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This Memorandum is respectfully submitted on behalf of Bruce R. Bent, Sr. (“Bruce Sr.”)
and Bruée R. Bent II (“Bruce II”) (together, the “Bents”), in response to the Wells notices
received from the Staff of the Division of Enforcement. The Staff has indicated that it intends to
seek authorization to file a complaint alleging fraud and various additional violations of the

Investment Advisers Act of 1940 and the Investment Company Act of 1940 in response to the
Bents’ actions on September 15 and September 16, 2008, when they éxperienced an
unprecedented run on a $64 billion dollar money market fund (the “Primary Fund” or “Fund”)
advised by their company, Reserve Management Company, Inc. (“RMCI”)." The run on the
Fund was triggered by the Chapter 11 filing of Lehman Brothers Holdings, Inc., a company
whose commercial paper and medium term debt constituted 1.2% of the Fund and which had
been rated as A1 paper by Moody’s and P1 by Standard & Poor’s (“S&P?”) at the time that RMCI
purchased the securities, and which maintained 2a-7 eligible ratings until after the Lehman
bankruptcy filing.

INTRODUCTION AND
EXECUTIVE SUMMARY OF ARGUMENT

The Staff’s.view of the collapse of the Primary Fund is based upon its arm-chair second-
guessing of RMCI communications with the Fund’s Board, the public, and RMCT sales and
marketing personnel in the midst of an unanticipated and severe worldwide financial crisis.

Notwithstanding the fact that every written communication to the public and the RMCI sales

! As demonstrated by the discussion below, the Staff’s conclusions evidence a premature rush to judgment. The
Staff issued its Wells notice on December 17, 2008, while its requests to interview and/or depose key witnesses,
including RMCI’s General Counsel and Chief Financial Officer, were still outstanding. I[ndeed, since issuing its
Wells notice, the Staff has requested additional testimony from Bruce I] after already drawing conclusions about his
conduct.  Since issuing its Wells notice, the Staff has also requested additional testimony from at least one other
witness, Rose DiMartino, outside counsel to RMCI and certain registered investment companies advised by RMCI.
In addition, the Staff’s investigation has not been even-handed. For example, during Bruce Sr.’s testimony, the Staff
played limited selections of audio tapes and excluded from the record additional portions of the tapes that directly
refuted the Staff’s factual conclusions. Although the Staff agreed to include full transcripts of the tapes in the record
of Bruce Sr.’s testimony after counsel lodged a complaint, we understand that the complete audio tapes and
transcripts were not provided to all witnesses.
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force was provided to RMCI’s General Counsel for approval, and that RMCI’s written
disclosure, which is the subject of many of the Staff’s allegations, was shared with RMCI’s
outside counsel for comment, the Staff attributes deficiencies in the written communications to
an intention to deceive investors. The Staff similarly attributes the free flowing oral discussions
with the Board — in the midst of an unprecedented market crisis and in the face of constantly
changing circumstances — to an intention to deceive the Board. The Staff has no explanation for
why RMCI senior management would have any motive to withhold important information from
the Fund’s Board, or more importantly, whether any more perfect communications straﬁegy -
crafted, as the Staff thinks was possible, once the financial crisis has long passed — would have
resulted in any different decision by the Board, RMCI or the investing public. On September 16,
2008 — approximately 36 hours after Lehman filed for bankruptcy — the Primary Fund ceased to
trade at $1.00 per share due to the collapse of Lehman, illiquidity in the credit markets, and
investor panic. Even with the luxury of ‘ the Staff’s second-guessing, a more perfect
communications strategy would not have altered this unfortunate outcome, thus making
imperfections in RMCI’s public communications — by definition — immaterial.

