) the costs and expenses of a liquatatinder chapter 7 arising from fees
payable to a trustee in bankruptcy and professianaisors to such trustee, (ii) the
erosion in value of assets in a chapter 7 caseeircdontext of the expeditious liquidation
required under chapter 7 and the “forced sale” aphere that would prevail and (iii) the
substantial increases in Claims that would befgadi®n a priority basis or on parity with
creditors in the Chapter 11 Cases, the Debtors datermined that, other than with
respect to LBHI Class 8 (Affiliate Guarantee Claiagainst LBHI), confirmation of the
Plan will provide each holder of an Allowed Clainithwa recovery that is greater than
such holder would receive pursuant to the liquatatf the Debtors under chapter 7.

With respect to Claims included in LBHI Class 8 fil#dte Guarantee

Claims against LBHI), the Plan, and the Recoverylgsis under the Plan, take into
account a maximum Allowed amount of Affiliate Guatiee Claims of $32,858 million.
The Liquidation Analysis includes Affiliate GuaraetClaims in the aggregate amount of
approximately $224 billion representing less thhe amount of such Claims as filed.
The Debtors’ management believes that the Affili@earantee Claims were filed in
overstated amounts, and if the Debtors were tdeainge the Affiliate Guarantee Claims,
the resultant Allowed Claim amount referenced abm@sailts in the Best Interest Test
being satisfied.

The Liquidation Analysis is annexed hereto as Eix&ib The information
set forth in Exhibit 5 provides a summary of trguldation values of the Debtors’ assets,
assuming a chapter 7 liquidation in which a trustppointed by the Bankruptcy Court

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 120



would liquidate the assets of the Debtors’ estat&eference should be made to the
Liquidation Analysis for a complete discussion agmetsentation of the Liquidation
Analysis.

Underlying the Liquidation Analysis are a number edtimates and
assumptions that, although developed and considezadonable by the Debtors’
management, are inherently subject to significanhemic and competitive uncertainties
and contingencies beyond the control of the Debtmd their management. The
Liquidation Analysis also is based on assumptiorth wegard to liquidation decisions
that are subject to change. Accordingly, the \alglected might not be realized if the
Debtors were, in fact, to undergo such a liquidatio

D. Consummation

The Plan will be consummated on the Effective Dabe Effective Date
of the Plan will occur on the first Business Daywnich the conditions precedent to the
effectiveness of the Plan, as set forth in Sectibr?2 of the Plan, have been satisfied or
waived by the Debtors pursuant to Section 11.3hef Plan. For a more detailed
discussion of the conditions precedent to the Blahthe consequences of the failure to
meet such conditions, see Section X.G— “Conditidhecedent to the Plan’s
Confirmation and Effective Date” of the DisclosiB@atement.

The Plan is to be implemented pursuant to its tewassistent with the
provisions of the Bankruptcy Code.

Xll.  CORPORATE GOVERNANCE AND MANAGEMENT OF THE
DEBTORS ON THE EFFECTIVE DATE

Pursuant to the Plan, on the Effective Date, theagament, control, and
operation of the Debtors will be the general resgulity of their respective Boards of
Directors.

A. Board of Directors and Management
1. Board of Directors

On the Effective Date, the board of directors ofHIBwill consist of 9
persons selected by LBHI, with the consent of thed@ors’ Committee (such consent
not to be unreasonably withheld). The board cadors and managers, as applicable for
each of the Subsidiary Debtors will be selectedthrsy post-Effective Date board of
directors of LBHI on the Effective Date. Threetbé initial directors shall have initial
terms of one year. Three of the initial directshall have initial terms of two years.
Three of the initial directors shall have initigrins of the three years. Thereafter, all
directors shall serve for three-year terms.
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2. Management of the Debtors

The officers and managers of the Debtors immediapelor to the
Effective Date will serve as the initial officeracamanagers of the Debtors on and after
the Effective Date. Such officers and managerkseiive in accordance with applicable
nonbankruptcy law, any employment agreements ahtete after the Commencement
Date, and the applicable Debtor’s Certificate afdporation and by-laws, as the same
may be amended from time to time, through the olpwf the applicable Chapter 11
Case, unless such office resigns or is removed.

3. Holders of the Stock of Debtors On Effective Date

On the Effective Date, LBHI will issue one new shaf common stock to
the Plan Administrator and the Plan Administratbalks hold such common stock in
furtherance of its performance of its obligationsconnection with its winding up of the
businesses, assets, properties and affairs oféhéoBs. Such shares of common stock of
LBHI will be held in trust by the Plan Administraittor the benefit of holders of Claims
against the Debtors; provided that the Plan Adrtrisier may not exercise any voting
rights appurtenant thereto in conflict with Artidkdl of the Plan.

On the Effective Date, LBHI will continue to ownetloutstanding Equity
Interests in each of the Subsidiary Debtors. Tinestliary Debtors will continue to exist
after the Effective Date for the limited purposewohding up their affairs and assisting
the Plan Administrator.

4. Plan Administrator

The Plan Administrator will have the rights and gosvof a debtor-in-
possession under section 1107 of the BankruptcyeCamtd such other rights, powers and
duties incident to causing the performance of tlebtbDrs’ obligations under the Plan,
including, without limitation, the duty to assebg tmerits of Claims and object to those
Claims that the Plan Administrator determines toib@hole or in part, without merit, to
prosecute such objections and defend Claims andtealaims asserted in connection
therewith, to prosecute such causes of actiongtodate assets of the Debtors’ Estates,
to wind up the businesses, assets, properties #adsaof the Debtors, to make
distributions under the Plan and such other datseare necessary to effectuate the terms
and provisions of the Plan. The Plan Administratwall continue to exist until entry of a
Final Order by the Bankruptcy Court closing the giba 11 Cases pursuant to section
350(a) of the Bankruptcy Code.

5. Corporate Existence

After the Effective Date, the Plan Administrator ynalecide, in
consultation with the Creditors’ Committee, to fadintain each Debtor as a corporation
in good standing until such time as all aspecthefPlan pertaining to such Debtor have
been completed, or (b) at such time as the Planifidirator considers appropriate and
consistent with the implementation of the Plan guamg to such Debtor, dissolve such
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Debtor and complete the winding up of such Debtithout the necessity for any other
or further actions to be taken by or on behalfuafrsdissolving Debtor or its shareholder
or any payments to be made in connection theresutiject to the filing of a certificate
of dissolution with the appropriate governmentalthauties (including, without
limitation, the transfer of all or part of the atssef such Debtor to a liquidating trust), or
(c) dissolve any Debtor-Controlled Entity and coetelthe winding up of such Debtor-
Controlled Entity in accordance with applicable japrovided, however, that the
foregoing does not limit the Plan Administratorlsldy to otherwise abandon an interest
in a Debtor-Controlled Entity.

6. Certificates of Incorporation and By-laws

The certificate of incorporation and by-laws of leaDebtor will be
amended as of the Effective Date to the extentssaeg to carry out the provisions of the
Plan. The proposed forms of the Debtors Certéiaalt Incorporation and the Debtors
By-laws will be included in the Plan Supplement.

7. Wind-Down

The wind-down and liquidation of each of the Debtoassets (as
determined for federal income tax purposes) sta@loover a period of 3 years after the
Effective Date, subject to receiving a privatedettr other equivalent guidance from the
IRS permitting a longer period of time without atsady impacting the status of the Plan
for federal income tax purposes (it being undestti@t such liquidation may include
the transfer of all or part of the assets of thétbes to one or more liquidating trusts
within the meaning of Treas. Reg. 8 301.7701-4ge Section XV— “Certain Federal
Income Tax Consequences of the Plan” for furthiErmation.

