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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Stockholder of
Barclays Capital Inc. and Subsidiaries

In our opinion, the accompanying consolidated statement of
financial condition presents fairly, in all material respects, the
financial position of Barclays Capital Inc. (“the Company”)
and its Subsidiaries at December 31, 2008, in conformity with
accounting principles generally accepted in the United States
of America. This financial statement is the responsibility of
the Company’s management. Our responsibility is to express
an opinion on this financial statement based on our audit. We
conducted our audit of this statement in accordance with
auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the
statement of financial condition is free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
statement of financial condition, assessing the accounting
principles used and significant estimates made by
management, and evaluating the overall statement of
financial condition presentation.

We believe that our audit provides a reasonable basis for our
opinion.
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CONSOLIDATED STATEMENT OF FINANCIAL
CONDITION
December 31, 2008

(in thousands of dollars)

Assets
Cash and cash equivalents $627,297

Cash, securities and securities purchased under
agreements to resell segregated in compliance

with federal and other regulations 10,314,722
Receivables from brokers, dealers and clearing

organizations 13,523,861
Receivables from customers 5,502,968
Securities purchased under agreements to resell 113,848,743
Securities borrowed 36,235,151
Financial instruments owned, at fair value, substantially

all of which are pledged to counterparties 58,725,696
Accrued interest and dividend receivables 651,977
Exchange memberships - at cost (market value $8,424) 2,968
Other assets 995,744

Total assets $240,429,127

Liabilities and Stockholder's Equity

Securities sold under agreements to repurchase $160,948,963
Securities loaned 24,886,767
Short-term borrowings 2,677,479
Payables to brokers, dealers and clearing organizations 11,467,155
Payables to customers 9,655,384
Financial instruments sold, but not yet purchased,

at fair value 20,943,091
Accrued interest and dividend payables 169,593
Other liabilities 731,708

Total liabilities 231,480,140

Commitments and contingencies (see Note 13)
Subordinated debt 2,500,000

Stockholder's equity
Common stock - $1,000 par value, 5,000 shares

authorized:
10 shares issued and outstanding 10
Additional paid-in capital 6,072,030
Retained earnings 393,034
Accumulated other comprehensive loss (16,087)
Total stockholder's equity 6,448,987
Total liabilities and stockholder's equity $240,429,127

The accompanying notes are an integral part of this consolidated statement of
financial condition.



ORGANIZATION

The consolidated statement of financial condition
includes the accounts of Barclays Capital Inc. and its
wholly-owned subsidiaries, Barclays Business Credit LLC
(“BBC”) and Arinagour Investments LLC (“Arinagour”
and, together with BBC, the “Subsidiaries”).

Barclays Capital Inc. (the “Company”), a Connecticut
company, is a registered securities broker-dealer and
futures commission merchant (“FCM”). The Company is
headquartered in New York, with registered domestic
branch offices in Atlanta, Boston, Chicago, Dallas,
Greenwich, Houston, Los Angeles, Menlo Park, Miami,
Palm Beach, Philadelphia, San Juan, San Francisco, Santa
Monica, Seattle, Washington D.C. and Wells. The
Company also has registered branch offices in Buenos
Aires, Argentina, and Montevideo, Uruguay. The
Company'’s client base includes money managers,
insurance companies, pension funds, hedge funds,
depository institutions, corporations, trust banks, money
market and mutual funds, domestic and international
governmental agencies, official institutions and central
banks. The Company’s direct parent and sole
stockholder is Barclays Group U.S., Inc. ("BGUS™), a U.S.
bank holding company. The Company is ultimately
wholly owned by Barclays Bank PLC (“BBPLC”), an
English company.

On September 22, 2008, BBPLC, with the involvement of
the Company and certain other subsidiaries of BBPLC,
completed the acquisition of the U.S. and Canadian
investment banking, capital markets and private
investment management businesses of Lehman
Brothers, Inc. (“Lehman”) (see Note 18).

The Company is BBPLC's “4(k)(4)(E)” securities
subsidiary under the Bank Holding Company Act, which
permits it to engage in securities underwriting, dealing,
or market-making activities. The Company’s activities
include transactions in asset-backed securities, agency
mortgage-backed securities, international debt
securities, and other corporate related securities and
securities lending. The Company is also a primary dealer
in U.S. government securities.

Barclays Wealth America ("BWA") is the wealth
management division of BBPLC and operates in the U.S.
through the Company. BWA provides high net worth



clients with brokerage and investment management
services.

BBC engages in the leveraged lease financing business
and provides economic hedges for the Company by
entering into interest rate swaps. BBC also manages a
lease portfolio.

Arinagour was established to engage in a structured
credit market transaction to provide funding to
investors.

SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

This consolidated statement of financial condition is
prepared in accordance with accounting principles
generally accepted in the United States of America
(“GAAP”). Material intercompany balances and
transactions are eliminated in consolidation. The U.S.
Dollar is the functional currency of the Company.

