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Important Notice

This Exhibit is to be read in conjunction with the eleventh witness statement of
Anthony Victor Lomas dated 31 October 2014.

The illustrative financial analysis in this Exhibit is predominantly based on
information contained in the Joint Administrators’ Twelfth Progress Report, relating to
the period 15 March 2014 to 14 September 2014 (the “Twelfth Progress Report’),
at pages 1 to 50 of this Exhibit.

Page one of the Twelfth Progress Report (set out at page 3 of this Exhibit) contains
an “Important Notice” which sets out caveats to creditors and third parties in relation
to the information provided in the report. The Twelfth Progress Report also provides
additional detail in relation to the figures and the assumptions underpinning them.
These caveats and assumptions also apply, to the extent relevant, to the illustrative
financial information contained in this Exhibit.

Throughout this Exhibit, examples have been provided either to explain and illustrate
how particular issues arise or to indicate the potential impact of an issue in the
Application on a hypothetical claim and/or the LBIE estate as a whole. Such
examples are purely for illustrative purposes and are not intended to be
representative of any real individual claims. Where an example includes certain
assumptions with a view to simplifying the example and/or limiting its scope to the
issue at hand, such assumptions are specific to, and should not be taken to apply
more broadly than, that example.
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| Important notice

Creditors will note that this report
provides data relating to certain
estimated future costs, recoveries and
Senior unsecured creditor claim
amounts. Please note that there continue
to be significant matters which remain
unresolved that may materially impact
any or all of these estimates and, in turn,
the overall return for LBIE creditors.
Furthermore, for reasons of commercial
sensitivity, confidentiality and/or legal
privilege, the Administrators are unable
to provide detailed commentary on
certain of these matters.

On page 7 of this report, the
Administrators have set out an updated
illustrative range of the amount of
surplus funds likely to be available after
payment in full of the Senior unsecured
claims of creditors. The precise amount
of that surplus remains uncertain. The
rights of Senior and subordinated
creditors, including Subordinated Debt
holders, to share in the eventual surplus
remain to be determined.

The Administrators reserve all rights
concerning the relevance and calculation
of all claims against the LBIE estate that
might eventually share in the surplus.
No conclusion should be drawn or
inferred from this report as to the way in
which such claims will eventually be
assessed.

The Administrators continue to
caution creditors against using
data in this report as a basis for
estimating the value of their
claims or their likely eventual
entitlement to payment from the
surplus. LBIE, the Administrators,
their firm, its members, partners
and staff and advisers accept no
liability to any party for any
reliance placed upon this report.

LBIE also expressly reserves all of its
rights against third parties on all matters
and no conclusion should be drawn by
third parties as to LBIE’s position or
legal arguments on any such matters
from references made in this report.

Whilst amounts included in this report
are stated in sterling, certain elements of
LBIE’s assets continue to be
denominated in currencies other than
sterling.

This report includes various defined
terms as set out in the updated glossary
of terms in Appendix E.
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Section 1:

Purpose of the Administrators’ report

Introduction

This report has been prepared by the Administrators of
Lehman Brothers International (Europe) under Rule 2.47(3) of
the Insolvency Rules.

This is the twelfth such formal update to unsecured creditors
and it provides details of progress made in the 6-month period
15 March 2014 to 14 September 2014. The statutory receipts
and payments accounts for the same period are attached at
Appendix A.

Wherever possible, again the Administrators have sought not
to duplicate information disclosed to creditors in previous
updates and reports. A copy of previous progress reports and
other important announcements can be found at
www.pwe.co.uk/lehman.

The Administrators will host a 1-hour webinar on 29

October 2014, giving creditors an opportunity to heara
summary of the current circumstances of the Administration
and to participate in a question and answer session. Details of
the webinar will be posted on the above LBIE website.

Objective of the Administration

The Administrators continue to pursue the statutory objective
and specific aims as set out in previous reports and which are
summarised at Appendix D.

Creditors’ Committee

The Administrators continue to meet with the Committee to
review progress and consult on major issues by way of physical
meetings, telepresence or audio conference calls.

The Administrators remain grateful to the members of the
Committee for their continuing efforts in support of the
Administration.

Details of the Committee members are listed in Appendix D.

Lehman Brothers International (Europe) ~ In Administration
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Future report and updates

The next formal progress report to creditors will be in 6
months’ time.

In the interim, we will provide ad hoc updates in the event of
any material developments concerning entitlements to the
surplus or other significant matters through the LBIE website,
or by other means as appropriate.

Signed:

s

AV Lomas

Joint Administrator

Lehman Brothers International (Europe)
In Administration



Section 2:

Executive summary and financial update

Overall progress since commencement of
the Administration

Across the House and the Trust Estates c.£34bn of value has
now been returned to counterparties, with the potential for
further returns of another ¢.£8-gbn of value ultimately. A
fourth interim distribution was paid to Senior unsecured
creditors in the period, bringing their dividend to 100p/£1,
with a substantial surplus now remaining to be paid to
creditors in due course. A comprehensive directions
application was made to the UK High Court in the period,
representing a significant step towards resolution of the
complex, surplus entitlement question.

In addition, 106% of Best Claim values has now been paid to
Omnibus Trust beneficiaries, and excess tax reserves of
¢.$0.9bn primarily held at the IRS have now been released and
distributed.

The key cumulative returns to date and total indicative Low
and High case final outcome returns are detailed below.

Indicative
final outcome
Returned
to date Low High
£bn £bn £bn
House Estate returns’
Unsecured claims distributi 11.52 18.50 19.95
Overseas creditor settlements 0.21 0.21 0.21
Trust Estate returns — third parties
(excluding appropriations)
Client Assets’ 14,11 14.15 14.12
Omnibus Trust 3.85
Pre-Administration Client Money
(including payments in lieu thereof) 0.06 0.08 0.08
Post-Administration Client Money” 1.86 1.90 1.89
Trust Estate returns - Affiliates
{excluding appropriations)
Client Assets 0.78 1.02 1.02
Post-Administration Client Money” 1.73 1.82 1.81
Total returns 34.12 41.93 43.33
1. ‘House Estate returns’ exclude the Pension Scheme deficit and other

potential payments to counterparties included as priority claims.
2, The Low case is higher than the High case as more appropriations are
assumed on the High case basis.
The final outcome returns are indicative and creditors are
reminded that such returns represent an estimate only and that
significant matters remain unresolved that may materially
impact this estimate.

Introduction

The last 6 months have seen the commencement of a shift in
the priorities of the Administration. Further good progress has
resulted in Senior unsecured claims agreement and collection
of House receivables moving towards their final stages, with
only a relatively small number of each remaining compared to
a year ago. Similarly, Client Assets and Omnibus Trust returns
have been progressed materially, with those estates now well
on the way towards conclusion, hopefully around mid-2015.
Whilst the Client Money estate has also benefited from many
more claims being resolved in the period, factors outside of the
Administrators’ control affecting the BarCap claim also need to
be resolved before this estate can be finally closed. Our Surplus
Entitlement Proposal circulated 6 months ago and subsequent
efforts have not resulted in a consensual resolution. As a result,
the alternative route of seeking a judicially-determined
outcome was commenced in the period, comprising the
Waterfall IT Application and the Waterfall I Appeal.

This new phase of the Administration creates uncertainty from
a planning perspective with the likely duration of court
proceedings being unknown. The Administrators will take all
reasonable steps in the intervening period to be in the best
position possible to promptly distribute the surplus when the
method of calculating individual entitlements is known.

Significant developments in the period

Developments in the period in respect of the 3 most significant
matters which will determine the eventual quantum of surplus
available after repayment of creditors’ Senior unsecured claims
against the House Estate were as follows:

1. House receivables (Section 3.1)

We have recovered a further £0.98bn and completed a further
258 Street and Exchanges debtor groups. A number of the
largest unresolved debtor positions have been closed out on a
negotiated basis, with outcomes marginally below the
individual indicative High case estimates overall.

On the largest continuing debtor, AGR, the long-awaited
Special Referee’s decision was handed down. This has denied
LBIE access to some of the material it sought, so an appeal has
been made.

Significant progress has been made regarding other third party
receivables ahead of the key sixth anniversary of the
Administration. Litigation has commenced against a limited
number of debtors and standstill arrangements have been
entered into with other counterparties, where necessary, whilst
negotiations continue to conclude debt recoveries on
appropriate terms.

Joint Administrators’ twelfth progress report for the period from 15 March 2014 to 14 September 2014
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Also in the period, an agreement in principle was reached with
LBHI relating mainly to outstanding issues on the LB Lux and
LBB estate receivables. Since the period end, this agreement
has been executed.

2, Senior unsecured creditors (Section 3.2)

The fourth interim unsecured dividend (at a rate of 7.8p/£1),
totalling £0.80bn, was paid on 30 April 2014 t0 1,509
claimants. Further ‘catch-up’ dividends of £1.81bn were also
paid in the period.

Agreed/admitted claims have increased in number by 285 to
2,683, with the total agreed/admitted claim value increasing by
£0.78bn to £11.73bn (excluding CME claims). This reflects
increasing engagement via bilateral negotiation, the use of
admittance letters for unresponsive claimants and resolving
contingent Client Assets shortfall claims.

A further 61 claims (Proofs of Debt totalling £0.23bn) have
been rejected in part or in whole, with legal proceedings to vary
this decision being commenced by creditors in only a limited
number of cases.

Approximately 330 claims remain to be agreed, which in value
terms represent c¢.7% of the indicative High case outcome
estimate of total Senior unsecured creditor claims.

The Pension Scheme deficit litigation was consensually settled
in the period, with the settlement recently being approved by
the Upper Tribunal. The settlement resulted in £0.08bn being
payable by LBHI and LBEL, with LBIE contributing an amount
expected to be in the region of £0.12bn as a priority claim of the
Administration.

There remain frequent and regular UK High Court hearings on
various bilateral counterparty issues, including appeals against
rejections of Proofs of Debt, with less frequent hearings in
other jurisdictions.

3. Future costs of the Administration and priority
claims (Section 4)

Future Administration costs are estimated at £0.79bn in both
the indicative High and Low case outcomes, with further detail
provided in Section 4 of this update report.

The forecast costs are based on a series of forward-looking
assumptions which may or may not prove valid. The
Administrators therefore caution that significant uncertainties
remain regarding litigation, other outcomes and timings, which
could materially affect the actual future costs that will be
incurred in concluding the Administration.

Priority claimants include the potential liability for certain
indemnities given post-Administration and other potential
claims (including tax provisions) that could crystallise in
certain circumstances and be payable by the Administration.
The Pension Scheme deficit Proof of Debt value is now being

Lehman Brothers International (Europe) - In Administration
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treated as a priority claim of the Administration rather than as
a Senior unsecured claim.

The following further progress has been made towards closure
of LBIE’s Trust Estate:

1. Omnibus Trust (Section 5.1)

The agreement of the US withholding tax treatment for the first
Omnibus Trust distribution enabled a release of excess tax
reserves held by the IRS, resulting in a ‘true-up’ gross
distribution of a further $0.92bn being paid on 12 June 2014.

A further ‘catch-up’ gross distribution of $0.32bn was also paid
on 12 June 2014 to eligible beneficiaries.

2, Other Client Assets (Section 5.2)

A significant number of other returns, including Client Assets
released by LBHK, have been achieved in the period,
continuing progress towards the cessation of LBIE’s custodian
activities.

3. Client Money estate (Section 5.3)

A further 188 CME counterparties (1,191 to date) have been
agreed and resolved.

A second interim Client Money distribution was made at the
rate of 25% (48.2% to date), with interim distributions totalling
$0.54bn ($0.67bn to date) made to Client Money creditors (of
which $0.53bn was paid to LBIE’s nominee, as assignee of a
large number of CME claims).

The principal impediment to moving forward with plans to
finalise the Client Money estate continues to be resolution of
the BarCap claim. The US appeal court judgment relating to
the litigation between LBI and BarCap was handed down in
August 2014 in favour of BarCap and LBI’s subsequent
application for a retrial was denied on 23 September 2014. At
the date of this report, the next steps to be taken by the
respective parties in the litigation are unclear. Accordingly, the
ultimate impact of this for LBIE remains uncertain and the
timing of any resolution to the LBI/BarCap dispute remains
outside of LBIE’s control.

Surplus entitlements and related UK High Court
process (Section 6)

Following continued engagement with a number of major
creditors in the period, the position remains that a consensual
compromise solution, in whole or part, o the rights of credilors
to Post-Administration Interest and non-provable Currency
Conversion Claims is currently unachievable.

As a result, various aspects of the 14 March 2014 Waterfall I
Application judgment are now being appealed by several of the
parties (including LBIE) and the Waterfall IT Application has
commenced, seeking answers to 39 questions related to the
surplus entitlement issue.



Indicative financial outcome

Set out in the table below is an updated summary of the indicative Low and High case financial outcome scenarios for Senior
unsecured creditors. This should be read in conjunction with the narrative and assumptions set out below and elsewhere in this
report.

The indicative Low and High case outcomes have increased by £1.44bn and £0.40bn, respectively, since our previous report,
largely due to continued progression in Senior unsecured claims agreement at amounts below their originally claimed Proof of
Debt values and release of Senior unsecured claim reserves related to Client Assets claimant creditors, together with certain
improved assumed House receivables.

Low High Dlfference
Page House Estate £bn £bn £bn
30 “(_Jf_?_h_‘(_!f_gosits and government bonds 6.51 . 6.51 -
"30/33  Add back. interim dividends paid (£11.52bn) and accrued (£0.21bm) to date M7 1173
o - ‘ I oz 1 az4
................ Projected movements O UMt oo 11 FPUMERA Lot 0B FRP RS esR LRI T e B ] R U s Ao e
24 Net Client Money benefit to the House Estate 0.88 093 ________________ 005
10 Houserecsivables s 086 172088
“I:??m”Iﬁoai?i??}“iﬁ?i"m” iRk . TR NE GRS U “ 003 ........ 0 - o~
- ‘13 F'L;Itlllj‘re es.ﬁr.T.];.te.d costs ......................................................... 3 79.) (079)

2 pno e e S S e e ( 620') =
i ——— st = ‘‘‘‘‘‘ ot
................ Fundsavanamefo.-Semor unsecured';;;éi'iors 13501995 - 145

13 Senior unsecured creditors (13.56) (12.56) 1.00

Surplus before Post-Administration Interest, Subordinated Debt
and other non-provable claims 4.94 7.39 245

As the difference between the indicative Low and High case scenarios has reduced further, so too has the scope for the eventual
outcome to be materially outside of this range.