8. Other Corporate Governance Matters

The Debtors and the Creditors’ Committee shall egrpon other post-
Effective Date corporate governance matters

Xlll.  SECURITIES LAWS MATTERS

On the Effective Date all existing Equity Interests LBHI shall be
cancelled and one new share of LBHI's commons s&itdl be issued to the Plan
Administrator which will hold such share for thenleét of the holders of such former
Equity Interests consistent with their former eawoim entitlements. On the Effective
Date all existing Equity Interests in each of thebidrs other than LBHI shall be retained
by such holder and only cancelled if and when dbebtor is dissolved in accordance
with the Plan. In the event that all Allowed Claimgainst such Debtor have been
satisfied in full in accordance with the Plan, edchder of an Equity Interest in such
Debtor may receive its Pro Rata Equity Share ofranyaining assets of such Debtor.
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Accordingly, other than as set forth above, no sewurities will be issued
under the Plan. Holders of Equity Interests shaaldsult their own advisors regarding
any securities law consequences of the treatmeheafEquity Interest under the Plan.

XIV. CERTAIN RISK FACTORS TO BE CONSIDERED

HOLDERS OF CLAIMS AGAINST THE DEBTORS SHOULD
READ AND CONSIDER CAREFULLY THE FACTORS SET FORTH B ELOW,
AS WELL AS THE OTHER INFORMATION SET FORTH IN THIS
DISCLOSURE STATEMENT (AND THE DOCUMENTS DELIVERED
TOGETHER HEREWITH AND/OR INCORPORATED BY REFERENCE
HEREIN), PRIOR TO VOTING TO ACCEPT OR REJECT THE PL AN. THESE
RISK FACTORS SHOULD NOT, HOWEVER, BE REGARDED AS
CONSTITUTING THE ONLY RISKS INVOLVED IN CONNECTION  WITH
THE PLAN AND ITS IMPLEMENTATION.

NO REPRESENTATIONS CONCERNING OR RELATED TO THE
DEBTORS, THE CHAPTER 11 CASES, OR THE PLAN ARE AUTHORIZED BY
THE BANKRUPTCY COURT OR THE BANKRUPTCY CODE, OTHER THAN
AS SET FORTH IN THIS DISCLOSURE STATEMENT. ANY
REPRESENTATIONS OR INDUCEMENTS MADE TO SECURE YOUR
ACCEPTANCE OR REJECTION OF THE PLAN THAT ARE OTHER THAN AS
CONTAINED IN, OR INCLUDED WITH, THIS DISCLOSURE STA TEMENT
SHOULD NOT BE RELIED UPON BY YOU IN ARRIVING AT YOU R
DECISION.

A. Certain Bankruptcy Law Considerations

It is not possible to predict with certainty thendggh of the Chapter 11
Cases or to assure that the Plan will be confirmBgen if all voting Classes vote in
favor of the Plan and the requirements for “cramafbare met with respect to any Class
deemed to have rejected the Plan, the BankrupteytQmhich may exercise substantial
discretion as a court of equity, may choose notdofirm the Plan. As discussed in
Section Xl— “Confirmation and Consummation of thdar® of the Disclosure
Statement, section 1129 of the Bankruptcy Codeiresjuamong other things, a showing
that the value of distributions to dissenting hotoef Claims and Equity Interests will not
be less than the value such holders would recéitleei Debtors were liquidated under
chapter 7 of the Bankruptcy Code. Although the thet) management believes that the
Plan will meet such test with respect to all Clask® each Debtor, there can be no
assurance that the Bankruptcy Court will reachstimae conclusion.

Even if the Plan is confirmed, the continued prglatiion of the Chapter
11 Cases may have an adverse effect on the Debumssiesses and ultimate recovery on
the Debtors’ assets. Prolonged Chapter 11 Cadlesesuilt in the Debtors’ incurrence of
substantial additional Administrative Expense Chkiand Professional Fee Claims and
will require the Debtors’ management to continueléwote substantial time and energy
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which would otherwise be directed at efficientlyeogting the Debtors’ distribution
process and marketing the Debtors’ assets to aughnernalue of the Debtors’ Estates.

B. Conditions Precedent to Consummation of the Plan

The Plan provides for certain conditions that ngssatisfied (or waived)
prior to Confirmation of the Plan and for certaither conditions that must be satisfied
(or waived) prior to the Effective Date. As of ttiate of this Disclosure Statement, there
can be no assurance that any or all of the comditio the Plan will be satisfied (or
waived). Accordingly, there can be no assuranaettie Plan will be confirmed by the
Bankruptcy Court, and if the Plan is confirmed,réhean be no assurance that the Plan
will be consummated and the restructuring completed

C. Asset Sales

Under the Plan, distributions to holders of Allow€thims will be funded
substantially by the liquidation of the Debtorssets. Although the Debtors will seek to
maximize the price they receive for their assétis impossible to predict with certainty
the value that the Debtors will receive and thelltesy distributions.

D. Estimation of Allowed Claims

There can be no assurance that the estimated asnou@iaims set forth
in this Disclosure Statement are correct, and tteah Allowed amounts of Claims may
differ from estimates. Because the estimated atscane based solely upon (i) a review
of the Debtors’ books and records, (ii) a revievire Claims, (iii) the Debtors’ estimates
as to additional Claims that may be filed in thealer 11 Cases or that would arise in
the event of a conversion of the cases from chddtdo chapter 7 and (iv) the Debtors’
estimates of Claims that will be Allowed followirthe objections to Claims by the
Debtors, such estimated amounts are subject tcaicentisks, uncertainties and
assumptions. Should one or more of these risksnoertainties materialize or should
underlying assumptions prove incorrect, the actllalwed amounts of Claims may vary
from those estimated therein.

E. Certain Tax Considerations

There are a number of material income tax considerg risks and
uncertainties associated with consummation of faa.PHolders of Eligible Claims and
other interested parties should read carefullydiseussion set forth in Article XV —
“Certain Federal Income Tax Consequences of the@”Hlar a discussion of certain
federal income tax consequences of the transaatmmemplated under the Plan.

XV. CERTAIN FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN

The following discussion summarizes certain matdéederal income tax
consequences of the implementation of the Plahddebtors and to certain holders of
Allowed Claims. This summary does not addresddteral income tax consequences to
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holders of Claims who are deemed to have rejedtedPdan in accordance with the
provisions of section 1126(g) of the Bankruptcy €odr holders whose Claims are
entitled to payment in full in Cash.

This summary is based on the Internal Revenue QORE™), existing
and proposed Treasury Regulations, judicial desssiand published administrative rules
and pronouncements of the IRS as in effect on #te kereof, all of which are subject to
change, possibly on a retroactive basis. Any sii@nge could significantly affect the
federal income tax consequences described below.

The federal income tax consequences of the Plarc@rglex and are
subject to significant uncertainties at this tim@he Debtors have not requested an
opinion of counsel with respect to any of the tapexts of the Plan. While the Debtors
might seek a ruling from the IRS concerning certhurt not all, of the federal income tax
consequences of the Plan, there is no assuranica fhaorable ruling will be obtained,
and the consummation of the Plan is not conditiam@goh the issuance of such a ruling.
This summary does not address state, local orgorgicome or other tax consequences
of the Plan, nor does it purport to address therfdncome tax consequences of the
Plan to special classes of taxpayers (such as nSnérsons, broker/dealers, banks,
mutual funds, insurance companies, financial iasths, thrifts, small business
investment companies, regulated investment compataie-exempt organizations, or any
other Debtor entity as part of a hedging, straddlenversion or constructive sale
transaction or other integrated investments, tsadesecurities that elect to use a mark-
to-market method of accounting for their securipydng, certain expatriates, or former
long term residents of the United States, persdms neceived Common Stock of LBHI
as compensation, or pass-through entities or inve@t pass-through entities).

The following discussion generally assumes thattlaa will be treated as
a plan of liquidation of the Debtors for U.S. feglemcome tax purposes, and that all
distributions to holders of Claims will be taxectaingly.