The speciﬁc .deﬁcier-lcies in the Staff’s view of the evidence and the law are as follows.:

1. No fraud charges should be brought against RMCI and the Bents in connection
with Bruce Sr. and Bruce II's oral reports to the Primary Fund Board of Trustees on
September 15 and 16. Their reports were accurate, truthful and — in the context of fast-moving
market developments — timely. The Bents called for an emergency Board meeting at 8:00 a.m.
on September 15 and informed the Board about the valuation levels for Lehman that would cause
the Primary Fund and the Yield Plus Fund to trade at less than $1.00 per share. They accurately
reported market activity in Lehman debt; both the lack of trades as well as market gossip, such as
Confidential Treatment
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indications of interest. At a time when the Fund’s Lehman securities did not result in a decline
in NAYV, they sought preliminary consent from the Board to pursue a credit support agreement
for the Fund. The Staff has challenged other miscellaneous disclosures to the Board. The tapes
of the Board discussions — and the minutes of the meetings — amply demonstrate that the Bents’
reports to the Board were fulsome and did not deceive the Trustees.

2. No fraud charges should be brought against RMCI or the Bents in connection
with RMCTI’s statements that it was committed to a $1.00 per share NAV. The statements were
prepared in good faith by RMCI employees, and reviewed by RMCI’s in-house and outside
counsel. They accurately reflected the Bents’ intentions at the time the statements were made,
including the significant sacrifices that the Bents were prepared to make on behalf of Fund
investors. Moreover, Bruce II expressly asked the SEC Division of Investment Management
whether RMCI could inform investors that it intended to enter into a credit support agreement,
and the SEC Staff expressly statéd that they would not object if RMCI made this disclosure.?

3. No fraud charges should be brought against the Bents as a result of the
unauthorized creation of receivables for the Yield Plus Fund or the International Liquidity Fund.
RMCI’s Assistant Controller, Davic—i Leptinel]o, created the receivables in error, having been
asked only to preparé financial spreadsheets that would track the amount of capital required to
support the funds’ NAVs in the event the Bents reached a decision to support the funds. The
Bents never agreed to take this action, did not discuss the requisite review of those arrangements
with the Staff of the Division of Investment Management, did not execute support agreements
for the funds, and did not agree to commit more money to support their variable NAV funds than

they were prepared to commit to their flagship money market fund. When pushed by the

% Deposition of Bruce |1, dated Nov. 3, 2008, at 145:1-146:4.
RF-SEC-WH-00000257
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Marketing Department to state that they were prepared to support the NAV for the Yield Plus
Fund, Bruce II refused.

4. The Primary Fund did not violate Section 22(e); a 22(e) order was granted by the
Commission, effective September 17, authorizing the suspension of the right of redemption and
postponement of payment of redemption proceeds for more than seven days. Although several
other RMClI-advised funds postponed the payment of rédemption proceeds for more than seven
days without obtaining an order under Section 22(e), they did so at the direction of the Board of
Trustees of the Funds, and not at the direction of the Bents. Moreover, the delays occurred while
representatives of the Funds negotiated in good faith with the Division of Investment
Management to obtain an order under Section 22(e). When the Commission eventually granted

. those orders, it found that postponing the payment of redemption proceeds was necessary “to
protect the Funds’ security holders.” In light of the Commission’s own findings, any charges
based on Section 22(e) are unwarranted.

5. No books and records charges should be brought against the Bents, who acted
reésonably based on the facts as they understood them. The Company’s auditor, KPMG, did not
note any significant control deficiencies in i-ts 2008 audit that would have pqt the Bents on notice
of possible issues with the Company’s books and records. The Bents reasonably relied on their
CFO and the Company’s Finance Department, as well as the Company’s fund accountant, State
Street Bank, to calculate the NAVs for the Primary Fund and the Yield Plus Fund. Finally, the
Company had a long-standing review procedure for the drafting and approval of statements to
the public, such as the Reserve Insights article that was published for less than three hours on the
Company’s website on the moming of September 16. The Bents reasonably assumed that the
marketing staff would follow RMCI’s vetting practices and procedures, which required written
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approval by the Bents prior to publication. Because the Bents acted appropriately in exercising
their supervisory responsibilities, they should not be charged for the violations of the books and
records provisions of the federal securities laws.