Outcome
(£bn)

8
6
Surplus 3 / e ——
2
0

) 4
Deficit ® /

Mar 2013 Sept 2013 Mar 2014 Sept 2014

=== High case outcome  e=mmm=| ow case outcome
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The key sensitivities to the eventual quantum of the
Administration surplus are:

e  theamount at which the remaining Senior unsecured
creditor claims are finally determined;

¢  the outcome of receivables negotiations and litigation,
notably with AGR which accounts for more than 60% of
the current indicative outcome range between the Low
and High case scenarios for House receivables;

¢ theability of the Administrators to mitigate or eliminate
priority claims; and

e thelevel of future costs in the Administration.

Creditors should note that their individual entitlement to share
in any surplus is likely to depend upon the timing of
distributions made to them, the nature of their underlying
contracts and the terms of any agreements with LBIE that were
entered into by the creditor post-Administration.

Priorities in the remainder of 2014 and
into 2015

The Administrators’ priorities going forward are:

e  the progression of the Waterfall I Appeal and Waterfall II
Application in the most open, collaborative and efficient
way possible, avoiding unnecessary costs and delay and
the regular reappraisal of creditors’ appetite for a
consensual compromise surplus entitlement solution;

e  the agreement and admittance of remaining, unresolved
Senior unsecured claims and the diligent legal defence of
claims that we consider are invalid;

e thediligent litigation of contested debtors;

e the finalisation and distribution of remaining Trust Estate
entitlements including resolution of outstanding US
withholding tax issues for the affected Omnibus Trust and
unsecured claimant populations; and

e  the ongoing simplification of Administration operations,
driving cost reduction.

Lehman Brothers International (Europe) — In Administration
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Investment and currency policies

Our investment policies continue to focus on keeping the
estates’ funds secure, utilising a combination of money market
deposits and securities where appropriate. During the period,
the Administrators continued their hedging strategy, now
largely related to the US dollar/euro to sterling currency risk
represented by the expected pre-Administration Client Money
funds which will transfer into the House Estate in due course.

The foreign currency holding in the House Estate has reduced
significantly to £0.02bn (equivalent) compared to its reported
peak since the commencement of the Administration of
£6.74bn (equivalent) in the third progress report. The foreign
currency holding in the pre-Administration Client Money
estate is currently £0.46bn (equivalent).

10
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Section 3:
Counterparty resolution (including
Affiliates)
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Section 3.1:
House receivables

Introduction

Affiliate receivables, previously reported separately, are now
reported together with all other LBIE House receivables.

In the period, we have recovered a further £0.98bn and
completed a further 258 Street and Exchanges debtor groups.
In addition, we have entered into standstill arrangements in
order to avoid potential time-barring of claims governed by
English law.

The future House receivables recoveries referred to below are
indicative only and creditors are reminded that such recoveries
represent an estimate only and that significant matters remain
unresolved that may materially impact this estimate.

Progress

Debtor receipts and securities recovered in the period, together
with indicative future recoveries, are shown below.,

Indicative
future recoveries
Low High
£bn £bn
Reported as at 14 March 2014 1.34 265
In the period
Recoveries
Affiliates (0.42) (0.42)

Omnibus

Street counterparties and Exchanges

029

(0.98) (0.98)
Revisions?
Affiliates 0.09 0.04

Debtors at 14 September 2014

1, Includes £0.04bn of realised proceeds on the US dollar to sterling hedge.
2. Revisions in the period relate to updated estimates for indicative future

recoveries since March 2014.
Continued progress was made by the Administrators to recover
and negotiate debts owed to LBIE by Affiliate and non-Affiliate
counterparties. A total of £0.98bn in cash and securities was
received in the period and total indicative future recoveries of
£0.84bn and £1.72bn are estimated in the Low and High cases,
respectively.

Affiliates

Recoveries from Affiliates included:

° £0.16bn received from LBHI as LBIE’s share of
distributions from the LB Lux estate;

10 Lehman Brothers International (Europe) — In Administration
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o £0.12bn released to House from segregated cash relating
to LBB;

° £0.06bn received from LBHK;

o £0.05bn of further distributions from MCF and LBSF;
and

. £0.03bn of excess segregated assets and cash released to
House.

The improvement in the indicative Low and High case
outcomes mainly arises from higher estimates of future
dividends to be paid by Affiliate estates.

Client Assets claimant debtors

Client Assets claimant debtor recoveries principally related to
appropriations and assignments arising from the first ‘true-up’
and further Omnibus Trust ‘catch-up’ distributions in the
period (see Section 5.1). Other recoveries include £0.04bn of
realised net proceeds on the US dollar to sterling hedge.

The improvement in the indicative Low case outcome reflects
part resolution of the uncertainty over US withholding tax
treatment relating to Omnibus Trust distributions.
Additionally, no further recovery from the foreign exchange
hedge was assumed in the previous indicative Low case
outcome reported at 14 March 2014.

Street counterparties and Exchanges

During the last 6 months, a total of 251 Street debtor groups
and 7 Exchanges groups were completed. Of the groups that
settled, highlights included settlement with:

e  asingle counterparty paying £0.08bn;

e  aGerman asset manager paying £0.07bn in respect of a
debt for which early stage recovery proceedings had been
commenced in the UK High Court;

e aninvestment management division of a large German
bank paying a combination of cash and securities totalling
£0.04bn;

e aUK-based international bank and a major US bank
paying in aggregate £0.02bn; and

e  aFEuropean Exchanges group paying £0.01bn.

The Street debtor collection strategy has concentrated on those
counterparties with the majority of the remaining value. This
included implementing detailed escalation plans for a number
of the remaining debtor groups to progress them to settlement,
or, where necessary, litigation.

Additional resource was dedicated to concluding our review of
smaller value positions to determine whether or not further
sums were due. In a number of cases, additional amounts were
claimed and pursued in accordance with our escalation policy.

12



The improvement in the indicative Low case outcome reflects
the recovery of debts subject to litigation or overseas
jurisdictions previously considered uncertain, and updated
estimates reflecting the progress in negotiations with key
outstanding debtors.

Indicative outcome

House Estate debtors as at 14 September 2014 are set out
below.

Rec'd Indicative future
in recoveries
period Low High
£bn £bn £bn

Street counterparties & Exchanges

Client Assets claimant debtors
Omnibus Trust

appropriations/assignments 0.17 0,05 0.05
Other recoveries 010 0.01 0.03
Total Client Assets claimant debtors 0.27 0.06 0.08

Tax assets

Debtors at 14 September 2014

0.98

0.84

Street counterparties and Exchanges
AGR

Various information relating to this disputed receivable is
available on the New York Supreme Court file (case number
653284/2011).

LBIE had previously issued a motion to compel AGR to
disclose certain documents relating to AGR's third party
advisers which were withheld from discovery by AGR in the
New York court proceedings. On 28 August 2014, the court-
appointed Special Referee’s report and recommendations were
filed in relation to this motion. The Special Referee
recommended that documents relating to one of the advisers
be disclosed. The Administrators lodged a motion to challenge
the recommendation that the remaining documents be

withheld. AGR opposed LBIE’s motion and has challenged the
recommendation that any documents be disclosed. The New
York Supreme Court will consider the Special Referee’s report
and the submissions of each party before making a ruling.

In the meantime, LBIE is seeking to progress other aspects of
the case in parallel. A revised scheduling order, which sets out
the principal next steps and timescales in the litigation, has
recently been approved by the court. The scheduling order
provides for the completion of fact discovery and the exchange
of expert reports in early 2015. The scheduling order currently
extends the timescale for dispositive motions through to
September 2015, following which a trial date will be set.
Accordingly, the timing of the eventual outcome of this
litigation remains uncertain.

The indicative Low case outcome assumes nil recovery and the
indicative High case outcome assumes full recovery of the filed
claim amount (£0.54bn sterling equivalent of the US dollar
denominated filed claim). Creditors are reminded that the
eventual sum recovered could be anywhere within this range.

LBIE Seoul Branch

The liquidators have settled the majority of the unsecured
creditor claims in the period, with only 2 disputed Affiliate
claims (principally relating to LBF) yet to be resolved, and have
continued to work to expedite the return of the remaining
funds. Funds have continued to be held in the local branch
pending their return to LBIE’s House account.

Shortly after the period end, an audit of the branch accounts
was completed enabling a repatriation of £0.03bn to be
received by LBIE on 24 September 2014 from the funds held by
the liquidators of the branch.

It is expected that the remaining forecast recoveries from the
branch will be repatriated to LBIE upon resolving the disputed
Affiliate claims and subsequent completion of the liquidation,
the timing and quantum of which is dependent upon the
resolution of regulatory compliance and receiving final local tax
clearance.

LBIE Zurich Branch

The LBIE Zurich branch is in a liquidation process and surplus
funds remain held in the Swiss jurisdiction pending local
clearances being obtained. All known creditors have been paid
in full by the liquidators, other than a single claimant from
whom payment details are awaited.

LBIE has engaged with the local regulator to seek to agree the
repatriation of the balance of funds held once the liquidation is
completed. Discussions are ongoing to seek to satisfy the
regulators’ requirements.

Joint Administrators’ twelfth progress report for the period from 15 March 2014 to 14 September 2014
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In hitigation
A debt at the early stages of litigation was settled in the period.

There are currently 3 ongoing debtor litigation actions
(excluding AGR) subject to UK or Greek court jurisdiction.

Standstill agreements

15 September 2014 marked the 6-year anniversary of the
Administration, which meant that certain claims could
arguably be time-barred under English law after that date.

To protect the ability of LBIE to continue to pursue debts
beyond this date, 11 separate standstill agreements have been
entered into with unsettled debtor groups.

Other debtors

Settlement with a Taiwanese Exchanges debtor has resulted in
£0.05bn being remitted to LBIE’s account in Taiwan in the
period. These funds were repatriated shortly after the period
end, net of associated costs.

Affiliates
MCF

A further distribution of £0.02bn on LBIE’s £0.60bn claim has
been received since the period end. The timing and quantum of
future recoveries depend upon the realisation of value from the
assets controlled by MCF, over which LBIE has only limited
influence.

LBIE is continuing to explore alternative strategies to maximise
and accelerate recovery of value from this claim.

LBHK

Outstanding recoveries are expected to be received by the end
of the first half of 2015.

LB Lux

An agreement in principle was reached with LBHI, whereby
LBIE will recover $0.12bn as its final share in the proceeds of
the Luxembourg estate. Since the period end, this agreement
has been executed.

LBB

An agreement in principle was reached with LBHI as a
precursor to LBIE supporting an overall resolution of the LBB
estate, in a manner which deals appropriately with the
particular issues that relate to creditors in LBB who have some
or all of their claims guaranteed by LBHI. It is anticipated that
this agreement will accelerate distributions from LBB to LBIE
in respect of the LBIE House claim. Since the period end, this
agreement was executed and a first distribution from LBB

is expected by the end of 2014.

Lehman Brothers International (Europe) — In Administration
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Others

The majority of other future recoveries relate to estimated
dividends on LBIE’s $0.gobn claim into LBSF, in respect of
which a distribution of $0.02bn has been received since the
period end, and to the recovery of residual amounts due under
the settlement agreement with LBF.

Client Assets claimant debtors

The remaining Client Assets claimant debtors on an indicative
Low case outcome principally comprise Omnibus Trust Non-
Consenting beneficiaries and ineligible consenting
beneficiaries. These are expected to settle once the US
withholding tax treatment is resolved with the IRS. In
addition, there are 2 debtors with pending deed executions for
whom collateral is held which will be appropriated.

The indicative High case outcome also includes assumed
additional recoveries from debts that are subject to litigation in
a German court jurisdiction.
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Section 3.2:

Senior unsecured creditors

Introduction

Certain cumulative financial information in this report section
includes Affiliates data that was presented separately in
previous Administration progress reports.

In the period, £0.78bn of unsecured claims (original Proofs of
Debt totalling £1.11bn) was agreed and admitted for dividend,
bringing the total admitted unsecured claims to £11.73bn.
Approximately 330 other claims with Proofs of Debt totalling
£1.83bn still remain to be agreed.

Fourth interim dividend and monthly ‘catch-up’
dividends

On 28 February 2014, creditors were formally notified of the
28 March 2014 deadline for admission of claims for inclusion
in the fourth interim distribution. As required by the
Insolvency Rules, a notice of declaration of a dividend was sent
on 23 April 2014 to all creditors that had proved their debt. For
all claims on which the Administrators had yet to make a
determination, a reserve of £3.70bn was made in determining
the fourth interim dividend amount of 7.8p/£1 (cumulative
dividend amount of 100p/£1).

On 30 April 2014, the fourth interim distribution (£0.80bn)
was paid. Monthly ‘catch-up’ dividends (£1.81bn) were also
paid in the period as further claims were admitted, bringing
cumulative dividends paid to 14 September 2014 to £11.52bn.

There will continue to be a monthly cut-off and ‘catch-up’
dividend payment programme for eligible Senior unsecured
claims yet to receive distributions.

Indicative outcome

The estimated range of values for LBIE’s Senior unsecured
liabilities shown in the table below is indicative only and
creditors are reminded that significant matters remain
unresolved that may materially impact this estimate.

Admitted Indicative

lagreed Pending? outcome

to date' —
Senior unsecured Low High Low  High
creditors £bn £bn £bn £bn £bn
Non-Affiliate creditors
Street Creditors (6.63) (1.35) (0.58) (7.98) (7.21)
Client Assets claimant
creditors’ (3.95) (0.25) (0.11) (4.20) (4.08)
Other third party creditors (0.04) (0.04) (0.03) (0.08) (0.07)
Total non-Affiliate
creditors (10.62) (1.64) (0.72) (12.26) (11.34)
SCSO settled claims (0.03) - - (0.03) (0.03)
Affiliate creditors ) (0.19) (0.11) (1.27) (1.19)
Total (11.73)  (1.83) (0.83) (13.56) (12.56)

1. ‘Admitted/agreed to date’ includes claims agreed by Claims Determination
Deeds and partial admittance letters where in certain cases legal challenge
has been initiated by creditors on the balance of their Proof of Debt. The
balance is included as a pending claim.

2, Proofs of Debt relating to pending claims total £1.83bn.