THE FOLLOWING SUMMARY IS FOR INFORMATIONAL
PURPOSES ONLY AND IS NOT A SUBSTITUTE FOR CAREFUL TAX
PLANNING AND ADVICE BASED UPON THE PARTICULAR
CIRCUMSTANCES PERTAINING TO A HOLDER OF A CLAIM. E ACH
HOLDER OF A CLAIM OR EQUITY INTEREST IS URGED TO CO NSULT ITS
OWN TAX ADVISORS FOR THE FEDERAL, STATE, LOCAL AND FOREIGN
INCOME AND OTHER TAX CONSEQUENCES APPLICABLE TO IT UNDER
THE PLAN.

RS Circular 230 Notice: To ensure compliance with IRS Circular 230,
holders of Claims and Equity I nterests are hereby notified that: (a) any discussion of
federal tax issues contained or referred to in this Disclosure Statement is not intended
or written to be used, and cannot be used, by holders of Claims and Equity I nterests for
the purpose of avoiding penalties that may be imposed on them under the IRC; (b)
such discussion is written in connection with the promotion or marketing by the
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Debtors of the transactions or matters addressed herein; and (c) holders of Claims and
Equity Interests should seek advice based on their particular circumstances from an
independent tax advisor.

A. Consequences to LBHI and Subsidiary Debtors
1. Tax Filing Status; Tax Attributes

LBHI and LBI also own a significant number of nooeaomic residual
REMIC (real estate mortgage investment conduitgradts. The REMIC interests
currently generate net excess inclusion incomel(YEIEII represents phantom taxable
income to holders of residual REMIC interests, Whit later tax years will be offset by
phantom losses to LBHI's consolidated group. UritderIRC, this EIl may not be offset
by other deductions, including an NOL. As a redulBHI Tax Group currently incurs a
federal income tax liability, despite its signifitecurrent and carryforward NOL. LBHI
is considering various approaches to reduce thadmguch REMIC income has on the
estate, including the potential disposal of the REMnterests. LBHI is currently
negotiating a transaction (subject to various cm@ncies) to dispose of the REMIC
interests. The estimated recoveries to holdefSlains assume the continued ownership
of the REMIC interests and a continued tax liapiteélating thereto.

If the LBHI Tax Group disposes of the REMIC intésesr the REMIC
interests provide for losses (e.g., periods withethy, then the LBHI Tax Group will be
able to utilize its NOL to offset regular taxableeome in tax periods after such events
have occurred. In general, regular taxable incaare be offset by available NOLs.
However, due to the limitation on the utilizatiohtiee alternative minimum tax (“AM)
NOL deduction (currently limited to 90% of AMT ino®), it is possible that the Debtors
may be subject to an AMT cash tax payment in futakeperiods. The LBHI Tax Group
marks a substantial portion of its assets to médeet).S. tax accounting purposes. This
tax accounting method and recent market condititlesye contributed to both
carryforward and current year net operating lossdsiproved future market conditions
would result in the mark up of assets, annual teexahcome amounts, use of
carryforward losses, and, therefore, potentiallgngicant amounts of cash AMT
payments.

If the LBHI Tax Group disposes of the REMIC sedasgtor the REMIC
interests provide for losses (e.g., periods witlety, then the LBHI Tax Group will be
able to utilize its NOL to offset regular taxableeome in tax periods after such events
have occurred. In general, regular taxable incaane be offset by available NOLs.
However, due to the limitation on the utilizatiohtbe AMT NOL deduction (currently
limited to 90% of AMT income), it is possible thdte Debtors may be subject to an
AMT cash tax payment in future tax periods. The ILBEx Groupmarks a substantial
portion of its assets to market for U.S. tax actimgnpurposes. This tax accounting
method and recent market conditions have contribtaeboth carryforward and current
year net operating losses. Improved future markatitions would result in the mark
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up of assets, annual taxable income amounts, usarofforward losses, and, therefore,
potentially significant amounts of cash AMT paynsent

LBI, currently a member of the LBHI Tax Group, acédrtain other
significant foreign subsidiaries that were owned IWHI prior to bankruptcy and
continue to be owned by LBHI now, are in sepatsekruptcy administrations or
liquidation proceedings that are not under the Bebtontrol. The proceedings in those
various administrations might result in the LBHIXT@roup having to recognize taxable
income or having to relinquish foreign tax credigsnong other things. Given the
Debtors’ lack of visibility and control into thesarious administrations, the Debtors do
not have the ability to predict or manage the tamsequences to them associated with
these various administrations.  The impact of éhaad other tax events could be
material to the Debtors.

2. General Discussion of Plan

The Plan of LBHI and its Subsidiary Debtors setsthfoa plan for
resolution of the outstanding Claims against anditigdnterests in the Debtors. The
Plan recognizes the corporate existence and ityagireach Debtor and Allowed Claims
against a Debtor will be satisfied from the assétuch Debtor.

a. Asset Dispositions

The Plan does not specify the manner in which assiitbe disposed of
in order to satisfy Claims.  However, that notwiinding, certain assets may be
disposed of over time during the pendency of tte Bhat may produce taxable income.
LBHI's NOL carryforward should generally be avaiahbto offset any tax gains or
operating income that might be realized over timeLAMCO manages the Debtor’s
business operations and disposes of certain Dsb#assets, subject to the potential
application of section 382 of the IRC, as discusbetbw. See Section A.3.b.ii—
“Internal Revenue Code Section 382 Limitations—RuesApplication to the LBHI Tax
Group.”

b. Plan Distributions

For each Subsidiary Debtor, the Plan provides fdistibution of Cash or
a Pro Rata Share of Available Cash to each ofahaing Allowed Claims against such
Debtor: Priority Non-Tax Claims, Secured Claimg @ternatively, its collateral),
General Unsecured Claims, and Intercompany Clainmsthe event that all Allowed
Claims against a Subsidiary Debtor have been matish full in accordance with the
Bankruptcy Code and the Plan, each holder of ant§dputerest in such Subsidiary
Debtor may receive its Pro Rata Equity Share ofrenyaining assets in such Subsidiary
Debtor.

For LBHI, the Plan provides for the distribution 6ash or a Pro-Rata
Share of Available Cash to each of the followingHIB claimants: Priority Non-Tax
Claims, Secured Claims, Senior Unsecured Claimspe@ Unsecured Claims,
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Intercompany Claims, Third-Party Guarantee Claiamg] to Affiliate Guarantee Claims
(up to a maximum amount provided in section 4.&efPlan). Under the Section 6.4 of
the Plan, distributions for Allowed Claims that vaube payable to Subordinated
Unsecured Claims shall be reallocated to the hsldeBenior Unsecured Claims until all
holders of Allowed Senior Unsecured Claims areyfalitisfied in the Allowed amount of
such Senior Unsecured Claims. In the event thatllwed Claims against LBHI have
been satisfied in full in accordance with the Baitcy Code and the Plan, each holder
of an Equity Interest in LBHI may receive its Prat® Equity Share of any remaining
assets in LBHI.

3. Tax Impact of the Plan on the Debtors
a. Cancellation of Debt

The IRC provides that a debtor in a bankruptcy ¢asst reduce certain
of its tax attributes — such as current year NON®GL carryforwards, tax credits, and tax
basis in assets — by the amount of any cancellatiatebt (“COD) incurred that arises
by reason of the discharge of the debtor’'s indetdss. Under Treasury Regulations
currently in effect, the reduction in certain tatkributes (such as NOL carryforwards)
occurs under consolidated return principles, aghm case of the Debtors who are
members of the LBHI Tax Group. COD is the amountMhich the adjusted issue price
of indebtedness discharged exceeds the sum ofribard of cash, the issue price of any
debt instrument and the fair market value of anlyeotproperty given in exchange
therefore, subject to certain statutory or judi@ateptions that can apply to limit the
amount of COD (such as where the payment of theatkma debt would have given rise
to a tax deduction). Settlement of a guaranteaildhoot give rise to COD. Any
reduction in tax attributes under these rules dussoccur until the end of the tax year
after such attributes have been applied to deterthia tax in the year of discharge or, in
the case of asset basis reduction, the first dalgyeotaxable year following the tax year in
which the COD occurs.