For these reasons, as discussed in detail below, fraud charges are unwarranted. The
Bents took reasonable steps to protect fund investors during an unprecedented run on the Primary
Fund and in the midst of unprecedented markét illiquidity. Despite the Staff’s allegations that
the Bents intended to deceive investors into maintaining their investments in the Fimd, the record
shows that the Bents worked diligently over two days to find liquidity to fill investor
redemptions. The fact that the Primary Fund ultimately could not meet investors’ redemption
requests cannot be attributed toa desire to deceive investors or the Fund’s Board.

BACKGROUND
A. RMCI BACKGROUND

Bruce Sr., along with his then-partner, Henry Brown, formed RMCI in or about 1969 or
1970.° Shortly before they created the Company, Bruce Sr. and Brown developed the idea for a
money market fund, whose investment objective was to enable moderately conservative
investors to capture the yield difference between -Treasuries and insured bank deposits. They
filed registration papers for the first money market fun-d with the SEC in February 1970, and the
fund went effective in October 1971.* It is now known as the Primary Fund.

Brown retired from the investment advisory business around 1991, and Bruce Sr. bought
out Brown’s partnership interest in RMCI in 1999. The Bent family now owns, either directly or
through family trLlsts, 100% of RMCI, with beneficial interest shared among Bruce Sr. and his

two sons, Bruce Il and Arthur Bent (“Arthur”). The family also comprises the management

3 Deposition of Bruce Sr., dated Oct. 29, 2008, at 10:16-20.
4 Deposition of Bruce Sr., dated Oct. 29, 2008, at 14:21-15:12.
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structure of RMCI, with Bruce Sr. serving as President of the Company; Bruce II serving as
Senior Vice President, Secretary and Assistant Treasurer; and Arthur serving as Senior Vice
President, Chief Operating Ofﬁcgr, Treasurer, and Assistant Secretary.’

For the period covered by the Staff’s investigation, the firm had seasoned and
professional senior officers, including Chief Investment Officer Patrick Ledford, who has been
an investment professional for 20 years,‘ Chief Financial Officer Patrick Farrell, who is a certified
public accountant and has served as a senior financial officer for 17 years, Managing Director of
Marketing Eric Lansky, a professional with 15 years of marketing experience, Managing
Director and Global Head of Sales John Drahzal, who has been a manager or sales professional
for 20 years, and General Counsel Catherine Crowley, a 1978 graduate of Georgetown
University Law Center and financial services lawyer with more than 22 years of experience
advising banks and other financial services institutions.

RMCI also retained highly competent professional outside advisers. RMCI’s outside
counsel, who also served as counsel to the Primary Fund and to the Yield Plus Fund, were Joel H.
Goldberg and Rose DiMartino, partners in the asset management group at Willkie Farr &
Gallagher LLP (‘.‘Willkie”). Goldberg is a dean of the 1940 Act bar, with more than 20 years’
experience advising mutual funds. He formerly served as the Director of the SEC Division of
Investment Management. DiMartind is an expert on the Investment Company Act of 1940 and is
ranked by Chambers (USA) 2008 as one of the leading individuals practicing in the area of
registered funds. The Funds have retained KPMG LLP as their auditor. KPMG is a “Big Four

Auditor” and one of the largest professional services companies in the world.