Use of Estimates

This consolidated statement of financial condition has
been prepared in accordance with GAAP that requires
management to make estimates and assumptions that
affect the reported amount of assets and liabilities and
disclosure of the contingent assets and liabilities at the
date of the consolidated statement of financial
condition. Actual results could differ from these
estimates.

Fair Value Measurements

Financial instruments owned, at fair value and financial
instruments sold, but not yet purchased, at fair value are
reflected in the consolidated statement of financial
condition on a trade date basis. The fair value of a
financial instrument is the amount that would be
received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the
measurement date (the exit price). Instruments that the
Company owns (long positions) are marked to bid
prices, and instruments that the Company has sold, but
not yet purchased (short positions), are marked to offer
prices. Fair value measurements do not include
transaction costs.

In September 2006, the Financial Accounting Standards
Board (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS™) No. 157, “Fair Value
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Measurements”. SFAS No. 157 clarifies that fair value is
an exit price, representing the amount that would be
exchanged to sell an asset or transfer a liability in an
orderly transaction between market participants. Under
SFAS No. 157, fair value measurements are not adjusted
for transaction costs.

SFAS No. 157 nullifies the consensus reached in
Emerging Issues Task Force (“EITF”) Issue No. 02-3,
“Issues Involved in Accounting for Derivative Contracts
Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities” that
prohibited the recognition of day one gain or loss on
derivative contracts (and hybrid instruments measured
at fair value under SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities”, as
modified by SFAS No. 155, "Accounting for Certain
Hybrid Financial Instruments") where the Company was
unable to verify all of the significant model inputs to
observable market data and/or verify the model to
market transactions. However, SFAS No. 157 requires
that a fair value measurement reflect the assumptions
market participants would use in pricing an asset or
liability based on the best information available.
Assumptions include the risks inherent in a particular
valuation technique (such as a pricing model) and/or the
risks inherent in the inputs to the model.

In addition, SFAS No. 157 prohibits the recognition of
“block discounts” for large holdings of unrestricted
financial instruments where quoted prices are readily
and regularly available in an active market.

The provisions of SFAS No. 157 are to be applied
prospectively, except for changes in fair value
measurements that result from the initial application of
SFAS No. 157 to existing derivative financial instruments
measured under EITF Issue No. 02-3, existing hybrid
financial instruments measured at fair value and block
discounts, all of which are to be recorded as an
adjustment to beginning retained earnings in the year of
adoption.

SFAS No. 157 was effective for financial statements
issued for fiscal years beginning after November 15,
2007, and interim periods within those fiscal years. The
Company adopted SFAS No. 157 effective January 1,
2008 with no material impact on the consolidated
statement of financial condition.



SFAS No. 157 establishes a fair value hierarchy that
prioritizes the inputs to valuation techniques used to
measure fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for
identical assets or liabilities (level 1 measurements) and
the lowest priority to unobservable inputs (level 3
measurements). The three levels of the fair value
hierarchy under SFAS No. 157 are described below:

Level 1  Unadjusted quoted prices in active markets
that are accessible at the measurement date
for identical, unrestricted assets or liabilities;

Level 2  Quoted prices in markets that are not
considered to be active or financial
instruments for which all significant inputs
are observable, either directly or indirectly;

Level 3  Prices or valuations that require inputs that
are both significant to the fair value
measurement and unobservable.

A financial instrument’s level within the fair value
hierarchy is based on the lowest level of any input that is
significant to the fair value measurement.

The Company has an established and well-documented
process for determining fair values. Fair value is based
upon quoted market prices, where available. If listed
prices or quotes are not available, fair value is based
upon internally developed models that primarily use, as
inputs, market-based or independently sourced market
parameters, including but not limited to, yield curves,
interest rates, volatilities, equity or debt prices, foreign
exchange rates and credit curves. In addition to market
information, models also incorporate transaction details,
such as maturity. Valuation adjustments may be made
to ensure that financial instruments are recorded at fair
value. These adjustments include amounts to reflect
counterparty credit quality, constraints on liquidity and
unobservable parameters that are applied consistently
over time.

In determining fair value, the Company separates its
financial instruments owned, at fair value and its
financial instruments sold, but not yet purchased, at fair
value into two categories: cash instruments and
derivative contracts.



e Cash Instruments. The Company’s cash instruments
are generally classified within level 1 or level 2 of the
fair value hierarchy because they are valued using
quoted market prices, broker or dealer quotations, or
alternative pricing sources with reasonable levels of
price transparency. The types of instruments valued
based on quoted market prices in active markets
include certain U.S. government obligations, other
sovereign government obligations, active listed
equities and certain money market securities. Such
instruments are generally classified within level 1 of
the fair value hierarchy. The Company does not
adjust the quoted price for such instruments, even in
situations where the Company holds a large position
and a sale could reasonably impact the quoted price.