3. The indicative outcome includes the total value of the claims admitted to
date and the indicative Low/High case value of pending claims.

4. ‘Client Assets claimant creditors’ includes pending unsecured claims arising
from Client Assets shortfalls.

Pending claims assumptions

For all compliant Proofs of Debt received by the Administrators
where the claim has not yet been admitted or formally rejected
and the rejection appeal period has passed, the Administrators
continue to make an appropriate reserve. Reserves are also
made for certain other contingencies.

Non-Affiliate creditors

The indicative Low case outcome assumes the aggregate of the
higher of the values of (a) filed Proofs of Debt and (b) LBIE’s
assessment of the pending claims, combined with certain
specific adjustments.

The indicative High case outcome assumes:

(a) claims below a £4m Proof of Debt value will be agreed at
£0.07bn in aggregate based on a high level analysis. It assumes
CME is assigned, together with general percentage reductions
or uplifts (in certain limited cases) being applied to the
counterparty’s Proof of Debt value. This population comprises
257 claims with a total Proof of Debt value of £0.09bn together
with contingent and other claims which have a nil Proof of
Debt value;

(b) 50 separate pending claims with individual Proof of Debt
values in excess of £4m (£0.87bn in aggregate) remain subject
to an ongoing detailed review with specific assumptions made
on the eventual claims resolution, leading to an estimated
outcome of £0.38bn; and

(c) 14 claims subject to litigation, including damages or
compensation claims, reserved at £0.27bn on an overall basis
compared to a total Proof of Debt value of £0.67bn. This is also
based on a specific assessment.

A minimum of 25% of the Proof of Debt value, for illustrative
outcome purposes only, has been reserved for items (b) and (c)
above in each case, subject to 2 exceptions for which no value
has been attributed.

Affiliate creditors

The indicative Low case outcome assumes the aggregate of the
higher of the values of (a) filed Proofs of Debt and (b) LBIE’s
assessment of the pending claims, combined with certain
specific adjustments.

The indicative High case outcome additionally reflects a
settlement with 6 entities that are under common control
which was executed shortly after the period end, and assumes a
specific disputed Client Assets claim is resolved in favour of
LBIE.
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Claims agreement: status as at 14 September 2014
The status of non-Affiliate unsecured claims is summarised in the table below.

Offers made Admitted/ PP |
No offers made not agreed agreed claims™ In litigation Total
LBIE
Proof Proof Proof Proof Proof  view/
of LBIE of LBIE of Agreed of No. of of offer/
Unsecured No.of Debt view No.of Debt offer No.of Debt claim Debt PODs/ Debt agreed
claimants PODs £bn f£bn offers £bn £bn deeds £bn £bn No. £bn deeds £bn £bn
Where Proofs of
Debt have been
filed
Street Creditors 114 (042) (0.04) 87 (0.34) (0.14) 1,243 (9.45) (6.63) 12 (0.59) 1,456 (10.80) (6.81)
Client Assets
claimant creditors 26 (0.07) - 45 (0.09) (0.07) 420 (5.04) (3.95) 2 (0.08) 493  (5.28) (4.02)
Other third party
creditors® 31 (0.04) (002 4 - - 93  (0.04) (0.04) - = 128 (0.08) (0.06)
Total non-Affiliate
creditors 171  (0.563) (0.06) 136 (0.43) (0.21) 1,756 (14.53) (10.62) 14 (0.67) 2,077 (16.16) (10.89)
1. ‘Offers made not agreed’ includes 48 claims (in aggregate c.£1m) where CME offers have been made but counterparties are unresponsive. Accordingly, the claims

are likely to be included in any application to the UK High Court to finalise the Client Money estate.
2, The admitted population excludes 860 creditors (£0.03bn aggregate value) that have aceepted the SCSO. It includes 1 agreed claim (c.£1m) where CME has yet to

be finalised.
3. $1.48bn of non-Affiliate Client Money claims has been waived or assigned to LBIE’s nominee in exchange for admission as an unsecured claim.
4. Consistent with our previous progress reports, claims ‘in litigation’ include the £0.10bn difference between BarCap’s claim amount and an indemnity for $0.78bn

provided by LBI in respect of this claim, The ultimate impact of the BarCap claim for LBIE remains uncertain pending resolution of the LBI/BarCap dispute.
5. ‘Other third party creditors’ includes 33 admitted preferential creditor claims (totalling<£1m) paid in full relating to certain former branch employees.

The table below summarises the key improvements in the indicative outcome scenarios as compared to 14 March 2014.

Indicative outcome

Proof of
Debt Low High
Movements in the period £bn £bn £bn
Senior unsecured creditors as at 14 March 2014’ (16.49) (14.45) (12.81)

In the period

Admitted clai (0.07) 0.38 -

i o T T - — 0.38 e .

”I‘\lew claims submitted® o ‘ (0 .0.5) I ‘ - (0.02)
Amendments to rese“r‘\{fe; fof Pe_nding clalms 0 07 ........ 0.1”3 . 006
Movemontintheporiod 033, LT

Senior unsecured creditor"s";; ;t 14 S.e';;ember 2014' o (16.16) (13.56) (12.56)
1. Affiliate Proof of Debt values are excluded as certain proofs were materially overstated and not formally revised prior to settlement, The indicative Low and High

case outcomes include £1.27bn and £1.19bn, respectively, relating to Affiliate claims.

2. The difference between the Indicative Low case outcome movement (£0.38b11) and (e difference belween the total admitted claim value in the period and
corresponding Proof of Debt value (£0.33bn) reflects £0.05bn of admitted claims for which no Proofs of Debt were submitted but for which a reserve of similar
value was made as at 14 March 2014.

3. The indicative Low case outcome is net of a £0.05bn release of other reserves for future claims provided at 14 March 2014.

14 Lehman Brothers International (Europe) — In Administration
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Progress
Claims agreement
Non-Affiliate creditors

In the period, the Administrators have agreed and admitted
280 claims against the House Estate totalling £0.78bn, for an
aggregate amount of £0.33bn less than the associated
submitted Proof of Debt values.

Street Creditors

Bilateral negotiation and Consensual Approach claims
agreement processes have continued in the period, in
particular:

e 9o offers following bilateral negotiation were issued in the
period for £0.33bn (Proofs of Debt of £0.47bn); and

e 189 claims (totalling £0.47bn), including claims with a
CME, were agreed and admitted under either the
Consensual Approach or pursuant to bilaterally
negotiated offers, resulting in a release of reserves
totalling £0.34bn.

Client Assets claimant creditors

In the period, 8 new offers were made to Client Assets claimant
creditors, with 64 claims, including those with CME, totalling
£0.30bn being agreed and admitted.

Reserves in the indicative Low case scenario relating to ‘no
offers made’ claims (£0.02bn) and LBI Over-Claims (£0.04bn)
have been released in the period, reflecting progress in the
Omnibus Trust and Client Assets estates significantly reducing
LBIE’s exposure to potential shortfall claims.

Other third party creditors

These claims relate to non-financial trading creditors and
former overseas branch employees.

In the period, 20 offers totalling less than £0.01bn were made,
with 27 claims totalling £0.01bn being admitted.

Affiliate creditors

Of the 18 outstanding Affiliate claims previously reported in the
period:

e  5were admitted for a total of less than £10m;

e  1was withdrawn and 1 was rejected;

e 6 were agreed with entities under common control and
admitted shortly after the period end; and

¢  5remain outstanding.

Withdrawals and rejections

The focus on secking consensual withdrawals of invalid claims
or, if necessary, formally rejecting such claims has continued.
Over the past 6 months, 106 claims (Proofs of Debt totalling
£0.22bn) were withdrawn, including the Pension Scheme
deficit claim which is now treated as a priority claim of the
Administration. Accordingly, as at 14 September 2014, a total
of 470 claims had been withdrawn (Proofs of Debt totalling
£0.91bn).

In addition, 28 full rejection notices (Proofs of Debt totalling
£0.16bn) were issued in the period to claimants that had been
unresponsive to withdrawal requests or that had failed to
supply requested supporting evidence. None of these rejections
were subject to appeal as at 14 September 2014. Consequently,
as at 14 September 2014, a total of 197 claims (Proofs of Debt
totalling £0.38bn) had been rejected in full and the related
rejection appeal period had passed with no ongoing appeal
being made.

LBIE has increased the issuance of partial admittance/
rejection letters in circumstances where full rejection was not
appropriate. Over the past 6 months, 33 such letters (Proofs of
Debt rejected totalling £0.07bn) were issued, with 2 subject to
an appeal as at 14 September 2014.

New claims submitted

The incidence of new claims being submitted is at a very low
level with only 20 new claims submitted in the period (Proofs
of Debt of £0.02bn) and a claim (Proof of Debt of £0.03bn)
previously removed which has been reinstated following
further investigation.

Pending claims (excluding litigation)
Non-Affiliate creditors

171 creditors have submitted Proofs of Debt totalling £0.53bn
for which, due to specific legal, commercial and/or valuation
issues, LBIE has not made offers.

136 offers totalling £0.21bn have been made to, but not yet
accepted by, claimants. Reasons for non-acceptance include
legal disputes, valuation differences and set-off negotiations.

Street Creditors

Of the 201 unresolved Street claims (Proofs of Debt totalling
£0.76bn), 74 claims {Proofs of Debt totalling £0.48bn) are
currently subject to detailed bilateral negotiation with bilateral
offers being made to 27 claimants and 47 claimants having had
no bilateral offer made to date. Of these, further information
has been received from 37 claimants which is subject to review.
Information is still required from the remaining 10 claimants.
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Client Assets claimant creditors

The 71 pending claims (Proofs of Debt totalling £0.16bn)
include those pending the withdrawal of Proofs of Debt once
Client Assets have been returned in full, but also 25 claims of
nominal value where CME offers have been made but
counterparties are currently unresponsive. Accordingly, these
claims are likely to be included in any application to the UK
High Court to finalise the Client Money estate.

Other third party creditors

The remaining 35 other third party creditor claims (Proofs of
Debt totalling £0.04bn) from a value perspective principally
relate to 2 overseas branch employees and 1 supplier in respect
of which work to finalise LBIE’s position is at an advanced
stage.

Affiliate creditors

Of the 11 outstanding Affiliate creditor claims, as discussed
above, 6 were settled shortly after the period end.

Of the 5 remaining claims:

e  2have been agreed in principle and are expected to be
settled shortly; and

e  3remain in negotiation with the counterparties and are
expected to be settled by early 2015.

16 Lehman Brothers International (Europe) — In Administration
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Litigation
Claims ‘in litigation’ currently subject to UK or overseas based
legal proceedings are summarised below.

. Proof of Debt
Type of claim Jurisdiction No. £bn
Damages/compensation’ UK 4 (0.40)
LBI/BarCap® us 1 (0.10)

Debtor recovery

1. Of the 14 litigation claims, 9 arise from appeals against rejections of claims
by LBIE.
2, Claims relate to alleged fraudulent misrepresentation, negligent/false

misstatements, indemnification and other issues.
3. See note 4 to the table at the top of page 14.
In the period, 2 new debt recovery proceedings were
commenced by LBIE against debtors who have also submitted
a Proof of Debt, offset by 2 debtor litigation Proofs of Debt
reported as at 14 March 2014 being rejected in the period with
no rejection appeal being made. In addition, 2 disputes
previously reported were settled in the period including the
Pension Scheme deficit claim (see below).

4 creditors with Proofs of Debt totalling £0.07bn appealed the
Administrators’ rejection of their claims to the UK High Court
in the period with 1 claimant subsequently withdrawing its
appeal. This results in a total of 9 ongoing appeals relating to
Proofs of Debt totalling £0.41bn including 4 damages-related
claims which comprise the majority of this total. Court
proceedings are ongoing but may be subject to lengthy
timelines for resolution, particularly if subject to appeal.

The claims process to finalise all remaining unresolved claims
may ultimately require further court adjudication where the
remaining unresolved parties cannot negotiate mutually
agreeable resolutions.

The current status of legal proceedings relating to Affiliates is
set out below.

Subordinated Debt claims against LBIE and
contribution claims against Shareholders

There has been limited engagement with LBIE's Shareholders
in the period and in particular with LBL to advance its inbound
claim, where an agreed reconciliation of the balances due and
owing between LBIE and LBL has not yet been finalised.

There are interlinking issues impacting the determination of
the claims relating to both Shareholders, their ranking in the
eventual returns to creditors and the rights between the
Shareholders themselves. Most of these issues will be
considered in the Waterfall I Appeal and Waterfall II
Application and their eventual resolution is expected to
coincide with the resolution of the complex, surplus
entitlement question.
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Lehman Brothers Pension Scheme deficit claim
settlement

As previously reported, the Pension Scheme had filed a deficit
claim of £0.12bn against LBIE, as well as against various other
Affiliates; this amount is equivalent to the claim brought
against the main Pension Scheme employer under Section 75
of the Pensions Act 1995. In co-operation with the Pension
Scheme trustees, the Pensions Regulator has sought to issue an
FSD against LBIE and certain other Affiliates, including LBHI,
which had granted a guarantee of the Pension Scheme's
liabilities some months prior to the Lehman bankruptcy. The
Section 75 liability was calculated as at 15 September 2008 and
does not represent the current amount required to discharge all
pension promises in full, which is significantly in excess of this
amount.

At various times since 15 September 2008, LBIE and certain
other targeted Affiliates have taken steps to have the UK courts
determine whether or not they should be subjected to an FSD,
in what amount and with what priority ranking.

As previously reported, a series of separate UK court processes
have decided that, in the event that LBIE is ultimately found to
be a valid target for an FSD, then:

e any claim ultimately made against LBIE will rank as a
provable, unsecured claim (decided in the UK Supreme
Court); and

e the maximum quantum of claim that can be made against
LBIE (or any other targeted Affiliate) is the amount of the
Section 75 liability. However, the Pension Scheme
trustees are entitled to recover more than this amount in
aggregate from its various targets (decided in the UK High
Court).

LBIE, together with other relevant Affiliates, has defended the
Pensions Regulator's attempt to target it with an FSD. The
Pensions Regulator’s Determinations Panel determined that an
FSD should be issued, but this decision was referred to the
Upper Tribunal, where a full hearing was scheduled to be heard
in February 2015.