Consistent with the intended treatment of the Rlsaa plan of liquidation
for federal income tax purposes, the Debtors dobetieve that any material amount of
COD should be incurred a Debtor prior to the digpws by such Debtor of all or
substantially all of its assets. Accordingly, bebtors do not believe that the reduction
of tax attributes resulting from such COD (which,iadicated above, only occurs as of
the end of the tax year in which the COD occursputd have a material impact on the
Debtors. Nevertheless, there can be no assurhatealt or a substantial amount of the
COD could be incurred earlier due to, among othergs, a lack of direct authoritative
guidance as to when COD occurs in the contextligiuedating Chapter 11 plan.
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b. Limitation of NOL Carryforwards and other Tax
Attributes

0] Internal Revenue Code Section 382 Limitations —
General

Under section 382 of the IRC, if a corporation ¢mnsolidated group)
undergoes an “ownership change,” the amount gbrigschange losses (including NOL
carryforwards from periods before the ownershipngeaand certain losses or deductions
which are “built-in” §.e., economically accrued but unrecognized) as ofddue of the
ownership change) that may be utilized to offsatrfel taxable income generally is
subject to an annual limitation.

In general, the amount of this annual limitatioreggial to the product of
(i) the fair market value of the stock of the cagimn (or, in the case of a consolidated
group, the common parent) immediately before theneyship change (with certain
adjustments) multiplied by (ii) the “long-term taxempt rate” in effect for the month in
which the ownership change occurs (for example3%.0for ownership changes
occurring in March 2010). For a corporation (onsaolidated group) in bankruptcy that
undergoes the ownership change pursuant to a owedirbankruptcy plan, the stock
value generally is determined immediately afterth@ga than before) the ownership
change by taking into account the surrender ora&tion of creditors’ claims, also with
certain adjustments. The annual limitation careptitlly be increased by the amount of
certain recognized built-in gains, as discussedvbel Notwithstanding the general rule,
if the corporation (or the consolidated group) does continue its historic business or
use a significant portion of its historic assetsaimew business for two years after the
ownership change, the annual limitation resultingrf the ownership change is zero,
thereby precluding any utilization of the corpavats pre-change losses (absent any
increases due to any recognized built-in gains).

As indicated above, section 382 also limits theud&dn of certain built-
in losses recognized subsequent to the date aiwhership change. If a loss corporation
(or consolidated group) has a net unrealized lilbss at the time of an ownership
change (taking into account most assets and itdrisudt-in” income and deduction),
then any built-in losses recognized during theofsihg five years (up to the amount of
the original net unrealized built-in loss) generalill be treated as pre-change losses and
similarly will be subject to the annual limitatiorConversely, if the loss corporation (or
consolidated group) has a net unrealized builtaim gt the time of an ownership change,
any built-in gains recognized during the followifige years (up to the amount of the
original net unrealized built-in gain) generallylwncrease the annual limitation in the
year recognized, such that the loss corporation c@rsolidated group) would be
permitted to use its pre-change losses against lswittin gain income in addition to its
regular annual allowance. In general, a loss qatpm’s (or consolidated group’s) net
unrealized built-in gain or loss will be deemedb zero unless it is greater than the
lesser of (i) $10 million or (i) 15% of the fairarket value of its assets (with certain
adjustments) before the ownership change.
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(i) Internal Revenue Code Section 382 Limitations —
Possible Application to the LBHI Tax Group

In light of the foregoing, the LBHI Tax Group’s &ty to utilize certain
NOLs (and carryforwards thereof) and certain otfagr attributes would be potentially
subject to limitation if LBHI were to undergo anwaership change” within the meaning
of section 382 of the IRC by reason of the impletagon of the Plan or otherwise. As
indicated above, based on a historic section 3&%sis of the changes in LBHI's stock
ownership, as well as the order entered by the Begdy Court effective November 5,
2008 imposing certain restrictions on the tradihdBHI's equity, the Debtors believe
that no ownership change under section 382 hagrectto date, nor will occur prior to
the Effective Date, that would limit the availabjlthe availability of the tax attributes of
the LBHI Tax Group to offset such taxable inconMoreover, pursuant to the Plan, the
holders of Equity Interests will maintain their @eomic interests in any residual assets of
the Debtors after the satisfaction of all Alloweki@hs, which economic interests will be
nontransferable. Accordingly, consistent with theended treatment of the Plan as a
plan of liquidation for federal income tax purpast®e Debtors do not believe that the
Plan should result in an ownership change of LBNé&vertheless, due to a lack of direct
authoritative guidance in the context of a liquidgt Chapter 11 plan, there is no
assurance that the IRS would not take a contrasjtipo (including with respect to the
treatment for federal income tax purposes of tHddrs of Claims as continuing creditors
and not as effective equity holders of LBHI throaghthe liquidation process). If,
notwithstanding the Debtors’ position, an ownerstifange were considered to occur,
the Debtors could incur a material amount of fedgreome tax in connection with the
liquidation of the Debtors’ assets, unless (1) Diebtors’ assets are distributed pursuant
to the Plan on or before the date of such ownershange or (2) the amount of the
annual limitation (taking into account the incre#iserein for certain recognized built- in
gains) is large enough to permit the LBHI Tax Grdoputilize an amount of NOL
carryforwards and other attributes sufficient ttsef such income tax.

C. Non-U.S. Income Tax Matters

Historically, LBHI and its affiliates conducted igisiness activities on a
global basis, with offices located throughout therld, both through non-U.S. entities
and non-U.S. branch operations of domestic entitids present, the LBHI Tax Group
continues to maintain material debt and equity tomwss in many of these non-U.S.
entities, notwithstanding the fact that most oftsaffiliates are currently under separate
legal administration or receivership and uncertafiectability. Importantly, however,
given the current U.S. tax profile of the LBHI T&xoup, any future remittance received
from any such separate administration or receiwersh satisfaction of historic debt
and/or equity positions may be subject to host tgumon-U.S. withholding taxes,
thereby reducing the amounts available for distitbuto creditors by the LBHI and
affiliated Debtor estates.
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B. Consequences to Holders of Claims and LBHI Equityriterests
1. Realization and Recognition of Gain or Loss, In Geeral

The federal income tax consequences of the implatien of the Plan to
a holder of a Claim or LBHI Equity Interest will gend, among other things, upon the
origin of the holder’s Claim, when the holder re®s payment in respect of such Claim
or Equity Interest, whether the holder reports meausing the accrual or cash method of
accounting, whether the holder acquired its Claim discount, whether the holder has
taken a bad debt deduction or worthless securitycteon with respect to such Claim or
Equity Interest, and whether (as intended and heassumed) the Plan is treated as a
plan of liquidation for federal income tax purpasésholder of an LBHI Equity Interest
should consult its tax advisor regarding the timamgl amount of any potential worthless
stock loss.

Generally, a holder of an Allowed Claim will reaigjain or loss on the
exchange under the Plan of its Allowed Claim fosiCar other property, in an amount
equal to the difference between (i) the sum ofam®unt of any Cash and the fair market
value on the date of the exchange of any othergtppeceived by the holder (other than
any consideration attributable to a Claim for aedribut unpaid interest) and (ii) the
adjusted tax basis of the Allowed Claim exchandmlefor (other than basis attributable
to accrued but unpaid interest previously inclugrethe holder’s taxable income). With
respect to the treatment of accrued but unpaidasteand amounts allocable thereto, see
Section B.3.—"Allocation of Consideration of Intsté

When gain or loss is recognized as discussed belaein gain or loss may
be long-term capital gain or loss if the Claim aquiey Interest disposed of is a capital
asset in the hands of the holder and is held farentivan one year. Each holder of an
Allowed Claim or Equity Interest should consult isvn tax advisor to determine
whether gain or loss recognized by such holder lv@llong-term capital gain or loss and
the specific tax effect thereof on such holder.