The types of instruments that trade in markets that
are not considered to be active, but are valued based
on quoted market prices, broker or dealer quotations,
or alternative pricing sources with reasonable levels
of price transparency include most government
agency obligations, investment-grade corporate
bonds, certain mortgage products, certain bank
loans, less liquid listed equities, and state, municipal
and provincial obligations. Such instruments are
generally classified within level 2 of the fair value
hierarchy, and may be adjusted to reflect illiquidity
and or non-transferability, which are generally based
on available market information.

Certain cash instruments are classified within level 3
of the fair value hierarchy because they trade
infrequently and therefore have little or no price
transparency. Such instruments include less liquid
corporate debt securities (including distressed debt
instruments), certain types of equities, and less liquid
mortgage-backed securities. When observable prices
are not available, valuation techniques used for
assets and liabilities accounted for at fair value are
generally categorized into three types — market
approach, income approach and cost approach, for
which sufficient and reliable data is available.

The transaction price is initially used as the best
estimate of fair value. Accordingly, when a pricing
model is used to value such an instrument, the
model is adjusted so that the model value at
inception equals the transaction price. This valuation
is adjusted generally only when changes to inputs
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and assumptions are corroborated by evidence such
as transactions in similar instruments, completed or
pending third party transactions in the underlying
investment or comparable entities, and other
transactions across the capital structure, offerings in
the equity or debt capital markets, and changes in
financial ratios or cash flows.

For positions that are not traded in active markets or
are subject to transfer restrictions, valuations are
adjusted to reflect illiquidity and/or non-
transferability, and such adjustments are generally
based on available market evidence. In the absence
of such evidence, management’s best estimate is
used.

Derivative Contracts. Derivative contracts can be
exchange-traded or over-the-counter (“OTC”).
Exchange-traded derivatives, including equity
options, typically fall within level 1 or level 2 of the
fair value hierarchy depending on whether they are
deemed to be actively traded or not. The Company
generally values exchange-traded derivatives within
portfolios using models which calibrate to market
clearing levels and eliminate timing differences
between the closing price of the exchange-traded
derivatives and their underlying cash instruments. In
such cases, exchange-traded derivatives are
classified within level 2 of the fair value hierarchy.

OTC derivatives, including interest rate swaps and
TBA contracts, are valued using market transactions
and other market evidence whenever possible,
including market-based inputs to models, model
calibration to market clearing transactions, broker or
dealer quotations or alternative pricing sources with
reasonable levels of price transparency. Where
models are used, the selection of a particular model
to value an OTC derivative depends upon the
contractual terms of, and specific risks inherent in,
the instrument as well as the availability of pricing
information in the market. The Company generally
uses similar models to value similar instruments.
Valuation models require a variety of inputs,
including contractual terms, market prices, yield
curves, credit curves, measures of volatility,
prepayment rates and correlations of such inputs.
For OTC derivatives that trade in liquid markets, such
as generic forwards, swaps and options, model

9



inputs can generally be verified and model selection
does not involve significant management judgment.
OTC derivatives are classified within level 2 of the fair
value hierarchy when all of the significant inputs can
be corroborated to market evidence.

Certain OTC derivatives trade in less liquid markets
with limited pricing information, and the
determination of fair value for these derivatives is
inherently more difficult. Such instruments are
classified within level 3 of the fair value hierarchy.
Where the Company does not have corroborating
market evidence to support significant model inputs
and cannot verify the model to market transactions,
transaction price is initially used as the best estimate
of fair value. Accordingly, when a pricing model is
used to value such an instrument, the model is
adjusted so that the model value at inception equals
the transaction price. The valuation of these less
liquid OTC derivatives may utilize some level 1
and/or level 2 inputs that can be observed in the
market, as well as unobservable level 3 inputs.
Subsequent to initial recognition, at each
measurement date, the Company updates the level 1
and level 2 inputs to reflect observable market
changes. Level 3 inputs generally only change when
corroborated by evidence such as similar market
transactions, third-party pricing services and/or
broker or dealer quotations, or other empirical
market data. In circumstances where the Company
cannot verify the model value to market transactions,
it is possible that a different valuation model could
produce a materially different estimate of fair value.

When appropriate, valuations are adjusted for
various factors such as liquidity, bid/offer spreads
and credit considerations. Such adjustments are
generally based on available market evidence. In the
absence of such evidence, management’s best
estimate is used.

Securities Purchased/Sold Under Agreements to
Resell/Repurchase

Securities purchased under agreements to resell and
securities sold under agreements to repurchase, which
are treated as collateralized financings for financial
statement purposes, in accordance with SFAS No. 140,
“Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities” are carried at
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the amounts at which the securities will subsequently be
resold or repurchased, plus accrued interest, which
approximates fair value. Securities purchased under
agreements to resell transactions require the Company
to deposit cash with the seller and to take possession of
the securities. Securities sold under agreements to
repurchase transactions, require the buyer to deposit
cash with the Company and to take possession of the
securities. The market value of the securities sold or
purchased are generally in amounts in excess of the
cash received or provided. The Company monitors the
market value of securities purchased and sold on a daily
basis, with additional collateral obtained or refunded as
necessary.