LBIE's concern throughout has been that as a UK registered
company, being the largest, most significant and most valuable
target entity, formerly utilising the largest proportion of the UK
Lehman labour force, it could become the primary target for
recovery actions, possibly ultimately having to bear primary
responsibility and thereafter having to seek contribution claims
against its fellow Affiliates with many of which it had already
reached all-encompassing, past and future claims settlements.

As a result of these uncertainties, over the past 24 months
LBIE has developed settlement discussions with certain of its
Affiliates, These negotiations ultimately proved successful with
the resulting settlement being consented to by the Upper
Tribunal on 18 August 2014. LBHI and LBEL have contributed
£0.03bn and £0.05bn, respectively, towards the Pension
Scheme deficit and LBIE will pay the balance, which is
expected to be in the region of £0.12bn.

Negotiations are underway to purchase a bulk annuity policy
with a third party insurance company, at which point the
precise quantum of LBIE's own contribution will be
determined. LBIE's contribution will be paid as a priority claim
of the Administration rather than as a Senior unsecured claim
as shown in previous reports and, as a result, no further sums
will be payable in respect of this claim after the bulk annuity
policy has been arranged. Steps have been taken to hedge the
deficit valuation risk, on an appropriate basis, over the period
between settlement agreement and annuity purchase.

Joint Administrators’ twelfth progress report for the period from 15 March 2014 to 14 September 2014

Your attention is drawn to the important notice on page 1

17

19



Section 4:

Future costs of the Administration and

priority claims

Introduction

On a calendar year basis, the Administrators prepare a detailed
annual cost budget and a long-term forecast estimating the
costs to complete the Administration. These forecasts are
reviewed and updated at 6-monthly intervals and are referred
to below. Receipts and payments included at Appendix A are
reported for 6-monthly periods ended 14 September and 14
March.

The Administrators caution that significant uncertainties
remain regarding the Waterfall I and II court processes,
counterparty litigation and other outcomes and timings, which
could materially affect future Administration costs.

Future estimated costs at 14 September
2014

Low High
£bn £bn
Reported as at 14 March 2014’ (0.95) (0.95)

In the period
Costs incurred®

Costs paid in the period

0.16 R
Future estimated costs at 14 September 2014’

79

1 Future cost estimate as at 1 January 2014.
2, Actual costs incurred in the 6 months to 30 June 2014.
3. Future cost estimate as at 1 July 2014.

Key assumptions
The key assumptions underlying the cost estimate are that:

e  the majority of counterparties will be resolved on a
consensual basis by the end of 2014;

e  acertain amount of litigation will be required to resolve
those outstanding debtor and creditor counterparty
relationships which are not concluded in 2014;

e anextended litigation appeal process will be required to
settle the surplus entitlement resulting in a final UK
Supreme Court judgment;

o the Trust Estate activities will be completed by mid-2015;

e  support functions and infrastructure will be scaled back,
including office floor space at Canary Wharf, in line with
the assumed progress of counterparty resolution and
operational simplification and the associated human
resource reductions; and

e the core activities of the Administration will enter their
‘tail state’ by the end of 2016, with completion by 2020.

18 Lehman Brothers International (Europe) — In Administration
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In the event that extended litigation is not required to settle the
surplus entitlement matter, the core activities of the
Administration should enter their ‘tail state’ earlier than the
end of 2016.

Short-term cost forecast

In response to a specific creditor request made earlier in the
current reporting period, in this report we have set out details
of the Administrators’ short-term cost forecast for the 6
months ending 31 December 2014, together with comparative
actual costs for the 2 preceding 6-month calendar periods. In
addition, we have included a summary narrative explaining the
key movements between the current and prior period.

The table below provides a summary of the major categories of
Administration costs for the current and previous calendar
half-year periods and forecast for the next half-year period.

Actual Forecast

Prior Current
6 months 6 months 6 months
to 31 Dec to 30 Jun to 31 Dec
2013 2014 2014
£bn £bn £bn

Costs

Employee (0.04) (0.04) (0.03)
Administrators (0.07) (0.07) (0.06)
Legal and professional (0.01) (0.02) (0.02)
Building and occupancy (0.01) (0.01) (0.01)
Contingency and other (0.01) (0.01) (0.02)
Total (0.14) {0.15) {0.14)

Movements between the current and prior period
Employee and Administrators’ costs

The principal drivers of cost are headcount. These costs
represented 73% of the total incurred in the current period. The
trend of reducing costs reflects the timely release of headcount
as Administration tasks are completed. A combination of
Lehman employees, fixed term contractors and PwC partners
and staff are deployed across the various Administration work
streams.
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Whilst the type of work activity has continuously changed over
the course of the Administration, the volumes (and therefore
total headcount) have remained high throughout. A permanent
change began at the start of this calendar year, and as the
number of remaining unresolved counterparties has materially
reduced, we have begun to reduce certain of our human
resources (Lehman employees, fixed term contractors and
PwC). We anticipate continuing significant reductions through
to the second half of 2015, by which time we hope to have
resolved all Trust Estate matters and agreed all Senior
unsecured claims and debtor balances, other than those which
will have required litigation.

Until we have completed our efforts to reach consensual
agreement on the outstanding, unagreed Senior unsecured
claim amounts, and until we have received the courts’
judgments in respect of the Waterfall I and II Applications, the
Administration costs outlook beyond the second half of 2015 is
particularly uncertain. We have made reasonably prudent

assumptions in this regard, in preparing the indicative outcome

future costs estimates contained in this report.

Legal and professional costs

Legal and professional costs comprise the cost of external legal
advice together with valuation and other expert advice. The
cost trend reflects the increasing incidence of counterparty
litigation (potential and actual) together with the court activity
associated with the Waterfall I and I Applications.

Building occupancy and other costs

These costs comprise the real estate, IT and other costs
necessary to maintain the operational infrastructure. Over the
life of the Administration to date, significant effort has been
made to reduce costs to the current level. These costs are
forecast to remain largely unchanged in the short term.

Priority claims

Priority claimants include the potential liability for certain
indemnities given post-Administration and other potential
claims (including tax provisions) that could crystallise in
certain circumstances and rank for payment in priority to
Senior unsecured creditors. The movements in the period are
summarised below, but the principal increase reflects the
Pension Scheme deficit Proof of Debt value now being treated
as a priority claim rather than as a Senior unsecured claim.

Priority claims at 14 September 2014

Low High
£bn £bn
Reported as at 14 Marcr! _2014 B (0.50) (0.12)
In the period
Lehman Brothers Pension Scheme
deficit Proof of Debt (see page 17) (0.12) (0.12)
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Section 5:
Trust Estate

20 Lehman Brothers International (Europe) = In Administration
Your attention is drawn to the important notice on page 1

22



Section 5.1:
Omnibus Trust

Introduction

Agreement was reached with the IRS during the period,
resolving the US withholding tax treatment of the first (100%)
interim distribution from the Omnibus Trust. This agreement
enabled the Administrators to make a first ‘true-up’
distribution to Omnibus Trust claimants where withholding tax
reserve adjustments had been made. A further ‘catch-up’
distribution was also paid in the period to claimants whose
claims were not agreed at the time of the first interim
distribution. Further such distributions have recently been
announced to be paid later in October 2014.

LBIE continues to work with the IRS in respect of additional
guidance required on the US withholding tax treatment of
distributions in excess of 100% of Best Claim value.

Progress
Claims

The total claims in the Omnibus Trust at Best Claim value as at
14 March 2014 comprised $8.53bn of agreed claims value and
$0.14bn of claims value (representing 12 counterparties)
relating to Non-Consenting beneficiaries.

4 previously unresolved Non-Consenting beneficiaries’ claims
($0.12bn Best Claim value) were agreed in the period.

Of the remaining 8 unresolved Non-Consenting beneficiaries
($0.02bn Best Claim value, $0.03bn reserved value), 5 are
involved in ongoing negotiations and 3 have claims for zero-
valued securities.

Recoveries

The outstanding recovery from LBI has now been agreed and
received in the period following a facilitated mediation.

A small number of mainly illiquid securities remain to be
realised or await settlement. Efforts in the period have enabled
a revaluation of remaining securities for which c.$0.03bn is
now expected to be recovered. $0.01bn of proceeds was
received shortly after the period end on 16 September 2014.

Indicative final outcome

The indicative High case final outcome estimate is summarised
below.

High case
final outcome
Omnibus Trust $bn
Recoveries
O s R 248
B e 0.03,
...................................................................................... -
Less
Bilateral settlement” .. — 19.22)
Ava||ab|ef°|- beneﬁcm"es .......................................... ra
Total of beneficiaries’ Best Claim values® (8.44)
Gross distribution as a % of claims 110.1%
1. ‘Cash in hand’ includes add back of earlier distributions.
2, Abilateral settlement was agreed with a counterparty resulting in the claim
return being restricted to 100% of the agreed value.
3. Resolution of valuation disputes in the period with consenting beneficiaries
g(r)(.)g; lI))I;'.ior periods) resulted in a net reduction in Best Claim values of

The indicative High case final outcome assumes remaining
consenting beneficiaries’ disputed claims and Non-Consenting
beneficiaries’ claims are agreed at current Best Claim values
and no further direct payments are made relating to tax or
other liabilities.
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First ‘true-up’ distribution and further ‘catch-up’
distribution

A first ‘true-up’ distribution of $0.92bn has been made
following the release of significant funds on deposit with the
IRS or ring-fenced by the Omnibus Trust and held as potential
tax reserves, and a further ‘catch-up’ distribution of $0.32bn
was paid to eligible consenting beneficiaries on 12 June 2014 as
set out below.

Cpty
Distributions on 12 June 2014 No. $bn $bn
Gross first ‘true-up’ distribution’ 117 0.92
Gross ‘catch-up’ distribution 1

Total distribution to eligible consenting
beneficiaries before deductions and

appropriations® 131

Recovered by House Estate

Jlouse deblorappmpomient i @1
Assigned claims and fees recovere‘d o (0.15)
Net cash distribution to beneficiaries 0.88

1. Release of excess funds from the $0.95bn held by the IRS or ring-fenced
funds held in the Omnibus Trust on account of potential US withholding
tax, following agreement on 7 April 2014 of the tax treatment for the first
distribution made in September 2013.

2, 2 counterparties received both types of distribution resulting in 129 unique
counterparties receiving distributions.

3. ‘Catch-up’ distributions were subject to a 30% tax deposit reserve for US
withholding tax purposes, unless form W-9 was provided by the
beneficiaries.

Future distributions

Our intention to make a further ‘true-up’ distribution and
‘catch-up’ distribution has recently been announced and these
will be paid on or around 30 October 2014 to eligible
beneficiaries.

The final distribution is only able to be made after the US
withholding tax treatment of distributions in excess of 100% of
Best Claim value is finally agreed by the IRS, claims of all Non-
Consenting beneficiaries are concluded and remaining reserves
are settled.
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Tax developments
US withholding tax

LBIE continues to work with the IRS and its withholding agent
in respect of additional guidance required on distributions in
excess of 100% of Best Claim value and other areas where
formal guidance may be needed.

UK tax issues

LBIE has now agreed the status of the Omnibus Trust for UK
tax purposes with HMRC with no material tax liabilities
expected. A small income tax liability in respect of income
earned on funds received from LBI will be payable.
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Section 5.2:
Other Client Assets

Introduction

We continue to return Client Assets and related post-
Administration income as we resolve the last components of
certain counterparties’ claims. A significant number of
relatively low value returns have been achieved over the past 6
months, representing material progress towards being able to
eventually cease LBIE’s custodian activities and terminate the
associated costs.

Progress
Client Assets analysis

Movements in the client depot during the period (excluding
Omnibus Trust and segregated Affiliate assets) are summarised
below.

£bn £bn
Reported as at 14 March 2014 0.17
Inthepemd ......................................................................................................
Returns to clients and redemgtions o (0.11)
Transflt;rls to House and s;g:].r;gated for Affiliaié-s -d-épots (0.02)
‘Revaluation and other adjustments 001
Movemontinthoperiod e 912
Client Assets at 14 S”eptember'20141 0.05
1. Includes remaining excess segregated Client Assets and is net of claims for
Client Assets shortfalls.
Client Assets returns

In the period, 677 individual Client Assets holdings were
returned and an additional 28 holdings were partially returned
to counterparties, with a total value of £0.11bn. To date, a total
of ¢.9,500 individual holdings have been fully returned to
counterparties representing a total value of c.£14.1bn.

Remaining Client Assets yet to be returned are blocked by
outstanding deed executions, non-responsive counterparties or
competing claims relating to Affiliate entities. Through
settlement negotiations or litigation, LBIE continues to address
all remaining Client Assets positions to facilitate a targeted
resolution by early 2015.

LBHK

345 individual holdings of LBHK released Client Assets, with a
value of £0.10bn, were returned to counterparties in the period
as part of the above returns.

LBF has competing claims in respect of certain assets
(aggregate total value of less than £1m) yet to be returned from
LBHK. LBIE expects to expedite resolution of the claims issues
and the return of the impacted assets in the next 6 months.

Excess segregated Client Assets

The ongoing identification of securities held in the client depot
that exceed current client entitlements has resulted in further
transfers to the House Estate of £0.01bn in the period
(£0.52bn to date).

Over-Claims and ring-fencing

For certain Client Assets, LBIE has received disputed claims or
duplicate claims for the same security which, until resolved or
expunged, prevent the affected Client Assets being returned.
An analysis of continuing Over-Claims is set out below.

Over-Claims at 14 March 2014
Ovi

s resolved or reconciled in the perio (002)

Total Over-Claims remaining at 14 September 2014

Remaining Over-Claims relate to 2 counterparties with claims
related to LBHK and LBI. LBIE is continuing to liaise with the
counterparties to resolve these disputes as expeditiously as
possible.
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Section 5.3:
Client Money estate

Introduction

The Client Money estate continues to be held separate from
House funds, pending resolution of a number of outstanding
matters, the most significant of which relates to the BarCap
Client Money claim. On eventual resolution of that claim and
after remaining Client Money claimants have been repaid in
full, the residual Client Money funds and any future Client
Money recoveries are expected to be transferred to the House
Estate, for the benefit of Senior unsecured creditors.

The Administrators set out in the table below a high-level
analysis showing illustrative indicative Low and High case
outcomes for the net Client Money impact on the House Estate.