> Primary Fund Statement of Additional Information, dated Sept. 28, 2007, as supplemented through May 5,
2008, at 8-9.
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The Primary Fund grew from approximately $300,000 in assets in 1973 to $64 billion in
assets by May 31, 2008.° The Fund is the oldest money market fund in the United States and,
until Lehman filed for bankruptcy on September 15, had never incurred a credit default or other
event that resulted in investor losses.Oversight for the management of the Primary Fund and the
Yield Plus Fund is provided by a Board of Trustees, the majority of whom are independent ~ i.e.,
not “interested persons” as deﬁned in Section 2(a)(19) of the Investment Company Act of 1940.
The Independent Trustees for the Primary Fund and the Yield Plus Fund are Edwin Ehlert, Jr.,
William J. Montgoris, Frank J. Stalzer, Ronald J. Artinian, Santa Albicocco, and Stephen P.
Zieniewicz. The Trustees for the Primary Fund and the Yield Plus Fund have had distinguished
careers in business and govemment, including, for example, serving as Chief Operating Officer
of Bear Stearns, and Executive Vice President and Senior Managing Director of Smith Barney,
and have provided attentive oversight to fund governance. The Boards for these funds met at
least four times per year and diligently reviewed matters relating to investment process and
performance. The counsel for the Independent Trustees is Stuart Strauss, a partner at Clifford
Chance US LLP. Strauss’ practice focuses on the Investment Company Act of 1940. He is well
regarded in the 1940 Act bar and is the author of A Practical Guide 10 the Investment Company
Act (Merrill/Magnus/1993). During the unprecedented events of September 15-16, the Board
met eight times in less than 36 hours.

The Board of Directors for the International Liquidity Fund includes Bruce Sr., Bruce 11
and Arthur. The constituency of the Board is in accord with the laws of the British Virgin

Islands.

% Primary Fund Annual Report, dated May 31, 2008 at 11.
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B. RMCI INVESTMENTS IN LEHMAN

The RMCI investment process has two components. First, the RMCI credit committee’
reviews issuers fc_»r potential investment by a money market fund. RMCI creates and maintains a
list of those issuers approved by the credit committee that satisfy the rigorous investment criteria
of Rule 2a-7 of the Investment Company Act of 1940, as well as the adviser’s own standards for
creditworthiness.? Secohd, the Chief Investment Officer/portfolio manager for the money market
funds considers whether investment in securities of a particular issuer is consistent with his own
views about portfolio construction.’

The Primary Fund’s investment in Lehman met these two criteria. At the time that RMCI
selected Lehman securities for investment by its money funds, Moody’s and S&P had rated
Lehman’s debt Al and Pl, respectively. The RMCI credit committee approved Lehman for
inclusion on RMCI’s approved.'list beginning in at least August 2005. Thereafter, Ledford made
the following investments in Lehman securities for the Primary Fund: (1) on February 19, 2008,
$250 million in medium term notes, maturing on March 20, 2009; (2) on February 28, 2008,
$150 million in commercial paper, maturing on October 10, 2008; (3) on April 24, 2008, $185
million in commercial paper, maturing on October 29, 2008; and (4) on-May 21, 2008, $200
million in commercial paper, maturing oﬁ October 28, 2008. RMCI disclosed the Lehman
investments in the Primary Fund’s Quarterly Schedule of Portfolio Holdings, which are filed

with the SEC and, in accordance with the policies detailed in the Statement of Additional

” The Credit Committee consisted of Bruce St., Ledford and Damon Chan. See Deposition of Bruce Sr., dated
Oct. 29, 2008, at 47:7-10, 51:8-10.

8 Deposition of Bruce Sr., dated Oct. 29, 2008, at 44:10-47:6.
° Deposition of Bruce Sr., dated Oct. 29, 2008, at 46:10-47:6.
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Information, made portfolio holdings available on demand to fund investors.” The Primary
Fund’s prospectus expressly disclosed that the Fund could invest in commercial paper."!