2. Holders of Allowed General Unsecured Claims (for LBil,
Classes 3, 4, 6, 7 and 8; for all other Debtors, &ses 3 and 4)

Pursuant to the Plan, a holder of an Allowed Gdndresecured Claim
will receive its Pro Rata Share of the respectivas€ distribution, as distributed from
time to time (not to exceed the amount of its AkalrClaim). The holder of an Allowed
General Unsecured Claim generally will realize gaifoss in an amount equal to the
difference, if any, between (a) the amount of CGasleived in the exchange in excess of
amounts allocable to accrued but unpaid interegt(apthe holder’s basis in the Claim
(other than in respect of accrued but unpaid istgrelt is possible that any loss, or a
portion of any gain, realized by a holder may hawebe deferred until all of the
distributions to such holder are received.
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As discussed in the next section, the amount oh @aseived in respect of
Claims for accrued but unpaid interest will be thyes ordinary income, except to the
extent previously included in income by a holdedemhis method of accounting.

3. Allocation of Consideration to Interest

Pursuant to the Section 8.11 of the Plan, all ibistions in respect of
Allowed Claims will be allocated first to the pripal amount of the Allowed Claim (as
determined for federal income tax purposes), witli eaxcess allocated to accrued but
unpaid interest. However, there is no assuraraestich allocation would be respected
by the IRS for federal income tax purposes. Inegalnto the extent any amount received
(whether stock, cash, or other property) by a hobdie@ debt is received in satisfaction of
accrued interest during its holding period, sucltoam will be taxable to the holder as
interest income (if not previously included in thelder's gross income). Conversely, a
holder generally recognizes a deductible loss ¢oetktent any accrued interest claimed
was previously included in its gross income andas paid in full. Each holder of an
Allowed Claim is urged to consult its own tax advisgegarding the allocation of
consideration and the deductibility of unpaid iestrfor tax purposes.

4, Withholding on Distributions, and Information Reporting

All distributions to holders of Allowed Claims undihe Plan are subject
to any applicable tax withholding, including empiognt tax withholding. Under federal
income tax law, interest, dividends, and other rigde payments may, under certain
circumstances, be subject to “backup withholdingtha then applicable withholding rate
(currently 28%). Backup withholding generally applif the holder (a) fails to furnish
its social security number or other taxpayer idexiion number, (b) furnishes an
incorrect taxpayer identification number, (c) fgl®perly to report interest or dividends,
or (d) under certain circumstances, fails to preval certified statement, signed under
penalty of perjury, that the tax identification nioen provided is its correct number and
that it is not subject to backup withholding. Baphkwithholding is not an additional tax
but merely an advance payment, which may be reflindehe extent it results in an
overpayment of tax. Certain persons are exempt fsackup withholding, including, in
certain circumstances, corporations and finanastitutions. These categories are very
broad; however, there are numerous exceptionsddt®lof Allowed Claims are urged to
consult their tax advisors regarding these reguiatiand whether the transactions
contemplated by the Plan would be subject to thegelations and require disclosure on
the holders’ tax returns.

In addition, Treasury Regulations generally requdisclosure by a
taxpayer on its U.S. federal income tax returnestain types of transactions in which the
taxpayer participated, including, among other typesransactions, certain transactions
that result in the taxpayer’s claiming a loss igess of specified thresholds. Holders are
urged to consult their tax advisors regarding thesgulations and whether the
transactions contemplated by the Plan would beestlbp these regulations and require
disclosure on the holder’s tax returns.
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XVI.  ALTERNATIVES TO CONFIRMATION AND CONSUMMATION OF
THE PLAN

The Debtors’ believe that the Plan affords holdgréllowed Claims the
potential for the greatest realization on the Deditassets and, therefore, is in the best
interests of such holders. If, however, the reatpiiacceptances are not received, or the
requisite acceptances are received but the Plamoissubsequently confirmed and
consummated, the theoretical alternatives incl@ggormulation of an alternative plan
or plans of reorganization or (ii) liquidation af af the Debtors under chapter 7 of the
Bankruptcy Code.

A. Alternative Plan(s)

The Debtors have evaluated numerous alternativesnnection with the

Plan. After evaluating these alternatives the Desbtoncluded that the Plan, assuming
confirmation and successful implementation, is thest alternative to maximize
recoveries by holders of Claims. If the Plan i$ canfirmed, alternative plans proposed
by the Debtors or any other party (as a resulhefexpiration of the Debtors’ exclusive
period for filing and soliciing on a plan) may d¢emplate global substantive
consolidation of the Debtors, strict recognition tbe Debtors as separate corporate
entities, or compromises and settlements that rdiffem the economic proposal
embodied by the Plan.

An alternative plan that seeks to substantivelysobdate the Debtors’
estates generally would result in (i) the deemeatbsobidation of the assets and liabilities
of the Debtors; (ii) the deemed elimination of hetanpany Claims, subsidiary equity or
ownership interests, multiple and duplicative dedClaims, joint and several liability
Claims and guarantees; and (iii) the payment awadd Claims from a common fund.
Specifically related to the Debtors’ Chapter 11 €3asnd Claims, it is likely that
Intercompany Claims would be disregarded and thétds would not make any
distributions in respect thereof. In addition, ahird-Party Guarantee Claims and
Affiliate Guarantee Claims would likely be elimieatand holders of such Claims would
not receive any distributions in respect of sucta@atee Claims.

An alternative plan that does not substantivelysotidate the Debtors and
their Affiliates but instead strictly recognizesetltorporate integrity of each of the
Debtors would yield a very divergent result frome tiplan based on substantive
consolidation. In a plan that strictly recognities corporate integrity of the Debtors, all
Allowed Guarantee Claims and Intercompany Claimsildidoe recognized in full and
receive distributions based on their full amountolders of Allowed Claims of a
particular Debtor would be entitled to receive stbibution only from the assets of that
particular Debtor. In the Debtors’ Chapter 11 Gagea plan that strictly recognizes the
corporate integrity of each Debtor, the holdersAdibwed Claims of the different
Debtors would receive disparate Distributions, edain Debtors have more assets or
liabilities than others. As the ultimate parenthgany for Lehman, LBHI issued various
guarantees and had significant Intercompany ligdsli As compared to Distributions
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under the Plan, distributions by LBHI would be ghealiluted and spread across a large
group of holders of Allowed Claims based on direbtigations of LBHI, Guarantees
Claims and Intercompany Claims.

A plan (i) based on substantive consolidation oy that that strictly
recognizes the corporate integrity of each Debt@muld both invite protracted litigation
with respect to such determination and the Clairhgchvwould take years to resolve.
Any additional distributions received by a partenulClass under such plan would be
diminished by the time value of money from havingited years to receive such
payments.

If the Plan is not confirmed, the Debtors may reamaichapter 11 for an
extended period of time and incur significant aiddil expenses in the management of
their assets. Undoubtedly, as a result of the itextion of exclusivity, there will be
multiple plan proposals with attendant litigatios @ such proposals that may further
extend the length of the Chapter 11 Cases and ialftemcrease the costs of
administration. The Debtors’ management believed the Plan enables holders of
Allowed Claims to realize a fair and equitable neery and value under the
circumstances, and the best opportunity for an @ikpas conclusion of these atypical
Chapter 11 Cases.

B. Ligquidation under Chapter 7

If no plan is confirmed, the Chapter 11 Cases nm&agdnverted to cases
under chapter 7 of the Bankruptcy Code, pursuamthich a trustee would be elected or
appointed to liquidate all of the Debtors’ assetsdistribution to creditors in accordance
with the priorities established by the Bankruptcgd€. It is impossible to predict
precisely how the proceeds of the liquidation woblkl distributed to the respective
holders of Claims against or Equity Interests & Drebtors.