Progress
Pre-Administration Client Money

At the date of the last report, 55 counterparties had a retained
CME. A Client Money settlement offer was made in February
2014 to settle those counterparties at 100% of their CME (plus,
where applicable, a currency allowance) in exchange for an
assignment of their CME to LBIE’s nominee. 54 of the 55
counterparties accepted the settlement offer and payment was
made on 10 April 2014.

CM Determinations agreement

Continued progress has been made in engaging with
counterparties with unresolved CME. A total of 188 CME

o 7 B e e = Low High claims (value $0.15bn) have been resolved in the period. 132
e aanonClient Noney estate $on_ $B0  (laims (value $0.04bn) remain outstanding, 89 of which,
Projected Client Money to distribute where engagement has not been possible, will require court
Funds held at 14 September 2014 097 097 directions.
LBB/LBHI future recoveries' 047 0.56
Mar 14 Sep 14
Other recoveries 002 002
B T T T T T T T T LT T T T PP T T TR TR e bananann wannnnns CPty cME cPty CME
Projected Client Money to distribute’ 1.46 1.55 CME population No. $bn No. $bn
Less Resolved
Future distributions to claimants with retained CME {0.01) (0.01) Resolved - repaid/assigned/waived' 948 410 1139 433
Estimated funds to be paid to the UK High Court (0.01) (0.01) Resolved - CME retained 55 0.09 52  0.01
(0.02) (0.02) 1,003 419 1,191 434
Projected future distributions to the House Estate (§bn)  1.44 1,53 Qutstanding
1 This represents the combined future dividends on LBIE’s LBHI guarantee 43 003
claim of $1.01bn and the LBB €0.40bn unsecured claim and is subject to 8; 001 '
the conclusion of the LBHI supplementary agreelment. s et s amtas s ees s s ertsan e er gL
2. The illustration assumes that the Administrators will not be required to o o132 004
trace and recover assets from the House Estate for the benefit of the Client Total 1,315 4.50 1,323 438
Money pool.
i The LBI and LBF entitlement values continue to be LBIE estimates.
) ) ) Low High 5 Includes 11 counterparties where CME is contingent upon the outcome of
Projected House impact of the Client Money estate £bn  £bn matters that have not yet been resolved (e.g. depot breaks/litigation).
Estimated future House recovery (Ebn) 0.88 093 3. Counterparties with which LBIE has been unable to establish contact,

The Administrators expect the majority of the outstanding
CME to either be assigned to LBIE’s nominee in satisfaction of
indebtedness due to the House or be exchanged for the
admission of an unsecured claim, with less than $0.01bn
remaining to be paid into the UK High Court for ‘orphaned’
type claims/obligations.
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counterparties that refuse to engage or counterparties that are dissolved.
Second interim Client Money distribution
A second interim Client Money distribution was made on 27
June 2014 to Client Money creditors at the rate of 25%.

During the period, interim distributions totalling $0.54bn have
been made to Client Money creditors (of which $0.53bn was
paid to LBIE’s nonine, as assignee of a large number of CME
claims).

Total distributions of $0.67bn have been paid to Client Money
creditors to date.
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Client Money settlement offer

The Administrators agreed to rerun the Client Money
settlement offer for the 51 counterparties who retained their
CME in the period. At the date of this report, 12 counterparties
have accepted the offer and the offer is now closed.

Recoveries

The pre-Administration Client Money pool at 14 September
2014 was $0.97bn. This includes both recoveries and interest
on funds held, including in the period:

o adistribution from LBHI of $0.21bn in respect of an
agreed guarantee claim against LBHI relating to Client
Money placed with LBB pre-Administration; and

e recoveries related to LBI disputed client accounts.

Future recoveries will arise from:

LBB

Under the terms of the settlement agreement, 50% of LBIE’s
€0.81bn Client Money claim has been admitted as an
unsecured claim in the LBB estate. An agreement in principle
was reached with LBHI in September 2014, including in
relation to the LBIE Client Money-related unsecured claim into
LBB. It is anticipated that this agreement with LBHI will
accelerate ‘catch-up’ distributions from LBB to LBIE. To date
LBB has made distributions to unsecured creditors totalling
54.5%. Since the period end, this agreement was executed and
a first distribution from LBB is expected by the end of 2014.

LBHI

Further distributions under the guarantee claim are expected
in due course.

Tatwan

The final amount due from LBIE’s operations in Taiwan
($0.02bn) was recovered shortly after the period end.

In the period, Client Money held in currencies other than
sterling and US dollars has been converted into sterling.

BarCap

BarCap has asserted that it acquired LBI’s CME in accordance
with the terms of a sale and purchase agreement entered into
in September 2008.

The US appeal court judgment relating to the litigation
between LBI and BarCap was handed down in August 2014 in
favour of BarCap and LBI’s subsequent application for a retrial
was denied on 23 September 2014. At the date of this report,
the next steps to be taken by the respective parties in the
litigation are unclear. Accordingly, the ultimate impact of this
for LBIE remains uncertain and the timing of any resolution to
the LBI/BarCap dispute remains outside of LBIE’s control.

Post-Administration Client Money recoveries and
returns

The post-Administration Client Money pool has continued to
reduce on account of funds being returned to clients or to the
House Estate.

The table below provides a breakdown of the post-
Administration Client Money movements during the period.

$bn $bn
Balance as at 14 March 2014 0.15_
Inthepemd S ———— BRI
Returns’
Receipls

Exchange rate and other adjustments

Movement in the period

Balance as at 14 September 2014” 0.06

1. The funds have been distributed as follows: $0.07bn has been returned to
clients and $0.06bn has been transferred to the House Estate (see page 35:
House transfers as detailed at note 5 and certain funds retained by House as
detailed at note 8).

pE The balance comprises principally client funds.
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Section 6:

Surplus entitlements and related UK High

Court process

Surplus Entitlement Proposal and
subsequent Interest-only Proposal

Following our eleventh progress report, the Administrators
continued to engage with creditors to assess the potential for
reaching a compromise in respect of the determination of
entitlements to Post-Administration Interest and Currency
Conversion Claims, and the development of a strategy that can
facilitate a consensual agreement for the distribution of the
surplus funds in the Administration.

Unfortunately, it became apparent shortly after the
presentation of the Surplus Entitlement Proposal to some of
the major creditors and its publication on the LBIE website on
28 March 2014, that a solution, acceptable to the relevant
majority of creditors, is unlikely to be achievable without
directions from the UK High Court. This resulted in the
decision in April 2014 to prepare and issue the Waterfall IT
Application outlined below.

Of the estimated indicative surplus of between £4.94bn and
£7.39bn at the end of the Administration, it is anticipated that
LBIE will have at least ¢.£3.5bn of surplus cash available for
distribution by the end of 2014 and the Administrators wish to
make payments of Post-Administration Interest as
expeditiously as possible. However, LBIE is unable to make
such payments until it can quantify the reserves that are
required, particularly in relation to ISDA claims.

With a view to determining a basis for fixing a reserve for ISDA
interest claims and making an interim distribution of Post-
Administration Interest, LBIE developed a more limited,
Interest-only Proposal that was shared with certain major
creditors during June and July 2014. The primary purpose of
that proposal was (by using a company voluntary arrangement)
to put a cap on ISDA interest claims and to establish a hard bar
date for all unsecured claims, leaving the most significant
remaining issues open for determination under the Waterfall IT
Application. The Administrators estimated that, under the
Interest-only Proposal, a first interest distribution totalling
c.£0.5bn would be possible in Q4 2014/Q1 2015, with
additional amounts becoming available for distribution as
further progress is made on claims agreement, asset realisation
and resolution of other issues such as the Waterfall I Appeal,
which is currently requiring the Administrators to reserve for
the Subordinated Debt and interest thereon.

The feedback from the creditors with whom the Interest-only
Proposal was discussed made it clear that there was insufficient
support for even limited compromise at this stage.
Consequently, the focus has in recent months and will in the
future continue to be on the resolution of the complex issues
regarding entitlements to Post-Administration Interest and
Currency Conversion Claims through seeking court directions.
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Waterfall court process
Waterfall I Appeal

Permission to appeal all issues in respect of the Waterfall I
Application judgment was granted at a UK High Court hearing
on 19 May 2014. The parties subsequently filed appeal notices
on 19 June 2014 to progress the matter.

The appeal will be heard in late-March 2015 and judgment will
not likely be handed down until mid-2015. There is a possibility
that a further appeal to the UK Supreme Court could then be
made on some or all of the issues.

Waterfall II Application

As the Surplus Entitlement Proposal did not secure support
from a sufficient number of creditors to make it a viable

proposition, LBIE and its legal advisers have consulted with
relevant creditor groups and their legal advisers in order to:

e  preparea comprehensive application (the Waterfall IT
Application) to the UK High Court for directions on all
issues not dealt with in the earlier Waterfall I Application
proceedings, that impact upon the nature and extent of
creditors’ entitlements to share in the distribution of the
surplus; and

o identify appropriate respondents to the Waterfall II
Application who represent the majority of the competing
points of view on the relevant issues and are suitably
equipped to pursue arguments in support of those views.

The Waterfall IT Application was made to the UK High Court
on 12 June 2014 and the first case management hearing took
place on 25 June 2014 to obtain directions in respect of the
procedural steps for LBIE and the 5 respondents, namely (i)
Burlington Loan Management Limited (ii) CVI GVF (LUX)
Masters SARL (iii) Hutchinson Investors, LLC (together
referred to as the Senior Creditor Group) (iv) Wentworth Sons
Sub-Debt SARL, and (v) York Global Finance BDH.LLC.

The Waterfall I Application raises 39 different questions but in
broad terms, the principal issues on which LBIE has sought the
UK High Court’s directions relate to:

e  howto calculate the rate and full extent of a creditor’s
entitlement to Post-Administration Interest (including
contractual entitlements under inter alia the ISDA Master
Agreement);

e the date from which Post-Administration Interest should
accrue;

e how Currency Conversion Claims are to be quantified and
whether such claims are reduced by Post-Administration
Interest received; and

e the effect of release clauses contained in Claims
Determination Deeds and the CRA.
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These issues reflect matters where either LBIE considers that
there is some uncertainty as to the answer or a proposition on
one or more of these issues has been put forward by the
respondents that LBIE has concluded cannot in the
circumstances be determined without directions from the UK
High Court.

At the 25 June 2014 hearing, a timetable was fixed for the
service of position papers and witness statements by the
parties. The Administrators filed a statement by Anthony
Lomas on 25 July 2014. The respondents filed their position
papers (with supporting evidence) on 19 September 2014. LBIE
filed its position paper on 10 October 2014. All relevant
documents are available to creditors on the LBIE website.

The respondents have until 31 October 2014 to file reply
position papers and further evidence upon which they may
wish to rely.

There will be a second case management hearing, on 21
November 2014, to consider the next steps in the application.
At that hearing, it is expected that Mr Justice David Richards
will give directions for the hearing of the application.
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Appendix A:

Receipts and payments:
cumulative and 6 months
to 14 September 2014

House Estate receipts and payments:
cumulative and 6 months to 14 September 2014

Cumulative - Period - Cumulative -
15 September 2008 to 6 months to 15 September 2008 to
14 March 2014 14 September 2014 14 September 2014
(GBP equivalent) (GBP equivalent) (GBP equivalent)
House Estate Notes £m £m £m
Receipts
Counterparties 1 10,518 797 11,315
Depot securities 2 9,101 840 9,941
Affiliate-related transfers from post-Administration Client
Money 3 700 136 836
Post-Administration Client Money and collateral for .
onward distribution 4 502 26 528
Pre-Administration Client Money distributions on
assigned claims 5 72 376 448
Other income 6 1,113 169 1,282
Total receipts for the period/to date 22,006 2,344 24,350
Payments
Divi paid T (11,515)
Affiliate-related transfers to post-Administration Client
Money 8 (1,384)
Affiliate settlements g (929)
Distribution of post-Administration Client Money and .
collateral 10 (505) (26) (531)
Administrators' remuneration 1 (796) (67) (863)

Payroll and employee costs

Other payments 15 (888)’ (214)

(1,102)

Total payments for the periosjég.;ate '''''''' Haasny (3,003) (17,454)

Net movement in the period/to date 7,555 (669) 6,896

Foreign exchange translation differences ase’ s (136)
e bala.r.‘ ces - AR 1.; ........................ T (s 5 7) ....................................... é ,760

Less: Funds held subject to potential third party claims 17 (997) 746 (251)

AR depos{t; s gover._r;;.;_r,‘t .......................................................................................................................

bonds (see Section 2) 6,420" 89 6,509"

* The opening balances reflect a net reclassification between receipts and payments categories of £5m relating to the Client Money return scheme following a detailed

reconciliation exercise in the period.

~ At this stage in the Administration, material receipts and payments in foreign currencies are converted to stetling as soon as practicable after receipt. Where small

currency sums are held for a short period or where currency collateral is held for a counterparty, small translation differences can arise.
~ Balances held in foreign currencies at 14 March 2014 were €6m, $4m and various currencies £12m (equivalent).
# Balances held in foreign currencies at 14 September 2014 were $33m and various currencies £4m (equivalent).
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Notes to House Estate receipts and
payments account

General

Foreign currency transactions are reported in sterling at the
rate prevailing on the relevant transaction date.

The transactions within the LBIE estate in the period:

s arereported on a cash receipts and payments basis in
accordance with the Insolvency Act and Insolvency Rules;
and

e  were completed in accounts established and controlled by
the Administrators.

Separate bank accounts are held for realisations from the
House Estate and the Trust Estate.

1. Counterparties
Receipts in the period comprise:

e  £274m of distributions from debtor Affiliates;

e  f£253m related to House and Exchanges third party
debtors;

e  £169m of House debtor appropriations and House
assignments from the Omnibus Trust estate;

e £40m of net receipts through the utilisation of a hedge
against US dollar exposure;

¢ £33mof Client Assets claimant debtor receipts;

e  £16m of House debt appropriations of collateral received
from clients in prior periods (see note 6); and

e  £12m of Client Assets claimant debtor appropriations
transferred from post-Administration Client Money.

2. Depot securities — sales and related income
Realisations of £840m relate to the disposal or redemption of
securities and derived income from depot holdings for the
benefit of the House Estate or third parties. Significant
proceeds include £468m relating to securities returned from
LBHK, which were subject to forward sale contracts, and
£163m from repatriated securities previously held at Citibank
Taiwan.

3. Affiliate-related transfers from
post-Administration Client Money

£136m of funds previously held in post-Administration Client

Money, segregated for potential Affiliate claims or clients of

Affiliates, was transferred to the House Estate.