At the time RMCI made these investments, the Lehman financial statements indicated
that the Company’s assets exceeded its liabilities. The market placed particular confidence in
Lehman’s financial statements because Lehman was one of five Consolidated Supervised
Entities (“CSE”) under heightened supervision by the SEC."” To become a CSE, Lehman had
agreed to books and records examinations by the SEC, had regularly reported to the SEC on its
financial and operational condition, and had maintained sufficient liquidity to meet expected
cash outflows in a stressed liquidity environment. Lehman was particularly attractive because, as
a CSE, the Commission was supposed to “monitor for, and act quickly in response to, ﬁhancial
or operational weaknesses in a CSE holding company or its unregulated affiliates that might
place . . . the broader financial system at risk.”” Indeed, after Lehman filed for bankruptcy
protection, Lehman CEO Richard Fuld stated that regulators knew how Lehman was pricing its
distressed assets and about its liquidity situation before its collapse. In testimony before the

House Oversight and Government Reform Committee, Fuld stated that through 2008, the SEC

and the Federal Reserve “actively conducted regular, and at times daily oversight of both our

' Primary Fund Statement of Additional Information, dated Sept. 28, 2007, as supplemented through May 5,
2008, at 7 (*A complete list of the portfolio holdings of each series of the Trust (the ‘Funds’), as of the previous day
if available, will be provided via facsimile by calling 800-637-1700. This information is available to any person or
entity on request”).

" Primary Fund Prospectus, dated Sept. 28, 2005 (“Primary Fund Prospectus”), at 3.

"2 SEC Office of Inspector General, SEC’s Oversight of Bear Stearns and Related Entities: The Consolidated
Supervised Entity Program, Report No. 446-A (Sept. 25, 2008) (“1G CSE Report™), at viii.

" Jd. (internal citation omitted).
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business and balance sheet.” He added, “[Regulators] held regular price verification reviews.
They were privy to everything as it was happening.”"

At the time that the Primary Fund made its investments in Lehman, and indeed, on
September 10, when the Trustees of the Primary Fund discussed the Primary Fund’s holding of
Lehman debt securities, the Bents, the Trustees and the investing public did not know that the
SEC had.defaulted on its obligation to oversee the financial risk posed by thé then-undisclosed
precarious financial condition of Lehman.” Had the SEC fulfilled its statutory responsibilities
and taken steps to remedy or disclose Lehman’s financial condition, the Reserve Funds likely
-would not have invested in Lehman or would have taken steps to protect Fund investors from a
Lehman default.’® In addition, the manner in which the SEC permitted or encouraged Lehman
precipitously to file for bankruptcy without adequate preparation significantly increased investor
losses."’

Although RMCI investment professionals believed that the Lehman investments were
prudent and would mature at full value, the funds that purchased the Lehman securities were not

insured against loss. The Primary Fund prospectus, for example, stated:

An investment in the Fund is not insured or guaranteed by the U.S.
government, FDIC or any other government agency. Although each Fund

' Richard S. Fuld, Jr., Statement before the U.S. House of Representatives Committee on Oversight and
Government Reform (Oct. 6, 2008) at 6, available .at http://oversight.house.gov/documents/20081006125839.pdf
(last visited Jan. 20, 2009).

' See IG CSE Report at 2.
'* For example, RMCI could have hedged its Lehman positions through credit default swaps.

"7 A three-month study by Lehman’s restructuring advisor, conducted at the request of the Bankruptcy Court,
determined that a more orderly liquidation would have preserved as much as $75 billion in value by enabling
Lehman to unwind its derivatives position and sell some of its assets outside of bankruptcy-court protection.
Stephen Foley, Chaotic End to Lehman “Cost $75 billion in Value”; Bankruptcy of Bank Could Have Been Better
Managed, The Independent, Dec. 30, 2008, at 40; see also Susanne Craig, et al., The Weekend That Wall Street Died
--- Ties That Long United Strongest Firms Unraveled as Lehman Sank Toward Failure, Wall St. J., Dec. 29, 2008,
at Al; see also Jeffrey McCracken, Lehman’s Chaotic Bankruptcy Filing Destroyed Billions in Value, Wall St. 1.,
Dec. 29, 2008, at A10.
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seeks to preserve the value of your investment at $1.00 per share, it is
possible to lose money by investing in a Fund."