Securities purchased under agreements to resell and
securities sold under agreements to repurchase are
presented on a net-by-counterparty basis when the
requirements of FASB Interpretation (“FIN”) No. 41,
“Offsetting of Accounts Related to Certain Repurchase
and Reverse Repurchase Agreements”, are satisfied.

Securities Borrowed/Loaned

Securities borrowed and securities loaned, which are
treated as collateralized financings for financial
statement purposes, are carried at the amounts at which
the securities will subsequently be returned, plus
accrued interest, which approximates fair value.
Securities borrowed transactions require the Company
to deposit cash or other collateral with the lender.
Securities loaned transactions require the borrower to
deposit cash or other collateral with the Company. With
respect to securities loaned or borrowed, collateral in the
form of cash or other collateral are in an amount
generally in excess of the market value of securities
loaned or borrowed. The Company monitors the market
value of securities borrowed and loaned on a daily basis,
with additional collateral obtained or refunded as
necessary.

Receivables From and Payables to Brokers, Dealers
and Clearing Organizations

Receivables from and payables to brokers, dealers and
clearing organizations consist primarily of fails to deliver
or receive, margin balances, deposits at clearing
organizations and amounts related to the settlement of
unsettled securities trades.
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Leases

Leases are accounted for in accordance with SFAS No.
13, “Accounting for Leases”. Leases are classified as
either capital or operating as appropriate. For capital
leases, the present value of the future minimum lease
payments is recorded as a liability. Amortization of
capitalized leased assets is computed on the straight-
line method over the lesser of the lease term or useful
life of the asset.

BBC performs an annual impairment analysis on the
outstanding leases. BBC maintains a loss provision
based on adverse situations that may affect the
counterparties’ ability to repay and other relevant
factors. This evaluation is inherently subjective as it may
require material estimates including the amount and
timing of future cash flows expected to be received and
may be susceptible to significant change.

Income Taxes

The results of operations of the Company and its
Subsidiaries are included in the federal consolidated
income tax return of BGUS. The Company and its
Subsidiaries also file state and local income tax returns in
New York State and New York City, as well as other state
and local jurisdictions, with affiliated companies. The
Company has an intercompany tax sharing agreement
under which it computes and settles its income tax
receivable/payable.

In June 2006, the FASB issued FIN No. 48, “Accounting
for Uncertainty in Income Taxes—an Interpretation of
FASB Statement No. 109”, which is an interpretation of
SFAS No. 109, “Accounting for Income Taxes”.

FIN No. 48 prescribes a recognition threshold and a
measurement attribute for the financial statement
recognition and measurement of tax positions taken or
expected to be taken in a tax return. For those benefits
to be recognized, a tax position must be more-likely-
than-not to be sustained upon examination by taxing
authorities. The amount recognized is measured as the
largest amount of benefit that is greater than 50 percent
likely of being realized upon ultimate settlement. The
Company adopted the provisions of FIN No. 48 on
January 1, 2007.
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Cash and Cash Equivalents

Cash and cash equivalents consists of cash and highly
liquid investments with original maturities of less than
three months.

Retirement Benefits

The company accounts for retirement benefits in
accordance with SFAS No. 158, “Employers Accounting
for Defined Benefit Pension and Other Postretirement
Plans, an amendment of SFAS No. 87, 88, 106 and 132-
R”. SFAS No. 158 requires an entity to recognize in its
statement of financial condition the funded status of its
defined benefit pension and postretirement plans,
measured as the difference between the fair value of the
plan assets and the benefit obligation. SFAS No. 158
also requires an entity to recognize changes in the
funded status of a defined benefit pension and
postretirement plan within accumulated other
comprehensive income, net of tax, to the extent such
changes are not recognized in earnings as components
of periodic net benefit cost.

Share Based Compensation

The Company applies SFAS No. 123-R, “Share-Based
Payment”, which is a revision to SFAS No. 123,
“Accounting for Stock-Based Compensation”. SFAS

No. 123-R focuses primarily on accounting for a
transaction in which an entity obtains employee services
in exchange for share-based payments. Under SFAS

No. 123-R, the cost of employee services received in
exchange for an award of equity instruments is generally
measured based on the grant-date fair value of the
award.