4. Post-Administration Client Money and
collateral for onward distribution
Under certain client agreements, Client Money is transferred
from the post-Administration Client Money account to LBIE’s
nominee. Under a separate agreement, funds are transferred
from LBIE’s nominee to the House account. The House makes
a separate payment to the client to give value for its Client
Money under the client agreements (see note 10).

5. Pre-Administration Client Money
distributions on assigned claims
£312m of pre-Administration Client Money interim
distributions on CME assigned claims was received via LBIE’s
nominee in the period. A net hedge receipt of £64m on the
expected total US dollar recoveries was also attributed. In our
last 6-monthly report to creditors, such distributions were
included within ‘other income’, however, due to the increasing
significance of these distributions, a separate disclosure of the
opening balance and receipts in the period has been made in
this report.

6. Other income
Other income comprises:

. an £8om contribution received from LBHI and LBEL
towards the Pension Scheme deficit (see note 15);

e  £67m of recovered or redirected funds which was
mistakenly paid (by third parties) into House accounts;

° £12m of VAT repayments received from HMRC;
° £13m of bank and bond interest received; and
e  f13m of other realisations.

The above amounts are offset by £16m of collateral received
from clients in prior periods that has been appropriated to the
House Estate in the current period (see note 1).

7. Dividends paid
£2,614m of interim unsecured dividends was paid in the
period.
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8. Affiliate-related transfers to
post-Administration Client Money

£34m of funds was transferred to the post-Administration

segregated Affiliate account, relating to the disposal or

redemption of securities and derived income received into the

House account identified as belonging to Affiliates.

9. Affiliate settlements
The payments relate to Affiliate settlements and asset return
agreements.

10. Distribution of post-Administration Client
Money and collateral

This relates to returns to clients of collateral and funds under

the Client Money return scheme (see note 4).

11. Administrators’ remuneration and expenses
Payment deferral terms, as agreed with the Committee and

referred to on page 42 of this report, account for differences
between costs incurred and payments made in the period.

Out-of-pocket expenses of £2m were paid in the period.

12. Payroll and employee costs

Payments relate to salary and employee-related benefits for
UK-based employees and third party contractors. This includes
costs incurred on behalf of Affiliates, which are recovered by
LBIE and included as ‘other income’.

13. Legal and professional costs

Legal and other advisers’ costs relate to advice given, and to
court proceedings and litigation conducted, in numerous
jurisdictions by a number of professional firms in connection
with a range of issues across the Administration.

14. Building and occupancy costs

This relates to occupancy and infrastructure costs, primarily
related to the Canary Wharf offices occupied by LBIE and
includes costs incurred on behalf of Affiliates, which are
recovered by LBIE and included as ‘other income’.

15. Other payments
Other payments comprise:

. an onward transfer of the £8om Pension Scheme deficit
contribution (see note 6) to the Pension Scheme trustees;

e  repayment of £66m of recovered or redirected funds
which was mistakenly paid by third parties into House
accounts (see note 6);

e  F£4om paid to counterparties with retained CME under
the Client Money settlement offer in exchange for an
assignment of their CME (see Section 5.3);

e £17m of VAT paid on invoices;

e £4m of counterparty settlements; and
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e  £7m of other net sundry payments and reclassifications.
16. Investment profile
Current investiment strategy

For short-term liquidity requirements, LBIE invests in short-
dated money market deposits. For longer term requirements,
investments are made in short-dated government securities.

Total balances

GBP equivalent

House Estate £m
Short-dated govemmentbonds st 53,
Long-dated governmentbonds 150
Shotem deposts® 3%,
Interestbearing accounts g
Towl R e e R v P aane 5,760
1. Average rate of return (net of fund manager fees) for 6 months ending 14
September 2014 on sterling of 0.42%.
2. Average rate of return for 6 months ending 14 September 2014 on sterling

of 0.31%.
Cash management and investment policies

Subject to meeting regulatory requirements, the continuing
objectives of the policies are to provide:

e  security for Administration funds;
e liquidity as required by the Administration; and
e  appropriate returns (positive yield net of fees).

The primary objective continues to be ensuring the security of
Administration funds. To meet this objective, a comprehensive
counterparty credit risk policy is in place with clear limits on
counterparties, instruments, amounts and duration.
Compliance with policy is measured on at least a daily basis
using live indicators, and any breaches arising from market
movements are reported immediately to the Administrators.

The cash is managed by a team of treasury professionals which
meets with the Administrators on a regular basis.
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Instruments used in the period

° interest-bearing accounts;

e  short-term bank deposits; and

e  government and quasi-government bonds.

Policy for interest-bearing accounts and short-term
deposits

Permitted banks must meet 5 key criteria:

e  beheadquartered in a sovereign state where the average
long-term ratings from S&P, Moody’s and Fitch are in the
top 4 available tiers (AAA to AA-);

e  havea blended average long-term rating from S&P,
Moody’s and Fitch within the top 4 available tiers (AA- to
A);

e  bea Prudential Regulation Authority approved
counterparty;

¢ have a 5-year CDS price below a specified (prudent)
threshold; and

e  have a minimum market capitalisation above a specified
(prudent) threshold.

To ensure diversification, the counterparty limits for monies
invested are based on the credit rating, CDS price and market
capitalisation of each of the banks used.

Short-term deposits are placed for a maximum duration of 12
weeks with only those banks that meet strict criteria —
currently only 2 out of our 12 dealing counterparties.

Policy for government bonds

Eligible investments for the bond portfolios are short-dated
government debt issued by the UK and quasi-government debt
securities benefiting from an explicit, unconditional and
irrevocable guarantee from the UK government.

The bond portfolio is managed on a day-to-day basis by an
independent fund manager.

In addition, long-term government bonds have been purchased
in the period to hedge against the interest rate and inflation
risks associated with the Pension Scheme deficit (see page 17).

17. Funds held subject to potential third
party claims

House Estate £m

Reserve for unpaid dividends 212
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Post-Administration Client Money receipts and payments:

cumulative and 6 months to 14 September 2014

Cumulative - Period - Cumulative -

15 September 2008 to 6 months to 16 September 2008 to

14 March 2014 14 September 2014 14 September 2014

(USD equivalent) (USD equivalent) {USD equivalent)

Post-Administration Client Money Notes USD $m USD $m USD $m
Receipts

Redemptions, coupons, dividends and investment income 1 4,295 52 4,347

itiate-related transfers from the House 2 2,119 57 2,176

Affiliate-related

Collateral received from clients

Funds received in error

Total receipts for the period/to date 7,422 201 7,623
Payments

Transfers to clients direct (2,023) (27) (2,050)
................................................................ s (1343)
Affiliate-related transfers to the Housem” ...... R (226) .................................... (1315)
Affiliate settlements e 7 (61?] (692) (1.3095
Transfers to ¢l @0y e (778)
(323) : (323
”'Ir.ransfers to pre-Administration Client Money (167) ........ . (167)
Return of funds received in error R —— i (4) IIIIIIIIIIIIIIIIII (118)
s (4)... e S (4)
..'i:tl)tal payments for the pe“riodlto dat:e ........................................... (6,352) (1,055) (7,407)
‘N?} moveme_r_lt_ in th_e: period/to date 1,070 (854) 216
Foreign oxchange translation differences 60n (10 501
e s peser T R ot
Comprising

Segregated Affiliate post-Administration Client Money balance 984 (780) 204
St a— post.Administrati;}{'é]};};t Sy ba|ance14e(e4) ............................................. 52
e T L L AR A B R TS 1'130 (864) e

* The opening balances reflect a reclassification between payment categories of $9m relating to the Client Money return scheme following a detailed reconciliation

exercise in the period.

~ The translation differences set out above principally arise from translating other currencies into US dollars, for reporting purposes only.
- Balances held in currencies other than US dollars at 14 March 2014 were €256m, £10m and various currencies $81m (equivalent).

+ Balances held in currencies other than US dollars at 14 September 2014 were €18m, £2m and various currencies $26m (equivalent). In the period, $11m was transferred
from ‘Other third party post-Administration Client Money’ to ‘Segregated Affiliate post-Administration Client Money’.
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Notes to post-Administration Client Money
receipts and payments account

1. Redemptions, coupons, dividends and
investment income

Realisations relating to the disposal or redemption of securities

and to derived income received directly into the segregated

post-Administration Client Money accounts.

2. Affiliate-related transfers from the House
Transfer of cash originally received in the House account,
relating to the disposal or redemption of securities and to
derived income identified as belonging to Affiliates.

3. Affiliate-related

Amounts relating to the disposal or redemption of securities
and to derived income received directly into the segregated
Affiliate accounts.

4. Transfers to clients direct
Return of post-Administration Client Money direct to clients
including debtor appropriations to the House.

5. Other transfers to the House

Transfers relate to either funds determined not to be post-
Administration Client Money following investigation, fees
payable to the House, or releases following a waiver of client
rights in consideration for an unsecured claim into the House.

6. Affiliate-related transfers to the House

Funds previously held subject to potential Affiliate claims or
clients of Affiliates, which were transferred to the House Estate
following settlements with Affiliates.

7. Affiliate settlements
Return of funds to Affiliates under the terms of settlement
agreements with those Affiliates.

8. Transfers to clients via LBIE’s nominee

Return of post-Administration Client Money via LBIE’s
nominee, where funds are transferred to the House Estate for
onward distribution to clients, net of certain funds retained by
the House in respect of fees payable, debtor appropriations and
releases following a waiver of client rights in consideration for
an unsecured claim into the House.

9. Investment profile
Total balances

USD equivalent
Post-Administration Client Money $m
Short-term deposits 222

Interest-bearing accounts

Cash management and investment policies for client

Junds

The Client Money cash management policies for short-term
deposits and interest-bearing accounts are based on those used
for the House Estate, modified to comply with the additional
Client Money regulatory requirements.

Client Money is not eligible for investment in government
bonds. Client monies can be placed on money market deposits
for a maximum duration of 4 weeks.
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Pre-Administration Client Money receipts and payments:
cumulative and 6 months to 14 September 2014

Cumulative - Period - Cumulative -
15 September 2008 to 6 months to 15 September 2008 to
14 March 2014 14 September 2014 14 September 2014
(USD equivalent) (USD equivalent) (USD equivalent)
Pre-Administration Client Money Notes USD $m UsD $m USD $m
Receipts
Client Money pool recoveries 1 1,425 217 1,642
Interest 7 1 8
Total receipts for the period/to date 1,432 218 1,650
Payments
Client Money interim distribution 2 (137) (538) (875)
Legal costs (10) (10)
Total payments for the periodito date (147) (538) (685)
Net movement in the period/to date 1,285 (320) 965
ences 9r (5)" 4+
Total balances 3 1,294 (326) 969*

» The translation differences principally arise from translating other currencies into US dollars, for reporting purposes only.
~ Balances held in currencies other than US dollars at 14 March 2014 were £139m and various currencies $1m (equivalent).

# Balances held in currencies other than US dollars at 14 September 2014 were £140m.

Notes to pre-Administration Client Money receipts and payments account

1. Client Money pool recoveries
Client Money recovered in the period principally relates to a distribution from LBHI in respect of LBIE’s guarantee claim.

2, Client Money interim distribution
A second interim distribution of 25%, together with monthly ‘catch-up’ distributions, was paid in the period. This included
$0.53bn ($0.65bn total to date) paid to the House Estate via LBIE’s nominee.

3. Investment profile

USD equivalent
Pre-Administration Client Money $m
Short-term deposits 968
||-|[ﬂ restbearmgaccounts ............................................................................................................. -
Total .................................................................................................................................................................................................... —
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Omnibus Trust receipts and payments:
cumulative and 6 months to 14 September 2014

Cumulative - Period - Cumulative -

156 September 2008 to 6 months to 15 September 2008 to

14 March 2014 14 September 2014 14 September 2014

(USD equivalent) {USD equivalent) {USD equivalent)

Omnibus Trust Notes USD $m USD $m USD $m

Receipts

ot o BT T ———— Y e R 4812,

Sele of oquiy secures etumed by B1 1 3977 R 3980

Sale of i income securliesretumed by LBL 1 O, i 91,

Transfers R e T 0

o recem.t;,.,,,. : s 9,505 = = T Tme— o
Payments

Distributions to beneficiaries 3 (5,323) (881) (6,204)

’ e ———— S ——— (2323)

.......................................................................................................... ‘ 46) it s

""""""""""""""""""""""" . .

(68) (1) (69)

Costs relating to disposal of securites (R - i )

Total payments es19 (340) . (8,954)

Period end balance 6 892 (297) 595

Notes to Omnibus Trust receipts and payments account

1. Sale of equity and fixed income securities returned by LBI
Realisations in the period relate to the disposal or redemption of securities.

2. Transfers

Funds received in error into the Omnibus Trust account that do not form part of the Omnibus Trust estate receipts for distribution
purposes.

3. Distributions to beneficiaries
A first ‘true-up’ distribution of released withholding tax reserves and a further ‘catch-up’ distribution were paid on 12 June 2014.

4. House debtor appropriations/House assigned claims/fees recovered

Under the Common Terms, certain deductions against gross distributions to beneficiaries were allowed for onward payment to the
House.

5. USwithholding tax reserve
The IRS has approved that the first distribution of 100% of the Best Claim value can be made subject only to specific deductions for
withholding tax. This facilitated a release of $0.85bn in the period of the $0.95bn previously on deposit with the IRS.
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6. Investment profile

Total balances
usD
equlvalent
Omnlbus Trust $m
Short-term deposits . 233 ]
Interest-bearing accounts 362
Total 595

Cash management and investient policies for Omnibus Trust funds

The investment policies for short-term deposits and interest-bearing accounts are focused on preserving the security of the funds.
This is achieved by the application of a comprehensive credit risk model as used in the House Estate, subject to consideration of
any other regulatory requirements.
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Appendix B:
Supplemental schedules

House securities

As at 14 September 2014, remaining House securities and depot-related asset recoveries are summarised as follows:

Book Book Indicative x
value Sales/ HK hedge Client depot Other value future recoveries

Mar 14 redemptions release transfers' movements® Sep 14 Low High
£bn £bn £bn £bn £bn £bn fbn £bn
Available for sale 011 (0.60) 047 0.01 0.06 0.05 0.03 0.05
Residual assets held at Citibank® 0.18 (0.16) - - - = =
Reserved for clients® 0,56 - (0.47) (0.09) = - -
Reserved for Affiliates 0,06 (0.01) - - 0.05 - -
Total 0.89 (0.77) ) {0.08) 0.06 0.10 0.03 0.05

£0.01bn was released to House from excess segregated securities in Client Assets.