The Fund’s Statement of Additional Information included similar disclosures.”

RMCI made Lehman investments in two additional funds for which they were also
suitable — the Yield Plus Fund and the Reserve International Liquidity Fund Ltd. Although these
two funds seek té maintain a stable $1.00 share price, neither of these funds is a money market
fund. Indeed, the International Liquidity Fund is not a U.S.-registered fund. It is an offshore
fund, registered in accordance with the British Virgin Islands Mutual Funds Act of 1996. The
offering documents for both funds disclosed that the funds were not insured and that customers
could lose money on their investment.?

Following its investment on behalf of the funds, RMCI continued to monitor the
creditworthiness of Lehman. Although the financial sector experienced downward pressures

throughout 2008, the market was optimistic about Lehman:

" Primary Fund Prospectus at 5.

' Primary Fund Statement of Additional Information, dated Sept. 28, 2007, as supplemented through May 5,
2008, at Table of Contents (“SHARES OF THE FUNDS ARE NEITHER GUARANTEED NOR INSURED BY -
THE U.S. GOVERNMENT, AND THERE CAN BE NO ASSURANCE THAT A FUND WILL BE ABLE TO
MAINTAIN A STABLE NET ASSET VALUE OF $1.00 PER SHARE").

20 The prospectus for the Yield Plus Fund, the sole series of Reserve Short-Term Investment Trust, for example,
warns: “THIS FUND IS NOT A MONEY MARKET FUND. Investors can lose money by investing in the
Fund .... WHILE THE FUND IS NOT A MONEY MARKET FUND, IT SEEKS TO MAINTAIN A STABLE
$1.00 SHARE PRICE AND THERE CAN BE NO ASSURANCE THAT THE FUND WILL BE ABLE TO
MAINTAIN A STABLE NET ASSET VALUE OF $1.00 PER SHARE .. .. Unlike the Fund, money market funds
are subject to conditions in a Securities and Exchange Commission (“SEC”) rule that are intended to stabilize a
money market fund’s net asset value at $1.00. These conditions are intended to limit risk in a money market fund’s
portfolio in the areas of credit quality, diversification and maturity of fund investments.... Although the Fund
seeks to maintain a $1.00 share price, it is not required to comply with this SEC rule and therefore the Fund is a
riskier investment than a money market fund.” Yield Plus Fund Prospectus, dated July 29, 2008, as supplemented
through Sept. 18, 2008, at 2. The International Liquidity Fund offering documents include similar disclosures, as
required by the laws of the British Virgin Islands. See RF-SEC-WH 00000175-206, Reserve International Liquidity
Fund Ltd. Offering Memorandum, dated Jan. 18, 2008, at 12-13 (“Although the Fund seeks to preserve the value of
an investment at U.S. $1.00 per Share of each respective U.S.$ Share class, an investment in the Fund involves
investment considerations and risk factors that prospective investors should consider before investing. It is possible
to lose money by investing in the Fund . ... While the Fund will strive to maintain a constant Share price, [various]
factors could reduce the Fund’s income level and/or Share price.... As a consequence of these basic
risks . . . when you redeem your Shares in the Fund, they could be worth more or less than what you paid for them™).
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The good news about L.ehman Brothers Holdings Inc. is that it’s no Bear Stearns.
The firm won’t disappear overnight . . . . Unlike Bear, Lehman has access to the
Federal Reserve’s discount window, allowing it to tap liquidity that wasn’t
available to investment banks back in March. Lehman also appears to have
lengthened the terms of its collateralized borrowings, meaning it is less likely to
face a debilitating run on the bank. Trading partners, while nervous, don’t seem
to be pulling business from the firm . . .. Credit markets haven’t hit the panic
button, in contrast to mid-March, when Lehman’s debt dropped sharply in value.
So Lehman may have some breathing room, perhaps even enough to allow Chief
Executive Richard Fuld to continue fighting against a sale of the firm.*

Prior to the day that Lehman filed for bankruptcy protection, and throughout the period that the
RMCl-advised funds held Lehman securities, Moody’s, S&P, and Fitch maintained Rule 2a-7-
eligible ratings for Lehman.