Recent Accounting Developments

SFAS No. 159. In February 2007, the FASB issued SFAS
No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities”. SFAS No. 159 permits entities to
elect to measure financial assets and liabilities (except
for those that are specifically scoped out of the
Statement) at fair value. The election to measure a
financial asset or liability at fair value can be made on an
instrument-by-instrument basis and is irrevocable. The
difference between the carrying value and the fair value
at the adoption date is recorded as a transition
adjustment to opening retained earnings. Subsequent
changes in fair value are recognized in earnings. The
Company adopted SFAS No. 159 effective January 1,
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2008 with no material impact on the consolidated
statement of financial condition.

SFAS No. 141(R). In December 2007, the FASB issued
SFAS No. 141(R), “Business Combinations” (“SFAS
141(R)”). SFAS 141(R) expands the definition of
transactions and events that qualify as business
combinations; requires that the acquired assets and
liabilities, including contingencies, be recorded at the fair
value determined on the acquisition date and changes
thereafter reflected in revenue, not goodwill; changes
the recognition timing for restructuring costs; and
requires acquisition costs to be expensed as incurred.
Adoption of SFAS 141(R) is required for combinations
after December 15, 2008. Early adoption and retroactive
application of SFAS 141(R) to fiscal years preceding the
effective date are not permitted. The Company does not
expect a material impact on its consolidated statement
of financial condition.

SFAS No. 161. In March 2008, the FASB issued SFAS
No. 161, “Disclosures about Derivative Instruments and
Hedging Activities”. SFAS No. 161 amends and expands
the disclosure requirements of SFAS No. 133, and
requires entities to provide enhanced qualitative
disclosures about objectives and strategies for using
derivatives, quantitative disclosures about fair values
and amounts of gains and losses on derivative contracts,
and disclosures about credit-risk-related contingent
features in derivative agreements. SFAS No. 161 will be
effective for fiscal years and interim periods beginning
after November 15, 2008. Since SFAS No. 161 requires
only additional disclosures concerning derivatives and
hedging activities, adoption of SFAS No. 161 will not
affect the Company'’s financial condition.

SFAS No. 162. In May 2008, the FASB issued SFAS No.
162, “The Hierarchy of Generally Accepted Accounting
Principles”. SFAS No. 162 identifies a consistent
framework, or hierarchy, for selecting accounting
principles to be used in preparing financial statements
that are presented in conformity with GAAP for
nongovernmental entities (the “Hierarchy”). The
Hierarchy within SFAS No. 162 is consistent with that
previously defined in the AICPA Statement on Auditing
Standards No. 69, “The Meaning of Present Fairly in
Conformity With Generally Accepted Accounting
Principles” (“SAS No. 69”). SFAS No. 162 is effective 60
days following the U.S. Securities and Exchange
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Commission’s (the “SEC”) approval of the Public
Company Accounting Oversight Board amendments to
AU Section 411, “The Meaning of Present Fairly in
Conformity With Generally Accepted Accounting
Principles”. The adoption of SFAS No. 162 will not have a
material effect on its consolidated statement of financial
condition because the Company has utilized the
guidance within SAS No. 69.

SFAS No. 163. In May 2008, the FASB issued SFAS No.
163, “Accounting for Financial Guarantee Insurance
Contracts—an interpretation of FASB Statement No.
60”. SFAS No. 163 requires recognition of an insurance
claim liability prior to an event of default when there is
evidence that credit deterioration has occurred in an
insured financial obligation. SFAS No. 163 is effective for
financial statements issued for fiscal years beginning
after December 15, 2008, and all interim periods within
those fiscal years. Early application is not permitted. The
Company’s adoption of SFAS No. 163 will not have a
material effect on its consolidated statement of financial
condition.

FSP No. FAS 140-3. In February 2008, the FASB
directed the FASB Staff to issue FASB Staff Position
(“FSP”) No. FAS 140-3, “Accounting for Transfers of
Financial Assets and Repurchase Financing
Transactions”. Under FSP No. FAS 140-3, it is presumed
that an initial transfer of a financial asset and a
repurchase are considered part of the same
arrangement, known as a linked transaction. However, if
certain criteria are met, the initial transfer and
repurchase financing may not be evaluated as a linked
transaction and must be evaluated separately under
SFAS No. 140. FSP No. FAS 140-3 will be effective for
financial statements issued for fiscal years beginning
after November 15, 2008, and interim periods within
those fiscal years. Earlier application is not permitted.
The Company is evaluating the impact on its
consolidated statement of financial condition.

FSP No. FAS 157-3. In October 2008, the FASB issued
FSP No. FAS 157-3, “Determining the Fair Value of a
Financial Asset When the Market for That Asset is Not
Active”. FSP No. FAS 157-3 clarifies the application SFAS
No. 157 in an inactive market, without changing its
existing principles. FSP No. FAS 157-3 was effective
immediately upon issuance. The adoption of FSP No.
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A reconciliation of the beginning and ending amount of
unrecognized tax benefits is as follows (in thousands):

Gross unrecognized tax benefits at January 1, 2008 $51,456
Increases for tax positions taken during the current year 1,488
Increases for tax positions taken during prior years 491
Decreases for tax positions taken during prior years (49,262)

Cross unrecognized tax benefits at December 31, 2008 $4,173

The Company’s unrecognized tax benefits, including
interest, are recorded on the consolidated statement of
financial condition as income taxes payable. The total
amount of accrued interest payable recognized in the
consolidated statement of financial condition at
December 31, 2008 is approximately $596,000. The
Company has not recorded any amounts for penalties
related to its unrecognized tax benefits.