The Debtors’ management believes that in liquigdatimder Chapter 7,
before creditors received any distribution, addiéibadministrative expenses involved in
the appointment of a trustee or trustees and &ysrraccountants and other Professionals
to assist such trustees would cause a substamaidion in the value of the Debtors’
assets. The assets available for distributiorréditors would be sold at distressed prices
and reduced by such additional expenses and byn€laome of which would be entitled
to priority, which would arise by reason of theulidation and from the rejection of leases
and other executory contracts in connection with tessation of operations and the
failure to realize the greater orderly liquidatiadue of the Debtors’ assets.

In a liquidation under chapter 11, the Debtorseéssould be sold in an
orderly fashion over a more extended period of tilh@n in a liquidation under chapter 7.
Thus, Debtors’ management believes that a Chagtdigidation is likely to result in
greater recoveries than in a chapter 7 liquidafanall Classes. The Debtors further
believe that the Plan provides for distributionsnirthe liquidation of the Debtors that
could be made in a time frame that would be simdaany such distributions that could
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be made in a liquidation of such Debtors under tdrapp Notwithstanding the foregoing,
any distribution to the holders of Claims and Eguitterests under a chapter 11
liquidation plan may be substantially delayed.

THE DEBTORS BELIEVE THAT THE PLAN AFFORDS
SUBSTANTIALLY GREATER BENEFITS TO HOLDERS OF IMPAIED CLAIMS
THAN WOULD ANY OTHER REASONABLY CONFIRMABLE
REORGANIZATION PLAN OR LIQUIDATION UNDER ANY CHAPTIR OF THE
BANKRUPTCY CODE.

The Liquidation Analysis, prepared by the Debtorghviheir financial
advisors and attached hereto as Exhibit 5, is m@&inupon a liquidation in a chapter 7
case. In the analysis, the Debtors have taken actpunt the nature, status, and
underlying value of the assets of the Debtorsuttimate realizable value of such assets,
and the extent to which the assets are subjeidrie &nd security interests.

THE DEBTORS BELIEVE THE RECOVERIES ESTIMATED TO BE
AVAILABLE IN LIQUIDATION ARE NOT LIKELY TO AFFORD HOLDERS OF
CLAIMS AS GREAT A REALIZATION POTENTIAL AS DOES THEPLAN.

XVII. VOTING PROCEDURES AND REQUIREMENTS
A. Ballots and Voting Deadline

A Ballot for the acceptance or rejection of therPia enclosed with the
Disclosure Statement mailed to the holders of Cdaihat the Debtors believe may be
entitled to vote to accept or reject the Plan. BRE COMPLETING YOUR BALLOT,
PLEASE READ CAREFULLY THE VOTING INSTRUCTION SHEETTHAT
ACCOMPANIES THE BALLOT.

If you are entitled to vote to accept or reject Rien, a Ballot is enclosed
for the purpose of voting on the Plan. If you hGléims in more than one Class and you
are entitled to vote Claims in more than one Clgss, will receive separate Ballots,
which must be used for each separate Class of €laifBallots and master ballots
(“Master Ballot$) should be returned to:

If by overnight mail or hand delivery, to: If by first-class mail, to:

Epiq Bankruptcy Solutions, LLC Lehman Ballot Processing Center
Attn: Lehman Ballot Processing Center c/o Epig Bankruptcy Solutions, LLC
757 Third Avenue, 3rd Floor FDR Station, P.O. Box 5014

New York, New York 10017 New York, New York 10150-5014

If the return envelope provided with your Ballot svaddressed to your
bank or brokerage firm, please allow sufficientdifor that firm to process your vote on
a Master Ballot before the VotinBeadline (4:00 p.m., prevailing Eastern Time,

__,2010).
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TO BE COUNTED, YOUR BALLOT INDICATING ACCEPTANCE OR
REJECTION OF THE PLAN MUST BERECEIVED BY NO LATER THAN 4:00
P.M. (PREVAILING EASTERN TIME) ON __, 2010. ANY EXECUTED
BALLOT RECEIVED THAT DOES NOT INDICATE EITHER AN ACEPTANCE
OR A REJECTION OF THE PLAN SHALL NOT BE COUNTED

Pursuant to the Disclosure Statement Order, thekiBatcy Court set
__, 2010 as the record date for holde@aiins and Equity Interests entitled to
vote on the Plan (the “Voting Record Date Accordingly, only holders of record as of
the Voting Record Date that otherwise are entittegtote under the Plan will receive a
Ballot and may vote on the Plan

YOU WILL NOTE THAT YOUR BALLOT SETS FORTH A CLAIM
AMOUNT THAT IS BASED EITHER ON YOUR PROOF OF CLAINDR DEBTORS’
SCHEDULES OF LIABILITIES. BY INCLUDING SUCH CLAIM AMOUNT,
DEBTORS ARE NOT ADMITTING THAT YOU HAVE A CLAIM IN THE STATED
AMOUNT AND ARE NOT WAIVING ANY RIGHTS THEY MAY HAVE TO
OBJECT TO YOUR VOTING OF THE CLAIM IN SUCH AMOUNT R YOUR
RECOVERY UNDER THE PLAN BASED ON SUCH AMOUNT.

B. Voting Procedures

Under the Bankruptcy Code, for purposes of detengirwhether the
requisite acceptances have been received, onletsolf Impaired Claims who actually
vote will be counted. The failure of a holder telider a duly executed Ballot will be
deemed to constitute an abstention by such holdarrespect to voting on the Plan and
such abstentions will not be counted as votesfagainst the Plan.

The Debtors are providing the solicitation materied holders of Claims
and Equity Interests that are entitled to vote ifflble Claims) whose names (or the
names of whose Nominees) appear as of the VotingopreeDate in the records
maintained by the Debtors, the securityholdersrhisintained by the indenture trustee
and the list of participants provided by the Depwgi Trust Company, Euroclear Bank,
Clearstream Bank, or other applicable depositaddominees should provide copies of
the solicitation materials to the beneficial ownefshe Eligible Claims. Any beneficial
owner of Eligible Claims who has not received al@atshould contact his/her or its
Nominee or the Solicitation Agent.

Holders of Eligible Claims should provide all oktinformation requested
by the Ballots they receive. Holders of Eligibléaiths should complete and return all
Ballots that they receive in the return envelopevted with each such Ballot.

C. Special Note for Holders of Notes Issued DirectlyybLBHI

For purposes of the notes issued directly by LBthe (“LBHI Issued
Notes), only holders of the LBHI Issued Notes as of ¥ating Record Date are entitled

US_ACTIVE:\43327890\22\43327890_22.DOC\58399.0003 137



to vote on the Plan. The indenture trustee witlvaie on behalf of the holders of such
notes. Holders must submit their own Ballots.

1. Beneficial Owners

A beneficial owner holding LBHI Issued Notes asarecholder in its own
name should vote on the Plan by completing andirsigthe enclosed Ballot and
returning it directly to the Solicitation Agent @n before the Voting Deadline using the
enclosed self-addressed, postage-paid envelope.

Any beneficial owner holding LBHI Issued Notes irstreet name”
through a Nominee may vote on the Plan by one effthlowing two methods (as
selected by such beneficial owner's Nominee).

- Complete and sign the enclosed beneficial owneloBalReturn the Ballot to
your Nominee as promptly as possible and in sefficitime to allow such
Nominee to process the Ballot and return it to 8wdicitation Agent by the
Voting Deadline. If no self-addressed, postagelmaivelope was enclosed for
this purpose, contact the Solicitation Agent fatinctions.