‘Other movements’ represent securities received in settlement of amounts due from House debtors and pricing adjustments in the period.

The indicative future recoveries for ‘available for sale’ assets represent an expected outcome following adjustments for illiquid and potentially irrecoverable assets.
Following regulatory and tax clearances, the majority of remaining securities held in Taiwan were repatriated and liquidated in the period.

CUEE I A

Assets released by LBHK were pre-sold prior to 14 March 2014 under a forward sale arrangement.

Affiliate securities and cash ring-fencing

Assets held in the House and Trust Estates, which are still subject to Affiliate claims at 14 September 2014, are set out below.

Securities Cash Total
£bn £bn £bn
Reported as at 14 March 2014 0.33 092

Returns to Affiliates? (0.05) (0.41) (0 46)
Ring-fencing releases to House® I S . = (0.14? ..... (0.14)
Ring-fenced at 14 September 201l4" I 026 0.12 0.38
Assets to be returned to
- — R ) 0.19 0.03 022

Amentobereined by LOET | 0022 04
= pendir;&; ,.esomt,on ...... A o N A S R T S S S WA 1 PSSO NS B O F AR SO 9P S OO s
LBF-related - 0.05 0_05
e ey e e e 001‘ ................ 001

Assets ; a t 14 g epmmberzom .................................................................................................................................................. o zs ................. 0 12 ............... 038

1. Receipts comprise the proceeds of sale, redemption or related derived income of securities segregated for Affiliates of £0.05bn (principally LBF and Storm), and

transfers from House of £0.03bn (principally relating to LBHI and LBF) and clients of Affiliates.
2. Trincipally returns to LBF, LBIII, Storm and LBHK.
3. Principally releases following settlement with LBB (£0.12bn).

The securities are held in: House depot £0.05bn and client depot, segregated for Affiliates, £0.21bn. The cash is held in post-Administration Client Money
(segregated Affiliate funds).

5. The indicative financial outcome on page 7 includes this recovety in both the indicative Low and High case scenarios.
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Appendix C:
Administrators’ remuneration

Introduction

In response to a specific creditor request, in this report we have set out the previous period comparative data as well as a forecast
for the next 6-month calendar period (commencing 1 July 2014). In addition, we have included a narrative explaining the
differences between time spent working in each work stream in the current and prior periods.

Analysis of Administrators’ remuneration by grade and work activity

The table below provides an analysis of the Administrators’ total hours incurred and the associated cost by staff grade and work
activity for the previous time reporting period, the current period and the forecast for the next period.

Prior Current Forecast
1 July 2013 1 Jan 2014 1 July 2014
to 31 December 2013 to 30 June 2014 to 31 December 2014
Hours £'000 Hours £'000 Hours £'000
By grade
AU .. - .- M . S rerr— - L

9,312 12,243 7,946
14,261

Igenior Manager 17,598

e o e 13768
Senior Associate I 65,438 15,852 60,615 15106 aa03s T 11,274
IK.s;ociate ......... 27971 P

Total .............................................................................. 1 97.606 .................. < 8'15.9.,. 55,60;
Average hourly rate £345 €370
By work activity1

Counterparty resolution 32,745 24,369 8,847
o 26709 ......... 15,6?3-% ..................... 5419
Valuatlons S ——rT 1 0156 ..................... 3799

Surplus

Simplific;t.ilar;/.aéta goverR;HEé ...................
T
nformation technology

"Insolvency

Total other support functions .
Total

150,231 55,603

1. The work activity summary now reflects the new LBIE operating model effective from 1 January 2014. The prior 6-month time has been restated in the new format
to provide a meaningful comparison. As a result, the work activities shown do not incorporate the same underlying sub-activities as prior periods.
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Staff headcount profile

The table below provides a summary of the staff headcount
profile for the previous time reporting period, the current
period and the forecast for the next time reporting period.

Actual Forecast
Prior Current In the
period period period
ended ended ending
31 Dec 30 Jun 31 Dec
2013 2014 2014

Staff profile
LBIE staff (including contractors) 406 320 263
PWC staff’ 193 198 148
Ratio of LBIE to PwC staff 21 1.6 18

1. PwC staff numbers are calcutated on the basis of 8 worked man-hours being
equal to 1 full-time equivalent man-day.

The Administrators estimate that in the period ending 31

December 2014 the LBIE headcount will have reduced by 35%

compared to the headcount in the period ended 31 December

2013. In the corresponding period, the PwC staff will have

reduced by 23%.

The movement in the ratio of LBIE to PwC staff, in part,
reflects timing of the release of LBIE staff. The Administrators
assess the LBIE staff resource requirements twice a year, with
redundancies taking place on 31 December and 31 July each
year. By comparison, the PwC resource is released at shorter
notice, as and when tasks or activities are completed.

Administrators’ remuneration movements
between the current period and the prior
period

In the current time reporting period to 30 June 2014, a 1%

reduction in total hours compared to the period ended 31
December 2013 occurred, and an increase in total costs of 2%.

The principal areas of reduced activity in the period were:

e  counterparty resolution, as the number of outstanding
matters has reduced; and

e transaction processing and control, as resolution of the
Trust Estate continued and the volume of assets and
income under the Administrators’ control has reduced.

Principal areas where activities have increased comprised:

middle office delivery of the fourth interim distribution
and resolution of the associated US withholding tax
issues;

operational simplification, in connection with the orderly
wind-down of the Administration’s infrastructure;

the surplus project, relating to the development of
consensual solution options and the Waterfall I and II
court proceedings; and

the Pension Scheme deficit claim resolution.

Administrators’ remuneration forecast for
the next period

The forecast 6-monthly time reporting period to December
2014 indicates a 23% reduction in hours and a 20% reduction
in costs compared with the current period.

Activity across almost all work streams is forecast to reduce,
with the exception of the surplus project as the Administration
continues to transition to a ‘tail-state’ operating model.

Costs for the surplus work stream are forecast to increase by
6% as compared with the current period. This is driven by
ongoing support for the Waterfall IT Application and the
related witness statements. This work commenced in the last 2
months of the current period, and is expected to continue for
the whole of the forecast period, thus driving an increase in
work stream costs compared to the current period.

Part of the forecast decrease across all work streams reflects a
higher level of planned staff absences (principally holiday) in
this period, as it covers the summer and Christmas periods.
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Administrators’ remuneration approval

Details of the statutory framework for the approval of the
Administrators’ remuneration, the role of the Creditors’
Committee Adviser and the level and detail of disclosure
provided by the Administrators are set out in the
Administrators’ earlier reports.

The Administrators continue to provide the Committee and its
Adviser with detailed information relating to their
remuneration and to Category 2 disbursements, in accordance
with SIP g, on a quarterly basis.

The remuneration information contained in this report is
extracted from the Q1 and Q2 2014 data packs which have been
provided to the Committee and its Adviser.

Approvals by the Creditors’ Comumittee

As previously reported, the Committee has approved the 2014
remuneration arrangements, which require deferral ofa
significant proportion of the Administrators’ 2014 time costs to
be considered for approval in early 2015, enabling the
Committee to reflect on the Administrators’ achievements
across the whole of the 2014 calendar year.

The Committee has been provided with Category 2
disbursement information relating to the 6-month period to 30
June 2014 amounting to £992,038, with disbursements of
£463,228 being approved for payment in the period.

Cumulative time costs accrued to 30 June 2014 are c.£830m.
Total Administrators’ remuneration and disbursements paid to
14 September 2014 are c.£863m.
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Appendix D:
Statutory and other information

Court details for the
Administration:

Full name:

Trading name:

High Court of Justice, Chancery Division, Companies Court
Court case number 7942 of 2008

Lehman Brothers International (Europe)

Registered number:

02538254

Registered address:

Date of the Administration
appointment:

Administrators’ names and
addresses:

AV Lomas, SA Pearson (both appointed 15 September 2008), PD Copley and R Downs (both appointed 2 November
2011) and JG Parr (appointed on 22 March 2013} of PricewaterhouseCoopers LLP, 7 More London Riverside,
London SE1 2RT. MJA Jervis and DY Schwarzmann ceased to act on 2 November 2011. DA Howell ceased to act

High Court of Justice, Chancery D|V|s|on Companles Court on the appllcatlon of LBIE’s directors

Objective being pursued by the
Administrators:

Achieving a better result for LBIE’s creditors as a whole than would be likely |f LBIE were wound up (without flrst
being in Administration)

Aims of the Administration:

Division of the Administrators’
responsibilities:

Recover and/or realise all House assets including cash, securities and in-the-money financial contracts, on a
managed basis

Admit unsecured creditors’ claims and make distributions to creditors

Recover Client Assets and Client Money, assess the claims to such property and return all such property to its
rightful owners on a systematic basis

In relation to paragraph 100(2) of Schedule B1 to the Insolvency Act, dunng the period for which the Administration is
in force, any act required or authorised under any enactment to be done by either or all of the Administrators may be
done by any one or more of the persons for the tlme belng holdlng that office

Details of any extensions for the
initial period of appointment:

Proposed end of the
Administration:

Estimated dividend for unsecured
creditors:

Interim dividends paid to date at a cumulative rate of 100p/£1. Creditors are referred to Section 2 for the illustrative
range of outcomes

Estlmated values of the prescribed
part and LBIE’s net property:

The estimated value of LBIE's net property remains uncertain

Whether and why the
Administrators intend to apply to
court under Section 176A(5) of the
Insolvency Act:

The European Regulation on
Insolvency Proceedings (Council
Regulation (EC) No. 1346/2000 of
29 May 2000):

Creditors’ Committee members:

Such an application is considered unlikely

The European Regulatlon on Insolvency Proceedmgs does not apply to this Administration as LBIE is an mvestment
undertaking

Lehman Commercial Paper Inc.
Ramius LLC
Lehman Brothers Asia Holdings Ltd
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Appendix E:
Glossary of terms

Abbreviation Term Definition

Administration Administration UK corporate insolvency process governed by the Insolvency Act 1986 applicable to LBIE
foIIowrng the grantmg of an admrmstratlon order dated 15 September 2008

Administrators Joint Administrators AV Lomas and SA Pearson were appornted as Joint Administrators of LBIE on 15 September
2008. PD Copley and R Downs were appointed on 2 November 2011. JG Parr was appointed
on 22 March 2013. All are licensed in the United Kingdom to act as insolvency practitioners by
the Institute of Chartered Accountants in England and Wales and are partners of
PncewaterhouseCoopers LLP

Adviser Adviser An adviser retained to assist the Commlttee in conS|der|ng the Admlnlstrators remuneratlon

requests
Affiliates Affrlrate entltres Vanous subsrdlarles and afﬂlrates of Lehman Brothers Holdrngs Inc
AGR AG Fmancral Products Inc A US- based afflhate of Assured Guaranty Corp whlch provided credlt protect|on to

counterpartles under credlt default swaps

B Barclays Capital Inc Investment bankrng busrness of Barclays Bank PLC

Best Claim value Best Claim value A customer's claim for the purposes of the Consensual Proposal is the hrgher of e|ther the
value of the accepting customer's claim on 19 September 2008 (and, for the avoidance of
doubt, excludlng income accrurng after 19 September 2008); and the market value of an

, including income, on 30 November 2012

Category 2 Administrators’ Category 2 Costs that are drrectly referable to the Administration but not to a payment to an independent

disbursements disbursements third party. They may include shared or allocated costs that can be allocated to the

T LI ...,,.......AdmInIStratlon On a proper and reasonable baSIs L T L T T PR T )

Citibank o IC|t|bank C|t|bank Inc and any of ItS subs|d|ary entmes S

Iglalgls'Determmat‘ion Claims Determrnatron Deed A standard|sed Iegal document for agreeing clallms“under the Consensual Approach
ee

.Cllent Assets CllentAssetsChent se‘c‘urltles WhICh LBIE shouId have heId as at 15 September 2008

CiientMoney “CrientMoney " Client cash balances held by LBIE as at 15 September 2008 o received thereafter by LBIE

and which are in each case subject to the UK Financial Conduct Authority's client money rules
and/or apphcable cIrent money d|str|but|on rules

CM Determination Client Money Determination The Admlnlstrators assessments of the quantum of Cllent Money EntItIement of a fmancral

- tradlng counterparty based on pubIIshed pnncrpIes
CME i CllentMoneyEntrtIement The entltlement to recelve a d|str|but|on from the pre-lAdmlmstratlon Cllent Money pooI
.Comn’n‘ttee m"Creditors' Commttteel o Credrtors voted to represent the general body of cred|tors ot LBIE to assrst the Admtmstrators
in discharging their functions set out in the Insolvency Act 1986
-Common Terms .“Common Terms I"Common terms b.e.t.vveen LBIE and consentlng beneﬂcranes to the Consensual Proposal
.Consensual Approach ””.Consensual Approach {\f(rjamevvlod( developed for the expedrent resolutlon of the unsecured cIaIms of financial

counterpart|es

Consensual Proposal Consensual Proposal Proposal to Omnibus Trust clarmants to settle ona consensual basls thelr cIalms in respect of
securities and/or cash positions under the Common Terms. In settlement of the claims, each
customer which is a party to the Common Terms is entitied to have allocated to it a share of
th eeds f the securities and cash received by LBIE from LBI

CRA Claim Resolution Agreement The cIa|m resotut|on framework which governs the return of Client Assets. The CRA was
proposed by the Administrators to clients in November 2009 and was accepted by over 90%
of eIlglbIe Cllent Assets clalmants

Currency Converslon Currency Conversion Claims Non provable clalms denved from contractual nghts to be pald in a currency other than
Claims sterling, where the value of sterling has declined as against the currency of the claim between
the date of Admrnlstratlon and the date(s) of payment of distributions in respect of the claim

Customer Property Customer Property as defined in A combination of claims to secuntres and certain cash amounts relating to securmes, as
SIPA defined in SIPA

FSD Financial Support Direction Direction determmed by the Pensions Regulator requ|r|ng fmanmal support to be put in place
for the purpose of maintaining the solvency of a defined benefit scheme in accordance with
the Penslons Act 2004

HMRC HM Revenue & Customs Organlsatlon of the UK government pnmanly responslble for the collectlon of taxes