The decrease in unrecognized tax benefits during the
year ended December 31, 2008 was a result of
intercompany tax adjustments made pursuant to the
Company’s intercompany tax sharing agreement. This
decrease had no effect on the Company’s effective

tax rate.

If any tax return examination by federal, state or local
tax authorities is concluded during the next twelve
months, it is possible that the amount of accrued liability
for uncertain tax positions could change. It is not
possible to estimate the amount of any such change at
this time.

SHORT-TERM BORROWINGS

At December 31, 2008, short-term borrowings consist of
uncollateralized overnight loans payable to affiliates of
$2,503,238,000 and loans payable to a third party of
$174,241,000. The loans from affiliates bear interest at
rates based upon the London Interbank Offered Rate
(“LIBOR”) while the loans from a third party bear interest
at rates based upon the current Federal Funds rate.

SUBORDINATED DEBT

At December 31, 2008, the Company has subordinated
debt with BGUS for $2,500,000,000, which is due to be
paid in full on the repayment date of September 30,

2009. The loan bears interest at rates based on LIBOR.

On November 30, 2008, the Company cancelled a
$400,000,000 revolving line of credit with BBPLC.
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10. TRANSACTIONS WITH AFFILIATED COMPANIES

11.

The Company enters into securities transactions with
affiliates. At December 31, 2008, the following balances
with such affiliates were included in the consolidated
statement of financial condition in the following line
items (in thousands):

Cash and cash equivalents $284,633

Cash and securities segregated in compliance with

federal and other regulations 102,877
Recg:'\;t:iezsagrgrr]r; brokers, dealers and clearing 3,380,228
Receivables from customers 47,370
Securities purchased under agreements to resell 78,874,615
Securities borrowed 3,628,982
Securities owned, at fair value 798,832
Accrued interest and dividend receivables 2,491
Securities sold under agreements to repurchase 65,040,721
Securities loaned 6,389,848
Short-term borrowings 2,503,238
Payables .to prokers, dealers and clearing 6.827.706

organizations
Securities sold, but not yet purchased, at fair value 938,084
Other liabilities 152,480
Subordinated debt 2,500,000

Affiliates provide substantially all operational, front
office, and support services to the Company and its
Subsidiaries under service agreements. Additionally, the
Company performs services for affiliates.

BENEFIT PLANS
Pension Plan

The Company and its Subsidiaries provide pension
benefits for eligible employees through a defined benefit
pension plan of an affiliate. Substantially all employees
participate in the pension plan on a non-contributing
basis, and are fully vested after five years of service. The
Company makes contributions to the plan based upon
the minimum funding standards under the Internal
Revenue Code.
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The following tables set forth the plan’s information
at December 31, 2008 (in thousands):

Funded Status at Year End

Projected benefit obligation at end of year ($55,864)
Fair value of plan assets at end of year 38,105
Funded status at year end ($17,759)

Additional information for plans with a
Projected Benefit Obligation
("PBO")/Accumulated Benefit
Obligation ("ABO") in Excess of Plan

Assets
Projected benefit obligation $55,864
Accumulated benefit obligation 50,228
Fair value of assets 38,105

Weighted-average assumptions used

to determine projected benefit

obligations at December 31, 2008:
Discount rate 6.00%
Rate of compensation increase 4.50%

The expected rate of return of plan assets for 2009 is
6.75%. This rate of return on assets is determined by
calculating a total fund return estimate based on a
weighted average of estimated returns for each asset
class. Asset class returns are estimated using current
and projected economic and market factors such as real
rate of returns, inflation, credit spreads, equity risk
premiums and excess return expectations.

Plan Assets

Weighted-average plan asset allocations at December
31, 2008 and target for 2009, by asset category, are as
follows:

2008
Asset category
Equity securities 51%
Debt securities 37%
Other 12%
100%
Target
2009
Asset category
Equity securities 60%
Debt securities 40%
100%

The Company'’s pension fund investment strategy is to
invest in a prudent manner for the exclusive purpose of
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12.

providing benefits to participants. A well defined internal
structure has been established to develop and
implement a risk-controlled investment strategy that is
targeted to produce a total return that, when combined
with the Company’s contributions to the fund, will
maintain the funds ability to meet all required benefit
obligations. Risk is controlled through diversification of
asset types and investments in domestic and
international equities and fixed income.