« Complete and sign the pre-validated Ballot (as rilesd below) provided to you
by your Nominee. Return the pre-validated Baltotite Solicitation Agent by the
Voting Deadline using the enclosed self-addressestage-paid envelope.

Any Ballot returned to a Nominee by a beneficialnew will not be
counted for purposes of acceptance or rejectiaghePlan until such Nominee properly
completes and delivers to the Solicitation AgerdttBallot or a Master Ballot that
reflects the vote of such beneficial ownéFhe Plan Proponents are not responsible
for a Nominees failure to timely and accurately trasmit to the Solicitation Agent a
beneficial holder’s Ballot or Master Ballot.

2. Nominees

A Nominee that is the registered holder of LBHIuled Notes for a
beneficial owner on the Voting Record Date shoubdam the votes of the beneficial
owners of such LBHI Issued Notes, consistent witht@amary practices for obtaining the
votes of securities held in “street name,” in ohéhe following two ways:

a. Pre-Validated Ballots

A Nominee may pre-validate a Ballot by: (i) signitige Ballot; (ii)
indicating on the Ballot the name of the registdnettler and the amount of LBHI Issued
Notes held by the Nominee; and (iii) forwarding Isi8allot together with the solicitation
materials and other materials requested to be foleda to the beneficial owner for
voting. The beneficial owner must then completittfiormation requested in the Ballot,
review the certifications contained in the Ballahd return the Ballot directly to the
Solicitation Agent in the pre-addressed, postage @avelope so that it is received by the
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Solicitation Agent before the Voting Deadline. iatlof the beneficial owners to whom
“pre-validated” Ballots were delivered should be im@ned by the Nominee for
inspection for at least one year from the Votinga@lame.

b. Master Ballots

A Nominee may obtain the votes of beneficial owngysforwarding to

the beneficial owners the unsigned Ballots, togethgh the Disclosure Statement, a
return envelope provided by, and addressed to, Nbminee, and other materials
requested to be forwarded. Each such beneficiakownust then indicate his/her or its
vote on the Ballot, complete the information rededsin the Ballot, review the
certifications contained in the Ballot, execute 8a&llot, and return the Ballot to the
Nominee. After collecting the Ballots, the Noming®ould, in turn, complete a Master
Ballot compiling the votes and other informatiolorfr the Ballot, execute the Master
Ballot, and deliver the Master Ballot to the Sdhtion Agent so that it is received by the
Solicitation Agent before the Voting Deadline. Billots returned by beneficial owners
should either be forwarded to the Solicitation Agélong with the Master Ballot) or
retained by Nominees for inspection for at least year from the Voting Deadline.

EACH NOMINEE SHOULD ADVISE ITS BENEFICIAL OWNERS
TO RETURN THEIR BALLOTS TO THE NOMINEE BY A DATE
CALCULATED BY THE NOMINEE TO ALLOW IT TO PREPARE AN D
RETURN THE MASTER BALLOT TO THE SOLICITATION AGENT SO THAT
IT IS RECEIVED BY THE SOLICITATION AGENT BEFORE THE VOTING
DEADLINE.

3. Securities Clearing Agencies

The Debtors expect that The Depository Trust CompBaroclear Bank,
Clearstream Bank, and each other applicable depgpsibs a Nominee holder of
securities issued or guaranteed by the Debtorsawdnge for its participants to vote by
providing a record date listing of participantsiged to vote. Such participants will be
authorized to vote their Voting Record Date possideld in the name of such securities
clearing agencies.

4. Miscellaneous

For purposes of voting to accept or reject the Pia@ beneficial owners
of LBHI Issued Notes will be deemed to be the “leosd of the Claims represented by
such LBHI Issued Notes. Unless otherwise ordegethhé Bankruptcy Court, Ballots that
are signed, dated and timely received, but on waigbte to accept or reject the Plan has
not been indicated, will not be counted. The Defjtan their sole discretion, may
request that the Solicitation Agent attempt to aohsuch voters to cure any such defects
in the Ballots.

Except as provided below, unless the Ballot is ynsubmitted to the
Solicitation Agent before the Voting Deadline tdgst with any other documents
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required by such Ballot, the Debtors may, in tlsgite discretion, reject such Ballot as
invalid, and therefore decline to utilize it in ¢wttion with seeking Confirmation of the
Plan.

In the event of a dispute with respect to any LBd$lued Note Claim, any
vote to accept or reject the Plan cast with resmesuch Claim will not be counted for
purposes of determining whether the Plan has beesp&ed or rejected, unless the
Bankruptcy Court orders otherwise.

D. Fiduciaries and other Representatives

If a Ballot is signed by a trustee, executor, adstiator, guardian,
attorney-in-fact, officer of a corporation or anettacting in a fiduciary or representative
capacity, such Person should indicate such capatign signing and, unless otherwise
determined by the Debtors, must submit proper exmieesatisfactory to the Debtors of
authority to so act. Authorized signatories shosidhmit the separate Ballot of each
beneficial owner for whom they are voting.

UNLESS THE BALLOT BEING FURNISHED IS TIMELY
SUBMITTED TO THE SOLICITATION AGENT ON OR PRIOR TAHE VOTING
DEADLINE, SUCH BALLOT WILL BE REJECTED AS INVALID AND WILL NOT
BE COUNTED AS AN ACCEPTANCE OR REJECTION OF THE PNAPROVIDED,
HOWEVER, THAT THE DEBTORS RESERVE THE RIGHT, IN THEIR SOLE
DISCRETION, TO REQUEST OF THE BANKRUPTCY COURT THAANY SUCH
BALLOT BE COUNTED. IN NO CASE SHOULD A BALLOT BE BLIVERED TO
ANY ENTITY OTHER THAN THE NOMINEE OR THE SOLICITATON AGENT.

E. Parties Entitled to Vote

Generally, any holder of an Allowed Claim againstEquity Interest in
any of the Debtors at the date on which the orgeraving this Disclosure Statement is
entered by the clerk of the Bankruptcy Court wh@dam or Equity Interest has not
previously been disallowed by the Bankruptcy Casidntitled to vote to accept or reject
the Plan if such Claim or Equity Interest is Impditunder the Plan. Under section 1124
of the Bankruptcy Code, a class of Claims or Equntgrests is deemed to be “Impaired”
under a plan unless (i) the plan leaves unaltdredetyal, equitable and contractual rights
to which such Claim or Equity Interest entitles ttader thereof or (ii) notwithstanding
any legal right to an accelerated payment of suaimCor Equity Interest, the plan cures
all existing defaults (other than defaults resgjtinom the occurrence of events of
bankruptcy) and reinstates the maturity of suchinClar Equity Interest as it existed
before the default.

A holder of a Claim or Equity Interest may voteaitcept or reject a plan
if the Claim or Equity Interest is “allowed,” whicimeans generally that no party-in-
interest has objected to such Claim or Equity bggrand the Claim or Equity Interest is
Impaired by the plan. If, however, the holder of lmpaired Claim or Equity Interest
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will not receive or retain any property under th&npon account of such Claim or Equity

Interest, the Bankruptcy Code deems such holdehawee rejected the plan, and,

accordingly, holders of such Claims and Equitylesés do not actually vote on the plan.
If a Claim or Equity Interest is not Impaired bytplan, the Bankruptcy Code deems the
holder of such Claim or Equity Interest to haveegted the plan and, accordingly,

holders of such Claims and Equity Interests areentitled to vote on the plan.

The Plan does not include any Classes or Equitgrésts that are not
Impaired.

Holders of Claims in LBHI Class 5 are Impaired i not receive or
retain any property under the Plan on account eir t&laims. All Holders of Equity
Interests in the Debtors are impaired. Accordinginder section 1126(g) of the
Bankruptcy Code, Classes LBHI Class 5 and Equitgrésts in all Debtors are deemed
to have rejected the Plan and are not entitledte w respect of the Plan.