House Estate [also House Estate Dealings that reIate to LBIE s general unsecured estate
referred to as House)
Insolvency Act Insolvency Act 1986 Statutory Ieglslatlon that prowdes the Iegal platform for matters reIatlng to personal and
corporate insolvency in the UK
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Abbreviation Term Definition

Insolvency Rules Insolvency Rules 1986 Statutory rules that provide the legal platform for matters relating to personal and corporate
|nsolvency in the UK

Interest-only Proposal lnterest—only ProposaI Draft proposed lnterlm solutlon to prowde an early dlstrlbutron of part of the surplus arising
after the payment of Senior unsecured claims in full, pending the most significant issues being
determlned

IRS Internal Revenue Servrce A bureau of the Department of the Treasury of the Unlted States federal government wrth

responsibility for collecting taxes and the interpretation and enforcement of the internal
revenue code

ISDA (also referred to as  International Swaps and Global trade assoctatlon for over- the counter denvatlves standard documentatlon

ISDA Master Agreement) Derivatives Association Master
Agraement
LB Lux Lehman Brothers (Luxembourg) Afflllate ent|ty subject to |nso|vency proceedlngs in Luxembourg
S A
LBB Lehman Brothers Bankhaus Affiliate entity subject to msolvency proceedings in Germany
AG
LBEL Lehman Brothers Europe Aff|||ate entlty subject to |nsolvency proceedlngs in the UK
LBF Lehman Brothers Finance S.A.  Affiliate entity subject to insolvency proceedings in Switzerland
(SW|tzerIand) o
LBHI Lehman Brothers Holdlngs Inc Ultimate parent of the Lehman group, incorporated in the US and formerly subject to Chapter

11 bankruptcy protection from 15 September 2008. The Plan of Reorganisation became
effectlve on 6 March 2012

LBHI2 LB Holdings Intermediate 2 Affrllate entlty subject to |nsoIvency proceedrngs in the UK

L|m|ted
LBHK Lehman Brothers Hong Kong CoIIectrve group of affiliate entities subject to insolvency proceedings in Hong Kong: Lehman

Brothers Asia Holdings Ltd, Lehman Brothers Commercial Corporation Asia Ltd, Lehman
Brothers Asia Capital Company Ltd, Lehman Brothers Securities Asia Ltd, Lehman Brothers
Futures Asra Ltd Lehman Brothers Asia Ltd and Lehman Brothers Nomlnees (H K ) Ltd

LBI Lehman Brothers Inc us broker-dealer afﬂllate entity, incorporated in the US which entered SIPA trusteeshlp on 19
September
LBIE Lehman Brothers International Private unlimited UK subsidiary of LBHI acting as its main European broker dealer subject to
(Europe) — In Administration an adm|n|strat|on order dated 15 September 2008
LBL Lehman Brothers Limited UK serwce entlty forthe Lehman Admlnlstratron Compames LBL was placed mto

n 15 September 2008

LBSF Lehman Brothers Special Affiliate entity subject to |nsolvency proceedrngs in the US
F|nancmg Inc
MCF Mable CommerC|aI Fund|ng Aff|I|ate entlty subject to msolvency proceedlngs in the UK
L|m|ted
Non-Consenting Non Consentrng beneflmanes Potential beneficiary under the Omnibus Settlement Agreement that did not make an offer to
benefclarles LBIE and therefore is not a pany to the Common Terms
Omnlbus Trust Omnibus Trust Trust under wh|ch the asset returns to LBIE by LBI of SIPA Customer Property reIatlng to

LBIE cllent posmons are held and the assets constrtutlng the trust property thereof

Over-Claims Over-Claims Proprletary claims made for orin respect of securities in an amount which exceeds the
amount which appears as the claim entitlement to securities of that type as documented in
LBIE s books and records

Pension Scheme Lehman Brothers Pension Group pension scheme for employees of UK Lehman ent|t|es

Scheme

Post-Administration Post Admrnrstratlon Interest Statutory interest payable pursuant to Rule 2.88(7) of the Insolvency Rules

Interest

Proof of Debt (also Proof of Debt or Statement of A formal document prescribed by the Insolvency Rules submitted to the Administrators by a

referred to as POD) Claim creditor wishing to prove their cIalm The form is made in writing or electronically under the
respon5|b|hty of a cred|to d

SCSO Small Claims Settlement Offer  An initiative under which creditors with agreed claims up to £150,000 were offered a one-off
payment of 90% of their agreed claim in full and final settlement

Senlor Senior unsecured creditor Unsecured, non-preferential, unsubordinated creditor

Shareholder(s) Shareholder(s) of LBIE LBL and/or LBHI2
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Abbreviation Term

Definition

Sip9 Statement of Insolvency
Practice 9

SIPA Securities Investor Protection
Act 1970

Storm Storm Funding Limited

Street Street counterparties

Street Credltors Street Credltors

Subordlnated Debt Subordinated Debt

Rules issued by the Joint Insolvency Committee which provide guidance to insolvency
practitioners and creditors’ committees in relation to the remuneration of, inter alios,

admmlstrators

A US legal proceedlng for handllng the I|qu|dat|on of a broker—dealer

Affiliate entity subject to insolvency proceedings in the UK

Third party counterparties consisting of financial institutions, including asset managers,
custodians and banks; and non-banking financial institutions, including pension funds and

The subordinated liabilities arising pursuant to 3 intercompany loan agreements entered into
between LBIE and LBHI2, each dated 1 November 2006, and which have been assigned by
LBHI2 to th Wentworth Jomt venture companles

Surplus Entitlement Surplus Entitlement Proposal

Proposal

Trust Estate Trust Estate

UK High Court High Court of England and
Wales

UK Supreme Court Supreme Court of the Umted
Klngdum

VAT Val Add d T

Waterfall | Appeal Waterfall | Appeal

Waterfall | Application Waterfall | Application

Waterfall Il Application Waterfall || Application

Refers to CllentAssets Cllent Money and Omn|bus Trust

also has a superwsory jUrISdICthn over all subordlnate courts

A consumptlon tax Iewed on the sale of goods and servrces |n the UK

relatlng to LBIE and |ts Shareholders

Draft proposed solution for determlnanon of credltors enhtlements to parﬂcnpate in the surplus
arising after the payment of Senior unsecured claims in full, published by LBIE on 28 March
2014

Court of England and Wales which deals W|th aII high value and hlgh |mportance cases, and

Thls is the court of last resort and hlghest appellate court in the Unlted Klngdom for civil cases

Appeal proceedmgs of all issues in respect of the Waterfall Appllcatlon judgment granted by

the UK ngh Coun on 19 May 2014

Ajonnt appllcatlon by LBIE LBL and LBHI2 to the UK ngh Court |ssued on 14 February 2013
seeking a determination on statutory interest priority, contribution rights and other issues

An appllcatlon to the UK ngh Court |ssued on 12 June 2014 seeklng a further determlnatlon
on issues that impact the rights of creditors to payment from the surplus and the distribution of
that surplus in a timely manner

46 Lehman Brothers International (Europe) — In Administration
Your attention is drawn to the important notice on page 1
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Valuation Statement (VS) and Proof of Pebt (PeD) Population

Reconciliation of population

Total number of PoDs identified for OTC Creditors
Less: non-ISDA

Less: withdrawn/rejected

Less: other (e.g. ISDA debtor, no VS})

Number of PoDs where a corresponding VS exists
Less: duplicate and assignee PoDs

Number of Creditors with a VS and PoD

Plus: creditors with a VS but no Pod

Number of creditors with a VS

1,511
(247)
(96)
(71)

1,097

(88)
1,009

1,009
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Default Rate Claims (inclusive of 1% ISDA uplift)

Interest Quantification: Vs % PoD %
Rate 6.6% and above
Explicitly stated by counterparty 46 5% 49 5%
Imputed from data 1 0% - 0%
47 5% 49 5%
Rate below 6.6%
Explicitly stated by counterparty 88 9% 94 9%
Imputed from data 12 1% 10 1%
100 10% 104 10%
Creditors referencing an absolute rate only 147 15% 153 15%
Creditors referencing a basis of rate 223 22% 264 26%
Creditors referencing an absolute rate or basis 370 37% 417 41%
No rate or basis specified 639 63% 592 59%

Total number of creditors 1,009 100% 1,009 100%




Key assumptions used calculating the 6.6% Threshold Rate

We have calculated that a Default Rate, averaged across LBIE’s ISDA creditors, over the

period from the Date of Administration to 30 April 2014, in the region of 6.6 per cent per annum
compounded daily (the “Threshold Rate”) is broadly comparable to the Judgments

Act Rate, such that an ISDA creditor would be theoretically indifferent to whether the

Statutory Interest on their claim is calculated at the Judgments Act Rate or the Threshold

Rate because they will receive approximately the same quantum of interest on their claim.

This was modelled using the following key assumptions:

1) Interest calculated based on the outstanding notional principal amount of each claim
2) Admitted and unadmitted claims included in calculation
3) Dividends incorporated into calculation:
25.2% on 30 November 2012
43.3% on 28 June 2013
23.7% on 29 November 2013
7.8% on 30 April 2014
4) Dividends allocated to principal first
5) All interest calculated from 15 September 2008 (date of Administration)
6) Compound interest compounded daily
7) For admitted claims interest ceases to accrue once principal is paid in full

8) Unadmitted claims all paid in full by 15 September 2016, as such accrue 8 years of
interest

9) The Threshold Rate is the compound interest rate that generates approximately the
same amount of interest for an ISDA creditor as the Judgments Act Rate of 8% simple
interest, over the corresponding time period.
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Rate Stratification:
0% - 1.99%

2% - 3.99%

4% - 6.56%

Rate below 6.6%

6.57% - 7.99%

8% - 9.99%

10%+

Rate 6.6% and above

Creditors referencing an absolute rate only

Vs % PoD %

11 7% 10 7%

28 19% 31 20%

61 41% 63 41%
100 68% 104 68%
28 19% 28 18%

8 5% 8 5%

11 7% 13 8%

47 32% 49 32%
147 100% 153 100%
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Funding Sources

Benchmark for Cost of Funding: Vs % PoD % Rate 1 Rate 2
EUR EONIA Overnight 43 19% 121 46% 3.3% 0.6%
EUR EURIBOR 20 9% 9 3% 4.2% 1.0%
EUR LIBOR 3 1% 3 1% 4.0% 0.9%
GBP LIBOR 4 2% 1 0% 4.5% 1.0%
GBP SONIA Overnight 3 1% 2 1% 3.3% 0.6%
JPY LIBOR Overnight - 0% 1 0% 0.4% 0.1%
USS Fed Rate 87 39% 51 19% 0.7% 0.2%
USS LIBOR 58 26% 68 26% 2.5% 0.5%
USS$ Overnight repo 1 0% 1 0% 0.7% 0.2%
US$ Prime Rate 2 1% 5 2% 4.2% 3.3%
USS$ Swap Overnight - 0% - 0% 0.8% 0.2%
SEK STIBOR 1 week 1 0% 1 0% 4.1% 1.4%
ZAR SABOR Overnight 1 0% 1 0% 11.7% 6.2%
Creditors referencing a basis of rate 223 100% 264 100%

Rate 1 is the average benchmark rate from 15/09/2008 to 31/12/2008 (Period 1).

Rate 2 is the average benchmark rate from 15/09/2008 to 30/04/2014 (Period 2).

Rate Stratification (Rate 1 Plus Spread): Vs % PoD %

0% - 1.99% 40 18% 44 17%
2% - 3.99% 98 44% 73 28%
4% - 6.56% 78 35% 141 53%
Rate below 6.6% 216 97% 258 98%
6.57% - 7.99% 5 2% 3 1%
8% - 9.99% - 0% - 0%
10%+ 2 1% 3 1%
Rate 6.6% and above 7 3% 6 2%
Creditors referencing a basis of rate 223 100% 264 100%
Rate Stratification (Rate 2 Plus Spread): Vs % PoD %

0% - 1.99% 184 83% 155 59%
2% -3.99% 27 12% 96 36%
4% - 6.56% 10 4% 10 4%
Rate below 6.6% 221 99% 261 99%
6.57% - 7.99% 1 0% 1 0%
8% - 9.99% - 0% - 0%
10%+ 1 0% 2 1%
Rate 6.6% and above 2 1% 3 1%
Creditors referencing a basis of rate 223 100% 264 100%
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Average and Median Default Rates

Average and Median Default Rates No. VS VS ave VSmed No.PODs

Creditors referencing an absolute rate only 147 5.8% 5.4% 153
Creditors referencing a basis of rate (Rate 1) 223 3.4% 3.1% 264
Creditors referencing a basis of rate (Rate 2) 223 1.8% 1.5% 264

POD ave
5.9%
3.9%
1.9%

POD med
5.5%
4.3%
1.7%
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Overall comparison between PoD and VS

Interest Quantification:
No Rate or Benchmark in both PoD and VS

Benchmark referenced in both PoD and VS
Matching benchmark and spread
Matching benchmark, spread different
Not matching benchmark

Rate referenced in both PoD and VS
Matching Rate
Not matching

Different PoD and VS
Benchmark in PoD, nothing in VS
Benchmark in PoD, rate in VS
Rate in PoD, nothing in VS
Rate in PoD, Benchmark in VS
Benichmark in VS, Nothing in PoD
Rate in VS, nothing in PoD

Total number of creditors

No.
499

140
126
11

125
111
14

245
119

21

76
17

1,009

100%

100%
90%
8%
2%

100%
89%
11%

100%
49%
2%
9%
3%
31%
7%
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Duplicate PoD analysis (PeDs submitted by QOriginal Creditor and Assignee)

Description No.

No rate or benchmark claimed in both 25
Same rate claimed in both 15
Different rate claimed in later PoD 1
Same benchmark claimed in both 14
No rate or benchmark in initial PaD, rate or benchmark in later PoD 8
Rate or benchmark provided in initial PoD, not in later PoD 8
Benchmark provided in initial PoD, rate in later PoD 1
Total number of duplicate PoDs 72

We have identified one instance where a higher rate was submitted by an assignee: 2.59% vs 2.20%.

One creditor submitted a rate based on Eonia then the assignee submitted a fixed rate of 5.28%.
Eonia did not exceed 4.601% over the period 15/09/08 to 30/04/14.

%

35%
21%

1%
19%
11%
11%

1%
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