Contributions expected to be paid to
the Plan in the next fiscal year $1,618

401(k) Contribution Plan

The Company has adopted the Barclays Bank PLC Thrift
Savings Plan (referred to as the “401(k) Plan”) effective
January 1, 1980. Once an eligible employee is hired, they
are given the opportunity to participate in the 401(k)
Plan immediately or during the annual enrollment period.
Employees who formally elect to participate may elect
contributions of up to 12% of their base pay to be
contributed to the plan each pay period, subject to
Internal Revenue Service limits. The Company matches
the first 6% of the employee contributions to the 401(k)
Plan each pay period based on the employee annualized
earnings on the date of the match.

Postretirement

The Company follows SFAS No. 106, “Employers’
Accounting for Postretirement Benefits Other than
Pensions”, which requires the recognition of
postretirement benefit costs on an accrual basis over the
active working lives of employees, rather than on a cash
basis. Only employees hired as of April 1, 1997 are
eligible for postretirement benefits.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-
SHEET RISK

In the normal course of its business, the Company enters
into transactions involving financial instruments with
off-balance-sheet risk in order to meet financing and
hedging needs of customers and to reduce the
Company’s own exposure to market and interest rate
risk in connection with proprietary trading activities.
These financial instruments include forward and futures
contracts, options on futures contracts and interest rate
swaps. Each of these financial instruments contains
varying degrees of off-balance-sheet risk as changes in
the fair values of the financial instruments subsequent
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to December 31, 2008 may, in certain circumstances, be
in excess of the amounts recognized in the consolidated
statement of financial condition. The Company is also at
risk from the potential inability of counterparties to
perform under the terms of the contracts.

In the normal course of business, the Company enters
into securities sales transactions as principal. If the
securities subject to such transactions are not in the
possession of the Company (for example, securities
loaned to other brokers or dealers, used as collateral for
bank loans, or failed to receive), the Company may incur
a loss if the security the Company is obligated to deliver
is not received and the market value has increased over
the contract amount of the sale transaction.

The Company also executes customer transactions in
commodity futures contracts (including options on
futures), all of which are transacted on a margin basis
subject to individual exchange regulations. These
transactions may expose the Company to off-balance-
sheet risk in the event margin deposits are not sufficient
to fully cover losses which customers may incur. In the
event the customer fails to satisfy its obligations, the
Company may be required to purchase or sell financial
instruments at prevailing market prices in order to fulfill
the customer’s obligations.

In the normal course of business, the Company may
pledge or deliver customer or other counterparty
securities as collateral in support of various financing
sources such as bank loans, securities loaned and
repurchase agreements. Additionally, the Company
pledges customer securities as collateral to satisfy
margin deposits of various exchanges. In the event the
counterparty is unable to meet its contracted obligation
to return customer securities pledged as collateral, the
Company may be exposed to the risk of acquiring the
securities at current market prices in order to return
them to the owner.

COLLATERAL, COMMITMENTS AND
CONTINGENCIES

At December 31, 2008, the approximate fair value of
collateral received that can be resold or repledged by the
Company, excluding the impact of FIN 41, were (in
thousands):

Sources of collateral
Securities purchased under $204,392,073
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element of the annual bonus must be held for at least
three years and is subject to potential forfeit if the
individual resigns and commences work with a
competitor business.

Performance Share Plan (“PSP™)

The PSP was approved by shareholders at the 2005
Annual General Meeting (“AGM”) to replace the
Incentive Share Option Plan (“ISOP”) scheme.
Performance shares are ‘free’ BBPLC shares for which no
exercise price is payable and which qualify for dividends.
Performance share awards are communicated to
participants as an initial allocation. BBPLC’s
performance over a three-year period determines the
final number of shares that may be released to
participants.

In addition, options remain outstanding under the
following closed schemes.

Incentive Share Option Plan (“ISOP”)

The ISOP was open by invitation to the employees and
Directors of BBPLC. Options are granted at the market
price at the date of grant calculated in accordance with
the rules of the ISOP, and are normally exercisable
between three and ten years from that date. The final
number of shares over which the option may be
exercised is determined by reference to set performance
criteria. The number of shares under option represents
the maximum possible number that may be exercised.

Executive Share Option Scheme (“ESOS”)

The ESOS is a long-term incentive scheme and was
available by invitation to certain senior executives of
BBPLC with grants usually made annually. Options were
issued at the market price at the date of the grant
without any discount, calculated in accordance with the
rules of the ESOS, and are normally exercisable between
three and ten years from that date. No further awards
are made under ESOS.

The weighted average fair value of shares granted
during the year at the measurement date is $6.85 for
the ESAS plan. There were no grants in 2008 under the
PSP.

The ESAS plan is a nil cost award on which performance
conditions are substantially fulfilled at the grant date.
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Consequently, the fair values of these awards are based
on fair value at that date.