Therefore, in accordance with sections 1126 an® ifzhe Bankruptcy
Code, the Debtors are only soliciting acceptanicms holders of Claims in all Classes.

Any Claim or Equity Interest as to which an objenthas been filed is not
entitled to vote, unless the Bankruptcy Court, uppplication of the holder to whose
Claim or Equity Interest an objection has been madegporarily allows such Claim or
Equity Interest to the extent that it deems prdpethe purpose of accepting or rejecting
the Plan.

A vote may be disregarded if the Bankruptcy Cowtiednines, pursuant
to section 1126(e) of the Bankruptcy Code, thatas not solicited or procured in good
faith or in accordance with the provisions of thenBruptcy Code.

F. Agreements Upon Furnishing Ballots

The delivery of an accepting Ballot to the Solitda Agent by a holder
of Eligible Claims pursuant to one of the proceduset forth above will constitute the
agreement of such holder to accept (i) all of teems of, and conditions to the
Solicitation and (ii) the terms of the Plgmpvided, however, all parties in interest retain
their right to object to Confirmation of the Plamurpuant to section 1128 of the
Bankruptcy Code.

G. Waivers of Defects, Irregularities, Etc

Unless otherwise directed by the Bankruptcy Calltguestions as to the
validity, form, eligibility (including time of redet), acceptance and revocation or
withdrawal of Ballots will be determined by the Bdhtion Agent and the Debtors in
their sole discretion, which determination will Beal and binding. As indicated in
Section XVII—"Voting Procedures and Requirementsfective withdrawals of Ballots
must be delivered to the Solicitation Agent priortihe Voting Deadline. The Debtors
reserve the absolute right to contest the validitgny such withdrawal. The Debtors
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also reserve the right to reject any and all Ballodt in proper form, the acceptance of
which would, in the opinion of the Debtors or thegunsel, be unlawful. The Debtors
further reserve the right to waive any defectsri@gularities or conditions of delivery as
to any particular Ballot. The interpretation (inding the Ballot and the respective
instructions thereto) by the Debtors, unless otiswlirected by the Bankruptcy Court,
will be final and binding on all parties. Unlessived, any defects or irregularities in
connection with deliveries of Ballots must be cuvathin such time as the Debtors (or
the Bankruptcy Court) determine. Neither the Debtwr any other Person will be under
any duty to provide notification of defects or gugarities with respect to deliveries of
Ballots nor will any of them incur any liabilitidsr failure to provide such notification.
Unless otherwise directed by the Bankruptcy Caletivery of such Ballots will not be
deemed to have been made until such irregulatiée® been cured or waived. Ballots
previously furnished (and as to which any irregtiles have not theretofore been cured
or waived) will be invalidated.

H. Withdrawal of Ballots; Revocation

Any party who has delivered a valid Ballot for theceptance or rejection
of the Plan may withdraw such acceptance or reedty delivering a written notice of
withdrawal to the Solicitation Agent at any timeagprto the Voting Deadline. A notice
of withdrawal, to be valid, must (i) contain thesdeption of the Claim(s) to which it
relates and the aggregate principal amount repi@sdxy such Claim(s), (ii) be signed by
the withdrawing party in the same manner as théoBhking withdrawn, (iii) contain a
certification that the withdrawing party owns théai@(s) and possesses the right to
withdraw the vote sought to be withdrawn and (ig)rbceived by the Solicitation Agent
in a timely manner at the address set forth ini&ecXVIl— “Voting Procedures and
Requirements.” Prior to the filing of the Plangtbebtors intend to consult with the
Solicitation Agent to determine whether any withvdaés of Ballots were received and
whether the Requisite Acceptances of the Plan baee received. As stated above, the
Debtors expressly reserve the absolute right totesbnthe validity of any such
withdrawals of Ballots.

Unless otherwise directed by the Bankruptcy Caumpurported notice of
withdrawal of Ballots which is not received in enély manner by the Solicitation Agent
will not be effective to withdraw a previously cé&stllot.

Any party who has previously submitted to the Stateon Agent prior to
the Voting Deadline a properly completed Ballot mayoke such Ballot and change his
or its vote by submitting to the Solicitation Ageptior to the Voting Deadline a
subsequent properly completed Ballot for acceptangejection of the Plan. In the case
where more than one timely, properly completeddadl received, only the Ballot which
bears the latest date will be counted for purpadedetermining whether the Requisite
Acceptances have been received.

The Debtors will pay all costs, fees and expenssating to the
Solicitation.
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Further Information; Additional Copies

If you have any questions or require further infation about the voting
procedure for voting your Claim or about the stditon materials, or if you wish to
obtain an additional copy of the Plan, this DisalesStatement, or any exhibits to such
documents (at your own expense, unless otherwisafggally required by Federal Rule
of Bankruptcy Procedure 3017(d)), please contacBSulicitation Agent:

Epiq Bankruptcy Solutions, LLC
Attn: Lehman Ballot Processing Center
757 Third Avenue, 3rd Floor
New York, New York 10017
(646) 282-1800
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XVIIl. CONCLUSION AND RECOMMENDATION

The Debtors believe that confirmation and impleragan of the Plan is
preferable to any of the alternatives describedraliiecause it will provide the greatest
recoveries to holders of Claims. Other alternativeould involve significant delay,
uncertainty and substantial additional administeosts. The Debtors urge holders of
impaired Claims entitled to vote on the Plan toeptdhe Plan and to evidence such
acceptance by returning their Ballots so that thwl be received no later than [ :
_].m., Eastern Time, on [ , ].

Dated: New York, New York
April 14, 2010

LEHMAN BROTHERS HOLDINGS INC., a
Delaware corporation

By:

Name:
Title:

LEHMAN COMMERCIAL PAPER INC., a New
York corporation

By:

Name:
Title:

LEHMAN BROTHERS COMMODITY
SERVICES INC., a Delaware corporation

By:

Name:
Title:
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LEHMAN BROTHERS SPECIAL FINANCING
INC., a Delaware corporation

By:

Name:
Title:

LEHMAN BROTHERS OTC DERIVATIVES
INC., a Delaware corporation

By:
Name:
Title:

LEHMAN BROTHERS COMMERCIAL
CORPORATION, a Delaware corporation

By:

Name:
Title:

LEHMAN BROTHERS DERIVATIVE
PRODUCTS INC., a Delaware corporation

By:

Name:
Title:

LEHMAN BROTHERS FINANCIAL PRODUCTS
INC., a Delaware corporation

By:

Name:
Title:
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LB 745 LLC, a Delaware limited liability company

By:

Name:
Title:

PAMI STATLER ARMS LLC., a Delaware limited
liability company

By:

Name:
Title:

CES AVIATION LLC, a Delaware limited liability
company

By:

Name:
Title:

CES AVIATION V LLC, a Delaware limited
liability company

By:

Name:
Title:

CES AVIATION IX LLC, a Delaware limited
liability company

By:

Name:
Title:
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EAST DOVER LIMITED., a limited liability
company organized under the laws of
Ireland

By:

Name:
Title:

LUXEMBOURG RESIDENTIAL PROPERTIES
LOAN FINANCE S.A.R.L., a Luxembourg
private limited liability company

By:

Name:
Title:

BNC MORTGAGE LLC a Delaware limited
liability company

By:

Name:
Title:

STRUCTURED ASSET SECURITIES
CORPORATION., a Delaware corporation

By:

Name:
Title:

LB ROSE RANCH LLC., a Delaware limited
liability company

By:

Name:
Title:
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LB 2080 KALAKAUA LLC., by its managing
member PAMI LLC, a Delaware limited
liability company

By:

Name:
Title:

MERIT LLC., a Delaware limited liability company

By:

Name:
Title:

LB PREFERRED SOMERSET LLC., a Delaware
limited liability company

By:

Name:
Title:

LB SOMERSET LLC., a Delaware limited liability
company

By:

Name:
Title:
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