Appendix C Case Studies

Administration of the Assets of Lehman Brothers, Inc. under the Securities Investor
Protection Corporation

On September 15, 2008, the U.K. broker-dealer, Lehman Brothers International (Europe)
(LBIE), filed for administration. On the same day, the LBIE U.S. parent, Lehman Brothers
Holdings, Inc. (LBHI), filed for bankruptcy.

Shortly after the LBHI bankruptcy filing, on September 19, 2008, a district court judge in the
Southern District of New York entered an order granting the application of the Securities
Investor Protection Corporation (SIPC) for issuance of a protective decree adjudicating that
the customers of Lehman Brothers, Inc. (LBI), the U.S. registered broker-dealer/futures
commission merchant affiliate of LBHI, were in need of protection afforded by the U.S.
Securities Investor Protection Act of 1970 (SIPA). Interestingly, according to LBI staff
accountants, LBI held at this time capital in excess of regulatory requirements.

The liquidation has been referred to, and is now being administered under, the auspices of
The Honourable James M. Peck, United States Bankruptcy Court for the Southern District of
New York (Case No. 08-01420 (JMP) SIPA). The liquidation of LBI is overseen by the
Trustee (James W. Giddens) appointed by the United States District Court for the Southern
District of New York.

Early in the morning of Saturday, September 20, 2008, Judge Peck approved the transfer of
the entirety of LBI’s commodity futures business and portions of LBI’s securities business.
These transfers were effected over the ensuing days, and the customers whose accounts were
transferred incurred no losses of customer assets and (with minor exceptions) maintained
continuous control over their accounts.

The Trustee also fulfils public duties assigned under SIPA. The Trustee's primary duty is the
return of customer property to customers of LBI as defined by the law, while at the same time
maximizing the estate for all creditors. In furtherance of the goal of protecting customers,
during the period November 12, 2009 — October 26, 2010 (Reporting Period), the Trustee
concluded the transfer of more than 110,000 accounts to other broker dealers.* Specifically,
as of October 26, 2010, the total number of claims made against LBI was 124,977. Of those,
the vast majority, 110,633 (or 89%), were resolved through simple transfer of customer
accounts to other broker-dealers (72,527 to Barclays and 38,106 to Neuberger Berman).?
Another 14,057 claims were determined through a claims process.

The Trustee’s professionals have thus completed reconciling and determining virtually all
non-affiliate customer claims. These claims have been asserted by, among others,
individuals, pension funds, financial and other institutions, and hedge funds. The claim
process includes determining the validity of each claim, the applicability of SIPA, and the
claimant’s net equity.

! See Trustee’s Fourth Interim Report for the Period May 11, 2010 Through October 26, 2010, In Re
Lehman Brothers Inc., Debtor, Case No. 08-01420 (JMP) SIPA (Bankr. S.D.N.Y.) (October 26, 2010).

As of October 26, 2010, the Trustee determined all of the 12,233 non-affiliate customer claims,
allowing 980, denying 7,302, and denying and reclassifying 3,941 as general creditor claims.



There remain, however, 3561 unresolved customer claims (or 2.8% of total customer claims).
In particular, the Trustee has not yet resolved the complex claims filed by LBHI, LBIE, and
other affiliates of the global Lehman Brothers enterprise. Collectively these 1,416 affiliate
claims assert customer status to some $24 billion.



Drexel Burnham Lambert

Drexel Burnham Lambert (Drexel) was a major Wall Street investment banking firm, which
first rose to prominence and then was forced into bankruptcy in February 1990 by its
involvement in illegal activities in the junk bond market, driven by Drexel employee Michael
Milken. At its height, it was the fifth-largest investment bank in the United States. As a
result of the SEC’s regulatory program (e.g., capital and customer account segregation
requirements), the SEC was able to wind down the operations of Drexel’s broker-dealer
affiliate without putting the firm or its customers through the time and expense of a
liquidation administered by the Securities Investor Protection Corporation (SIPC).

In particular, when Drexel's holding company filed for bankruptcy in 1990, the SEC worked
with the Drexel broker-dealer and other regulators to close its securities operations and to
transfer remaining customer accounts and securities positions to other broker-dealers. This
entire process was completed without any cost to the SIPC fund or the U.S. taxpayer. As
more recently stated by former SEC Chairman Richard Breeden, “[w]e froze and then sold
the firm’s regulated broker dealer, transferring customer funds and accounts to a new owner
without loss. Having protected the regulated entity and its customers, we refused to provide
assistance to the holding company parent that had a large ‘unregulated’ portfolio of junk
bonds financed by sophisticated investors (including several foreign central banks that were
doing gold repos with Drexel’s holding company parent). Though there were those who
wanted us to bail Drexel out, we forced the holding company into Chapter 11 instead, and let
the courts sort out the claims.”

Statement of Richard C. Breeden, Former Chairman, U.S. Securities and Exchange Commission, and
Chairman, Breeden Capital Management, Before the Senate Committee on Banking, Housing and
Urban Affairs (Mar. 26, 2009), available at:
http://banking.senate.gov/public/index.cfm?FuseAction=Files.View&FileStore id=b8c90e4c-b0b3-
4027-8880-3dc6c3f26ebd.
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