The expected dividends for all schemes are assumed to
grow in line with the expected increases in share prices
for the industry sector until exercise.

LEHMAN ACQUISITION

On September 22, 2008, BBPLC with the involvement of
the Company and certain other subsidiaries of BBPLC,
completed the acquisition of the U.S. and Canadian
investment banking and capital markets businesses of
Lehman, including the fixed income and equities cash
trading, brokerage, dealing, trading and advisory
businesses, investment banking operations and the
business as a futures commission merchant, as well as
the private investment management business. Assets
acquired and liabilities assumed in connection with the
acquisition were assigned, as directed by BBPLC, to the
Company and certain BBPLC subsidiaries. The
acquisition resulted in an increase of approximately $3.6
billion in the net equity of the Company, taking into
account a cash contribution of $4 billion and the net
value of the excess of liabilities assumed from Lehman
over assets received. In addition, BBPLC, through BGUS,
provided $2.5 billion of subordinated debt to the
Company.

The initial accounting for the acquisition has been
determined only provisionally by BBPLC and the assets
acquired and the liabilities assumed by the Company are
based on these provisional amounts, as the contribution
is between entities under common control and is
required to be at the basis on the date of the
transaction. Any revisions to the fair values that result
from the conclusion of the acquisition process with
respect to assets not yet received by the Company will
be recognized as an adjustment to the initial accounting
if and when those assets are received by the Company;
however any such revisions must be effected within
twelve months of the acquisition date. Any increase in
value of these assets that result from the conclusion of
the acquisition process would be deemed an increase in
the value of the capital contribution by BBPLC. The
initial valuation of the assets acquired and liabilities
assumed based on an allocation of the purchase price
resulted in no goodwill or intangible assets being
recognized by BBPLC and therefore none were pushed
down to the Company.
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The following schedule provides the impact to the
consolidated statement of financial condition from the
assets that were received and the liabilities that were
assumed by the Company, and the increase to capital as
a result of the contribution by BBPLC (in millions):

Assets
Financial instruments owned, at fair value  $39,971
Cash equivalents 2,362
Cash received as capital contribution 4,000
Cash received from issuance of

subordinated debt 2,500

Cash and securities segregated in
compliance with federal and other

regulations 1,635

Receivables from brokers, dealers and
clearing organizations 3,235
Customer and other receivables 2,233
Other assets 951
Total assets $56,887

Liabilities and Equity
Securities sold under agreements to

repurchase $45,000
Payables to brokers, dealers and clearing
organizations 273
Customer and other payables 4,265
Other liabilities 1,319
Total liabilities 50,857
Subordinated debt 2,500
Equity
Additional paid-in-capital 3,530
Total liabilities and equity $56,887

REGULATORY REQUIREMENTS

The Company is a registered securities broker-dealer
with the Securities and Exchange Commission (“SEC”)
and a FCM with the Commaodity Futures Trading
Commission ("CFTC") and, accordingly, is subject to
Rule 15¢3-1 of the SEC and Rule 1.17 of the CFTC,
which specify uniform minimum net capital
requirements, as defined. The Company has elected to
compute net capital in accordance with the "Alternative
Net Capital Requirement" ("ANC") as permitted by Rule
15¢3-1, under which the Company is required to
maintain tentative net capital, as defined, in excess of
$6,000,000,000 and minimum net capital, as defined, of
the greater of $500,000,000 or 2% of aggregate debit
items. Additionally, the CFTC requires that an FCM
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maintain capital of the greater of 8% of customer
maintenance margin requirements plus 4% of non-
customer maintenance margin requirements, as defined,
or $500,000,000. At December 31, 2008, the Company
had tentative net capital of $6,357,393,000 and net
capital of $4,575,804,000, which was $4,075,804,000 in
excess of the amount required of $500,000,000.

In accordance with the SEC's No Action Letter dated
November 3, 1998, the Company has elected to
compute a reserve requirement for PAIB. The PAIB
calculation is completed for a correspondent firm that
uses the Company as its clearing broker-dealer in order
to classify its assets held by the Company as allowable
assets in their net capital calculation. At December 31,
2008, the Company did not have a reserve requirement
for PAIB.

In connection with the Lehman acquisition, the
Company was granted temporary permission by the SEC
to use the ANC method of computing net capital. The
Company has submitted its application to the SEC as
required by Appendix E of Rule 15¢3-1 to continue using
the ANC treatment on a permanent basis.

As this accompanying consolidated statement of
financial condition includes the accounts of the
Company and its Subsidiaries, the amounts differ from
those included in the Company’s unaudited Form X-17a-
5 Part Il CSE report, filed with the SEC (“FOCUS”). The
following summarizes the assets and liabilities of the
Subsidiaries included in the consolidated statement of
financial condition, but not consolidated in the
Company’s FOCUS (in thousands):

Assets $1,343,190
Liabilities (1,340,790)
Net worth $2,400
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