While financial services firms in general, and Lehman in particular, weakened throughout
2008, public information did not suggest that the Company would fail. By the first week of
September 2008, the market speculated that Lehman might spin off its troubled mortgage assets
to a new company, sell its investment management business, or sell part of itself to the Korea
Development Bank.? Lehman’s Chief Executive Officer, Richard Fuld, continued to reassure
investors that Lehman’s assets exceeded its liabilities. Fuld released Lehman’s third-quarter
earnings announcement ahead of schedule, and conducted an investor call before the market
opened on Wednesday, September 10. During that call, Fuld stated that Lehman would spin off
real estate assets, sell a majority of its investment management arm, reduce its dividend by 93%,
and “emerge clean.”” RMCI investment professionals were knowledgeable about these
developments and conveyed Lehman’s statements to the Board for the Primary Fund and the

Yield Plus Fund, reporting that the Lehman holdings likely would mature at par:

*!' David Reilly and Peter Eavis, Lehman’s Holders in Pain — Shares May Not Get a Lift as Firm Seeks to Exit
Rough Patch, Wall St. ], June 13, 2008, at C14.

22 Ben White and Jenny Anderson, Leaman May Split Off Weak Holdings, N. Y. Times, Sept. 5, 2008, at C1.

¥ Susanne Craig, Lehman Struggles to Shore Up Confidence — Plan to Shrink Firm is Late, Critics Say; Fuld
Fights Rumors, Wall St. ], Sept. 11,2008, at Al.
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Mr. Montgoris asked Mr. Ledford whether the portfolio had any exposure to
Lehman Brothers. Mr. Ledford told the Board that certain funds held Lehman
debt and that the Primary Fund had approximately 1.1% of its assets in Lehman
Brothers debt. A discussion followed regarding the nature of the position. The
Trustees asked Mr. Ledford to comment on Lehman’s current situation in
comparison with that of Bear Stearns in March 2008. Mr. Ledford said that he
had just listened to a telephone presentation regarding Lehman’s financial
situation and its future business plans. Mr. Ledford said that in his view, Lehman
appeared to continue to have counterparties with which to deal whereas Bear
Stearns had not under similar economic circumstances and that Lehman could
have access to cash to meet its obligations under the Federal Reserve’s lending
program available to investment banks that was instituted shortly after Bear
Stearns was acquired by J.P. Morgan. Mr. Bent stated that he agreed with that
view.?

On September 15, Lehman declared bankruptcy. That same day, Merrill Lynch announced that
it had agreed to be acquired by Bank of America. One day later on September 16, the federal
‘government announced that it had agreed to support AIG, a private insurer. That same day, the
Board of Trustees for the Primary Fund announced that the NAV of the fund had declined to
$0.97 per share and that proceeds for redemptions from the Primary Fund would not be
transmitted to redeeming investors for a period of up to seven calendar days.”’

C. DEEPENING LIQUIDITY CRISIS AND THE LEHMAN BANKRUPTCY

Three events converged on September 15 and 16 to cause the Primary Fund to trade at
less than $1.00 per share: a deepening worldwide liquidity crisis; the unanticipated bankruptcy
filing of Lehman; and a panic-provoked run on the Primary Fund unlike anything previously
experienced by a money market fund. Beginning in mid-2007, commercial banks began to
report real estate investment losses, resulting in tightened lending standards and margins, forcing
customer and counter-party sell-offs that depressed prices and tightened funding further. Among
the many unprecedented actions taken by the federal government to stabilize the markets and

ease constraints on credit were the following:

* RF-SEC-00178695.
** RF-SEC-0000003.
| RF-SEC-WH-00000267
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